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Abstract in English

The 1999 Dutch Notary Act has initiated an ambgideregulation process in the market for
notary services in the Netherlands. We evaluaténtpact of this liberalisation policy on (i) the
level of competition in the profession and (ii) tpeality of services. We compare the level of
competition before and after the liberalisatiomggiwo different indicators, namely a relative-
profit indicator and a variation of the BresnahagisR indicator. Using the relative profit
indicator, we find that the level of competitiorshiacreased after 1999. We find, however, no
significant difference between the level of comjiatiin 1996 and in 2002. This is particularly
clear when we measure competition taking the lowaket as the relevant market for notary
services. The results on the national market ane mixed and there is some evidence that
competition in 2002 is higher than in 1996. Usihg Bresnahan-Reiss indicator, we find that
entry does affect conduct in the notary market,amatin that the level of competition in the
local market for notary services in 2003 does igiicantly differ from the 1995 level. We
also examine whether competition affects the qualitnotary services. We use both subjective
and objective measures for quality of notary s&widVe find that subjective quality - the
perceived level of service by clients - is, if drigig, negatively affected by competition. Using
objective quality, i.e. quality that is not obsdrieato clients, we find that in 2003 competition
leads to a deterioration of quality, as the qualitynonopoly notaries outperforms the quality
of oligopoly notaries. This was not the case in8L.9%onfronting our empirical findings with
gualitative insights, we present options for palicy

Key words: Notary, Competition, Quality, Legal Service
JEL code: L11, L15, L69

Abstract in Dutch

De wet op het notarisambt uit 1999 heeft een amii# deregulering in de markt voor
notarisdiensten doorgevoerd. We beoordelen hettefés de liberalisering van de notarismarkt
op (i) het niveau van concurrentie binnen de besgeyep en (ii) de kwaliteit van de diensten.
We vergelijken het niveau van concurrentie voonare liberalisatie met behulp van twee
verschillende indicatoren, namelijk een relatievestindicator en een variant van de
Bresnahan-Reiss indicator. De relatieve winstirtdickat zien dat het niveau van concurrentie
toeneemt na 1999. We vinden echter geen signifieanschil tussen het niveau van

concurrentie in 1996 en in 2002. Wanneer we de Melierlandse markt als relevante markt
nemen, dan is het beeld minder eenduidig. Erdjjikake van een toename van concurrentie. De
Bresnahan en Reiss indicator laat zien dat toetgeoid de notarismarkt wel tot een toename

van concurrentie leidt, maar dat, net zoals mettiieve winst indicator, er geen significant
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verschil is tussen het niveau van concurrentieQ®blen dat in 2002. We onderzoeken ook of
concurrentie een positief of negatief effect op k@ heeft. We kijken naar de subjectieve en
objectieve dimensie van kwaliteit van notarisdiensiWe vinden dat subjectieve kwaliteit - het
oordeel van klanten - eerder slechter is in eecwwarende markt dan beter. Voor objectieve
kwaliteit, in dit geval kwaliteit die niet zichtbae voor de consument, vinden we dat in 2003
concurrentie tot lagere kwaliteit leidt. Monopatietarissen presteren beter dan oligopolie
notarissen. Dit was niet het geval in 1995. Eerfronitatie tussen onze kwalitatieve en
empirische bevindingen leidt tot beleidsopties.
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Preface

The European Commission has recently voiced corateont the low level of competition in
the notary profession in Europe. In 1999, the Niddhels pioneered an important deregulation
of the notary profession through the enforcemerat oéw Notary Act. This act liberalised
prices and facilitated entry in the profession.aA®sult, the Dutch notary profession has
become one of the least regulated in Europe. Tlextites of the 1999 Dutch Notary Act were
1) to increase competition and therewith to lowgegs and 2) to increase or at least maintain
the quality of services. This study evaluates wiiethe Act has achieved these objectives.

This report is part of an ongoing research praj@ctompetition in professional services
which is partly carried out in collaboration witlatberine Schaumans and Frank Verboven
from the KU Leuven. We gratefully acknowledge thgiidance through this research and their
comments on a draft version of this report. Pathefpresent study will be used later in jointly
authored work. Ali Aouragh provided excellent resbaassistance with the econometric
analysis. Jeannette Verbruggen painstakingly bpikeveral of the core datasets for this study
and carefully controlled data sets from other sesirélarold Creusen shared his knowledge on
estimating the relative-profit measure of competiti

At the time of publication of this report, a compmamreport entitled ‘Liberalisation of the
Dutch notary profession: Reviewing its scope angaat’ by Nicole Kuijpers, Joélle Noailly
and Ben Vollaard also appears. This report provéddstailed overview of the institutional
rules, the making of the new law and existing regi®f the new law.

For help with the data collection, we acknowledgm(@e van Leeuwen and Christ van
Vroonhoven (CBS), Jan Janssens and Ivo Thomasg$éB)(KRené Vogels (EIM), and André
Holtvolt and Wiebe Tamminga (Kadaster).

Furthermore, we acknowledge discussions and consnfiermm Jeroen van den Heuvel
Rijnders (EZ), Jan Boone (UvT), the KNB, Rob Vossed Arienne Gommers (NMa), Marcel
Canoy (EC), the Commission Hammerstein and Matgke/oert (WODC, Ministry of
Justice). The following CPB colleagues also progtideeful comments on a previous version of
this study: Casper van Ewijk, Mark Lijesen, Berlgard and George Gelauff. The study was
co-financed by the Dutch Ministry of Economic Affai

Henk Don, director of the CPB






Summary

This study investigates the effects of the derdguigolicy introduced at the end of the 1990s
in the Dutch notary profession. The deregulatiarcpss enforced in 1999 by the new Notary
Act removed price fixing and relieved entry requients. As a result, the Dutch notary
profession has become one of the least regulatEdriope.

The objectives of the 1999 Dutch Notary Act werefold: 1) to increase competition and
therewith efficiency so that consumers could beriefim lower prices and 2) to increase or at
least maintain the high quality of the notary segi This study aims to assess the impact of the
1999 Notary Act on competition and quality. Moregisely, our research question\ighat are
the conseguences of the 1999 Notary Act on the level of competition within the profession and
on the quality of notary services? We make use of both qualitative and quantitatisggints,
although the core of the analysis is mainly emalric

Qualitative analysis

In chapter 2, we present an institutional analgsitie Dutch notary profession. We present the
main reforms enforced by the 1999 Notary Act. Oaimfindings are that the deregulation
process enforced since 1999 is a promising steprtis\a more competitive market, although
several institutional barriers that may hinder cetitn are still in place.

The Notary Act greatly facilitated entry in the fassion, notably by abolishing the
maximum on the number of notaries, and liberaligiriges (fully in the second half of 2003).
There remain, however, several institutional olstathat may have a negative impact on
competition 1) the introduction of a mandatory dhen the business plan before opening a
new office limits entry and 2) the interdictiongpecialise at the office level (the so-called
‘ministerieplicht’) has not been challenged. Thetfthat an office must offer full services
makes it more difficult for junior notaries to oparsolitary office as it requires a broader
knowledge on all types of services. In additiom, tinisterieplicht’ has little motivation in a
market with liberalised prices, as a notary cahistplicitly specialise by charging a very high
price for the services he does not want to providether trends in the notary market show that
the actual entry of new notaries in recent yeasshiegen very limited. In addition, the scale of
notaries’ offices has increased over the years &Wolution is a possible consequence of the
Notary Act. With more competition and thus moreentainty in the market, junior notaries
prefer to join existing offices rather than stagtimew practices. This trend, however, may
mitigate the expected increase in competition. aRdigg quality, the Notary Act reinforced the
existing professional standard. The Notary Act yaieorganised of the jurisdictions on
quality control. The authority on financial regitet (Bureau Financieel Toezicht, BFT) was
created to guarantee the solvency of notariesrdleeof the Royal Dutch Notarial Society
(Koninklijk Notariéle Beroepsgroep, KNB) on qualitas also been reinforced.



In chapter 3, we present an economic interpretatfadhe market for notary services using
insights from economic theory. This analysis teaalmethat quality regulation is justified in the
notary market. The presence of two main marketifad - information asymmetry and
externalities- explains that a notary will always/é incentives to provide suboptimal quality.
Market mechanisms, like reputation and liabilitg, rtbt work sufficiently well to solve these
issues. Therefore, minimum quality standards agaired to maintain quality. Rules to
guarantee the continuity of notary services, indage of bankruptcy for instance, are also
desirable. Obviously, guarantying the continuitysefvices does not mean that bankruptcy
should be avoided at all costs, as this is at edgtisa liberalised market. Regarding the effect
of competition on quality, the expected impact @petition on observable quality is positive,
that on other dimensions of quality is ambiguous.

Measuring competition

In chapter 4, we empirically measure the levelarhpetition before and after the enforcement
of the 1999 Notary Act in two distinct relevant iets: 1) the local market, which we can
loosely interpret as the market for the individoahsumer, i.e. the market for family services
and small scale real estate transactions and 2jatfienal market, which we can loosely
interpret as the market for professional consumersthe market for corporate services and
large scale real estate transactions. The majalti@sour empirical analysis is that competition
has increased after the implementation of the 10@&@ry Act, but to a level that is not
significantly different from that in 1996. Indeesle find no significant increase in the level of
competition four years before and after the potafiprm. This is particularly clear for the level
of competition in the local market. In the nationadrket, our results are more mixed,
depending on the estimation procedure we use. Tiia@ne evidence that the level of
competition in the national market is significantigher in 2002 than in 1996. Overall, there
are concerns that the local market has experielessdsariation in competition after 1999 than
the national market.

In our analysis, we use two distinct indicatorsreasure competition. We first use a
relative-profit indicator (Boone, 2004), which ughe fact that an increase in competition
rewards efficient firms by increasing their perfame. To construct this indicator, we use
firm-level data on gross profits and variable cdstsa sample of notary offices over the 1996-
2003 period. Our second indicator is a variatibthe method developed by Bresnahan and
Reiss (1990, 1991). This indicator measures by imah profit margins (using market size as
a proxy) decrease as a new competing office ettiermarket, assuming that the market is
intrinsically local. We use cross-sectional datatengeographical distribution of notaries to
estimate the level of competition at two differpoints in time; in 1995 and 2003.

With the relative profit indicator we can infer theolution of competition over the years.
We find that competition has increased after 18@® that this increase just cancels out a drop
in competition observed between 1996 and 1999. esalt, in the local markets the level of
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competition in 2002 is about the same as the lefvebmpetition in 1996. In the national
market, one of our estimation procedures showstltealievel of competition in 2002 is
significantly higher than in 1996. In addition, fired that, while competition is more intense at
the local level than at the national one, the iaseein competition after 1999 has been more
important on the national market than on the locatket. The Bresnahan and Reiss indicator

shows results similar to the relative profit indaraon the local market.

Assessing the impact of competition on the quality of notary services

In chapter 5, we measure the impact of competitiothe quality of notary services. We find
that concerns about the effect of competition oaliggutend to be justified, as our results show
that competition leads to a deterioration of gyalit

In our empirical analysis, we look at two differesipects of quality, namely: 1) the quality
that is observable by consumers, i.e. servicefaatisn as measured in consumer surveys 2)
the quality that is not observable by consumeestie number of corrections in notary acts at
the Land Registry. Quality is a multidimensiorsdue of which we can only capture those
facets for which we have measurable proxies. Ftr types of quality, we empirically compare
the quality of monopoly and oligopoly notary makaiVe have data from the Land Registry
for the years 1995 and 2003. Consumer surveys, Venweere conducted only after the 1999
Notary Act so we use the last available year (2002)

Using subjective quality measures, namely the upérceived by consumers, we find that
competition did not have the expected positive ichjpa quality. If anything, competition has a
negative effect on quality, notably on the ‘ser¥figendliness’ and ‘time to proceed the
transaction’ dimensions. Using data on non-obséevabality, we find that in 2003 (1995)
notaries’ offices in competitive markets providevés (higher) quality than monopoly offices.

Interpretation and policy suggestions

In our interpretation, we must keep in mind that ¢fifects of the 1999 Notary Act may not
have been fully realised yet. In our empirical gsi@ on the level of competition, our most
recent data are from January 2003, while the fitlepliberalisation in the notary market was
only achieved in the second half of 2003. In additthe (legal) quality of notary services has
many dimensions that we cannot capture all withindicators. With these clarifications in
mind, we come with suggestions for policy.

Our analysis suggests that there is room for mongpetition in the market. However, we
also find evidence that competition might detetierguality. The decision to give more weight
to one of the aspects - competition or qualitybyisand large a political choice. Here, we
present policy options that stimulate competitiod anhance or at least maintain the incentives
to provide high-quality services.

First, it is obvious from our analysis that entgstbeen sluggish; therefore we present the
following options to stimulate entry:
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1. A policy option is to abolish the business planuisgment and to intensify financial
supervision by the Bureau Financieel Toezicht anfttst year(s) of a new office. An alternative
is to examine the working of the commission thatleates the plans, in order to guarantee that
the procedure is not acting as a barrier to efitng. fact that a committee evaluates the
establishment of a new notary practice may hindawyen the market. There is some evidence
that junior notaries perceive it as a barrier. phimary motivation for this additional check on
the business plan is to prevent too many bankre#iong notary offices, which in turn could
damage the trust that the public puts in the nofEingre is thus a trade-off between a possible
damage of trust and an entry barrier. Therefoeerake of the business plan could be re-
evaluated.

2. Another policy option is to abolish the ‘ministepiht’ but at the same time to maintain
educational demands and improve quality supervisiime ‘ministerieplicht’, i.e. the fact that
each notary office has to offer full services, dksads to limit entry (and is experienced as such
by candidates)De facto the ministerieplicht is not effective in banningesgalisation, as
notaries are free to price their services. Notaréasthus enter the market and then set a very
high price for the service they do not want to [idev However, surveys among junior notaries
show that candidates perceive the ministerieplshd barrier. Candidates still feel that it is
easier in practice to open a new office that icitieed in a few services because it requires a
less broad knowledge. The motivation for the ‘ntiigeplicht’ is that specialisation leads to
fragmented knowledge and hence to suboptimal adwitiee cases where there are
complementaries between the services, that is Whewledge across fields is necessary. It is
guestionable, however, whether ten years of edutatie not sufficient to acquire this broad
knowledge. On the other hand, specialisation gélgdeads to better quality if there are no
substantial complementarities and specialisatinddeo favour entry.

We do not consider more drastic policies to stireukntry in the profession. First, these might
damage the quality of the service. Second, shalintpe industry more considerably would
increase uncertainty and might thereby make natamiere hesitant to enter. This holds to a
lesser extent for the following suggestions, asdteffect incumbents directly:

1. Making the consumers aware that it is possiblédafnotary agrees, to sign a contract without
actually being present in person at the officethtsame time consumers should be made
aware of the possible costs in terms of quality this implies. Allowing notaries to offer
‘digital’ services for some of the most standaahtactions would make customers more
willing to use the services of a cheaper notargidettheir city or local market.

2. Allowing notaries to provide their services outsitleir district on a permanent basis. For now,
current regulation only allows the notary to pravids services outside his district if this has an
‘incidental’ character.

12



We also discuss the following options to enhanadityuin the notary market:

Given the current concern for quality, there seta®e no reason to challenge neither the
professional monopoly of notaries or the professiiguality standards currently in place
(education and training requirements). Insteadfgggional standards appear to be justified by
the presence of market failures, namely informatisymmetry and external effects.

Given that it is difficult to assess all relevaimdnsions of quality of the notary product,
measures of ‘naming and shaming’ do not seem apptefio enhance the quality of notary
services.

The KNB (or some other institution) could play #rm raising consumer awareness of what
quality of a notary entails. For instance, the Kbdiild provide a check list to the consumer on
how to evaluate the quality of the notary services.

Further enhancement of quality control seems wedcdrhe exact form of this quality control

is beyond the scope of our research, but nowadagiityjcontrol seems rather fragmented.
Hence an independent authority that controls telyrstion process could help to serve as
quality safeguards.

An option to limit bankruptcy could be to contrbktfinancial situation of notaries and to
implement rules that guarantee the solvency antreaty of notary services when the notary
gets bankrupt. This process could be implementednore efficient way if the authority for
financial supervision (Bureau Financieel Toezietduld be given more authority, for instance
on filing complaints.

As stated above, quality could benefit from thelisbment of the ‘ministerieplicht’ and the
authorisation of specialised offices, at the caadithat education requirements are maintained
and that quality supervision is improved (in orttepreserve the quality of complementary

services).
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Introduction

This study investigates the effects of the deraguigolicy enforced at the end of the 1990s in
the Dutch notary profession. In the Netherlandsnasost European countries, the notary
profession is organised in the Latin notary systéthe main task of the Latin notary is to
authenticate and control the legal validity of gactions, such as wills, marriages,
establishment of companies and real estate traosacDue to the important role of the notary
in the legal structure of the country, the professs subject to regulation by the public
authorities with specific rules on appointment addcation.

In recent years, the European Commission has vaiocedern about the low level of
competition within professional service$he recommendations by the Commission suggest
eliminating all restrictive and unjustified regudats that may hinder competition in these
services. Since 1994, the Dutch government intreducseries of initiatives to deregulate
professional services, i.e. the so-called MDW (Maekking, Deregulering and Wetgeving)
projects. In the notary profession, these initiedipaved the road towards a new Dutch Notary
Act in 1999° The deregulation process removed price fixing mfidved entry requirements.

As a result, the Dutch notary profession has beommeeof the least regulated in Europe and
Dutch customers can nowadays directly compare po€@otary services on the interfiet.

The objectives of the 1999 Dutch Notary Act werefold: 1) to increase competition and
therewith efficiency so that consumers could beriefim lower prices and 2) to increase or at
least maintain the high quality of the notary seegi Monitoring in the years that followed the
deregulation shows that entry of new notaries bagined limited; prices have decreased for
large real estate transactions and increased fihfaervices and small real estate transactions;
and there are indications that the quality of smwideteriorated (Commissie Monitoring
Notariaat, 2003).

This study aims to assess the impacts of the 1288ri{ Act on competition and quality.
More precisely, our research question is: Whatleeconsequences of the 1999 Notary Act on
the level of competition within the profession amdthe quality of notary services?

Although we briefly present qualitative and thematresults, the core of our analysis is
empirical. The 1999 Notary Act provides us withuasj-experiment allowing us to
guantitatively compare the level of competitiondrefand after the liberalisation. This paper is,

! The Latin system includes Germany, France, Italy, Spain, Belgium, the Netherlands, Luxembourg, part of Switzerland,
Portugal, Austria and most Latin-American countries. The Latin notary system contrasts with the ‘notary public’ institution
that prevails in Anglo-Saxon countries. The main difference between the two systems rests in the status of the professional.
In the Latin system, the notary is a professional lawyer, while a ‘notary public’ holds more of a clerical position. The notary
public is not involved with legal issues and his role is only to certify the identities of the signees. A comparative analysis of
the two systems can be found in Malavet (1996).

2 The professional services pointed out by the European Commission were lawyers, notaries, accountants, architects,
engineers and pharmacists (European Commission, 2004).

% Formally, the deregulation of the notary profession was not part of the MDW operation.

4 Since 2000, the site www.degoedkoopstenotaris.nl allows consumers to compare prices for about 60% of the notary
offices.
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to our awareness, the first that empirically assessmpetition in the notary profession. We
use two complementary indicators to measure cotietiWe first use a relative-profit
indicator (Boone, 2004) to measure competitiorwia tlistinct relevant markets for notary
services, namely the national market and the lozaket (that is defined at the city level). This
indicator makes use of the fact that an increaseinpetition rewards efficient firms relatively
more than less efficient ones by increasing theifggmance. We can thus use performance
differences to capture efficiency differences. Bastruct this indicator, we use firm-level data
on gross profits and variables costs for a samphetary offices over the 1996-2003 period.
Our second indicator is a variation of the methededoped by Bresnahan and Reiss (1990,
1991). This indicator measures by how much profitgins (using market size as a proxy)
decrease as a new competing office enters the madsiming that the market is intrinsically
local. We use cross-sectional data on the geograbptlistribution of notaries to estimate the
level of competition at two different points in #&mnin 1995 and 2003.

With the relative profit indicator we can infer exolution of competition over the years.
We find that competition has increased after 18@® that this increase by and large cancels
out a drop in competition observed between 19961889. So, the level of competition in
2002 is about the same as the level of compeititid®96. This is very clear on the local
market. Our results on the national market are mored depending on the estimation
procedure we use. There is evidence that in 206%ettion in the national market was
significantly higher than in 1996. In addition, fired that, while competition is more intense at
the local level than at the national one, the iaseein competition after 1999 has been more
important on the national market than on the locatket. The results of the Bresnahan and
Reiss indicator show similar results than the rneggprofit indicator on the local market.
Overall, there has been an increase in compesiimre 1999. The individual consumer seems
to have benefited less from this increase thampitbfessional consumer.

Regarding the impact of the 1999 Notary Act ondbality of services, we look at two
different aspects of quality, namely: 1) the qudiitat is observable by consumers, i.e. service
satisfaction as measured in consumer surveys, Jatie 2juality that is not observable by
consumers, i.e. the number of corrections in noaaty at the Land Registry. For both types of
guality, we compare empirically the quality of m@obdy and oligopoly notary markets. We use
data from the Land Registry for the years 199520@B. Consumers surveys, however, were
conducted only after the 1999 Notary Act so wethsdast available year (2002).

Using subjective/observable quality measures, nathel quality perceived by consumers,
we do not find the expected result that competitimneases quality. If anything, competition
decrease quality, especially on the ‘service/frigeds’ and ‘time to proceed the transaction’
dimensions. Using data on non-observable qualig/fimd that in 2003 (1995) notaries’ offices
in competitive markets provide lower (higher) gtyathan monopoly offices. This finding
suggests that quality deteriorated more, due to¢we Act, in competitive markets than in
monopoly ones. Our study is organised as followestiBn 2 describes the institutional
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organisation of the Dutch notary profession andarp the main developments enforced by
the 1999 Dutch Notary Act. Section 3 presents sthraeretical insights on why regulation is
justified in the notary profession and on the expegdmpact of increasing competition on
quality. Section 4 presents our findings on the sueaof competition using the relative profit
and entry thresholds indicators, respectively. i8ad& presents the empirical results on the
guality-competition relationship. Section 6 summesi our key findings and gives directions for

policy.
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2 Institutional background

In this chapter, we introduce the organisation magilation of the notary profession in the
Netherlands. We focus on the activities of notagbanges in the regulatory framework related
to the new Notary Act of 1999, and developmenth@profession since the introduction of the
new Act. Our presentation will be brief. An extemsdescription of the institutions of the
notary profession can be found in the backgroupdntgo this study, Kuijpers et al. (2005).
The aim of this chapter is to provide qualitatimsights in the interplay between current
institutions and competition and quality in theargtmarket.

2.1 Key characteristics of the Dutch notary

In 2004, the Dutch notary profession counts 144@nes and 2061 junior notaries working in
891 offices. The Dutch notaries are organisedénRbyal Dutch Notarial Society (Koninklijke
Notariéle Beroepsorganisatie, KNB) whose origingedeack to 1843. Table 2.1 provides some
key statistics on the Dutch notary profession.

Table 2.1 Main economic indicators of the notary se  ctor, 2001

Number of firms? 707
Employed labour force® 10351
Average number of employees per firm 15
Labour costs as percentage of total costs 63
Profit before taxes (mlin euro) 218
Production (mIn euro) 716
Production value as percentage of GDP 0.17

Source: CBS Statline, SBI-code: 7411.3
aA firm can have multiple offices.
Of which 8,969 are salaried employees.

As typical of the Latin notary within the system@iil Law, the Dutch notary is a lawyer, i.e.
he is a professional who is entitled to practiee ldis function differs, however, from the
traditional ‘court-lawyer’ (or ‘attorney-at-law’) o represents the interest of his client in front
of the court. Instead, the notary is a specialisedtract-lawyer’. He is the only lawyer who
has the authority to draft official documents.

The notary holds a ‘professional monopoly’ on ¢htgpes of services: 1) family services
(drawing up wills, marriage contracts, and donat)pR) real estate services (conveying real
property, creating and altering mortgages); ancoBporate services (establishing public and
private limited liability companies). For thesertsactions, notarisation is mandatory; the
consumer has no other choice than to go to a ntatanake these contracts official. Finally, the
notary is obliged by law to offer the full rangesarvices within an office. In Dutch, this is
called the ‘ministerieplicht’.
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2.2

The central role of the notary is to control thgdlevalidity of the transaction. The notary fulfils
a public function in the sense that he provideallegrtainty and security into the legal
structure of the society. Thus the notary ensurasdontracts are properly arranged. If this was
not the case, it could affect other legal proceslared hinder economic transactions.
Entrepreneurs, for instance, would be less wiltmgnvest if they were not confident that the
transactions are in proper order.

Once a notary has controlled the contents anddeadl®cument, the transaction becomes
automatically legal. They do not need to be vaéidah another legal way. Thus the notary
exerts some form of executorial power on contrddtisaes, which is in some sense
comparable to the power of a judge. Just like tidg¢, the notary must remain impartial and
independent. The notary must not only defend thexéssts of his clients but also the interests of
third parties that may be involved in the transacti

Finally, another particularity of the notary is thanlike the judge, the notary is an
entrepreneur and not a civil-servant. He holdsreate‘hybrid’ position.

Regulation of the Dutch notary profession

In this section, we sketch the current regulateayrework of the notary profession in the
Netherlands. We review the new regulations estadétidy the 1999 Notary Act and present the
current regulations on quality control and advartjs

Motivation and objectives of the 1999 Notary Act

Up to 1999 the Dutch notary profession was regdlatzording to the rules laid down in the
Notary Act of 1842 and through self-regulation bg tode of conduct of the KNB. The need
for a new Notary Act was stimulated by the largegasss of deregulation of the Dutch economy
initiated by the Dutch Competition Act of 1987.

The introduction of competition in the notary pregen was at the core of many debates in
the Dutch Parliament between 1994 and 1998. Tha issiiles of discontent under the old
Notary Act were: (1) regulated fees had no relat@oosts and notaries were making high
profits as a consequence, and (2) consumers tladigedom of choice since prices were fixed
and quality was hardly observable. The new Act diteepave the road towards better
acceptable fees, while maintaining equitable actesstary services and supporting the high
professional standards of notaries.

A Notary Bill drafted by the Minister of Justice tradiff opposition from the KNB. First,
the professional organisation feared that the éhiction of free fees would undermine the
independence of the notary. With free rates, thargavould have to ‘please’ clients when
negotiating prices after all. Second, the KNB wasaerned that the liberalisation would lead to
a deterioration of quality. They referred to th@emences in Quebec. In Quebec, liberalisation
resulted in a dramatic drop in notary fees accongglwith a strong increase in the number of

20



claims related to professional liability. Appargnthotaries were tempted to cut on costly
quality checks in order to compensate for loweoimes.

Finally, another matter of concern for the KNB whaat with free rates the prices for family
services would increase due to the end of crossidishtion of family services with earnings
from real estate services. This would make fanelyiees less accessible for low-income
households.

Appointment

In the Netherlands, a notary is appointed by tren@runder the supervision of the Ministry of
Justice. To become a junior notary, one has tolae graduate, specialised in notary law.
Under the old Notary Act, the junior notary haddtiow a three-year work placement at a
notary’s office after his studies before he cowdappointed as a notary. The 1999 Dutch
Notary Act added three main requirements:

Duration of the work placement is doubled from ®tgears

Professional training of the KNB for junior notagiss made mandatory

Before opening a new office the junior notary lasubmit a business plan, which has to be
approved by a special committee.

In fact, the prolongation of the professional tiagnis just an adaptation to what happened in
practice. Before the new Act, it was not unusuakfgunior notary to have to wait ten years
before getting a notary position. Similarly, altigputhe professional training from the KNB
was optional, in practice most junior notaries eee it

The main innovation is the business plan. Befgeer notary can be appointed he has to
show that his future practice can be cost-effeatiitain three years. A committee of financial,
economic and notary experts has to approve thedssiplan. Notaries constitute a minority in
the committee in order to safeguard the impanjiaftthe committee. In 2003, 116 business
plans were submitted, of which 111 were approvedy One business plan was disapproved,
the other four were withdrawn. Surveys among junimtaries, however, show that junior
notaries are not very positive about the businéas gnd still perceive it as an obstacle to open
a new office (Commissie Monitoring Notariaat, 2004)

With the introduction of the new Notary Act, thenniber of notaries is no longer capped. In
the first four years after the new Act came intéothe increase in the number of notaries was
capped at 10 percent per year. In 2003, this ésstiction was also abolished.

® In addition, the length of studies has been shortened to 4 years due to the implementation of the BAMA structure at
universities. The KNB justifies the lengthening of the training period by the fact that the BAMA structure favors general
knowledge over specialised knowledge in notary law.
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Establishment policy
The new Notary Act greatly facilitated the estatlieent of new notary practices. In theory,
every junior notary that meets the requirementg&fipointment can open a new notary office.

Under the old Act, the Crown ruled on the maximwmmnber of notaries per district. These
conditions aimed to prevent that there would berplas of notaries in the big cities and a
shortage in the countryside. A junior notary coatdy be appointed if there was a vacancy. A
special committee created by the KNB used to etalwhether a new post was needed on the
basis of criteria such as: the number of inhabitéamthe market, the number of notary deeds
that were drafted and the returns of the notalfieady in place. In that system a vacancy could
occur only if a notary ceased his activities dh#re was a need for a new notary in a specific
office or location.

From 1999 on the notary is free to establish atfm@in any place he wants at the condition
that his business plan has been accepted. Thenwalyich the business plan is evaluated leads
to an establishment policy that is not completedef Ultimately, the committee of experts
judges whether the market, in which the notary wémiestablish, is sufficiently large or not.
This is to prevent notaries to go bankrupt. In peac this means that the notary cannot freely
establish an office at the location of choice.

Under the old Act, the notary could only offer Bervices in his own district and was
obliged to live and run his office at the same addr Under the new Act, the notary is allowed
to offer his services outside his district, prowddbat these activities have an incidental
character. He is also no longer obliged to livéhim place of establishment. This means that the
attractiveness of a place as a residence no Igriggs a role in the decision to open an office in
a given locality.

The customer can ask not to be present duringutieatification of the transaction at the
condition that the notary agrees with this requglse notary himself, however, is not allowed
to propose to the customer not to be present. Totazation behind this rule is to prevent that
the notary proposes cheaper services with lessadand thus lower quality) when the
customer does not have to be present.

Prices

Under the Old Act, the KNB prescribed fixed ratesriotary services. All notaries were bound
by these rates and deviation from the rates wasag@ defiance with the rules of conduct and
behaviour. Rates for family-law services were fix€de underlying motivation was to
guarantee equitable access to family services thimg@easonable prices. Rates for real
property services were a fixed degressive percergathe purchase price. As a consequence,
when the prices on the housing market increasedaties for real property services also
increased. Finally, rates for corporate serviceswso fixed by the KNB. The prices for real
property services were generally considered t@bénigh, but the prices for family services
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were intentionally kept low. The high prices fooperty services were meant to compensate for
the low prices for family services under a systdroross-subsidisation.

With the introduction of the new Act, the ratesaveet free. The rates for family services
and corporate services became free immediately thiteenforcement of the new Act. The rates
for real property services were gradually liberdishrough a transitional arrangement. In this
transitional agreement, fees for real propertyises/could vary within legally determined
ranges. These ranges were expanded yearly. Adyo?003, all rates are unregulated. There
are only two exceptions for which the rates remmagulated: 1) in case of family services for
low-income households, 2) when it is necessaryutrantee the continuation of an accessible
notary service. This legal provision gives the Miar the possibility to intervene, for example
if the rates become extremely high.

The ‘ministerieplicht’, i.e. the obligation to offéhe full range of services, still exists under
the New Act, although with free rates it is possitd withhold certain services indirectly. By
charging a very high price for a certain servie®tary can discourage his clients, so he can
abstain from offering this service.

Role of the professional organisation
Under the old Act the KNB was a private associatisnose role was to defend the interest of
the notary profession. Membership was not mandaWith the introduction of the new Notary
Act the position of the KNB changed. The KNB weaansformed into a public body with
statutory powers. A public body has to serve thaipunterest, so the main issue of the KNB
could no longer be the interest of the notary @siftn. The KNB’s new task is to promote a
good practice of the notary’s duties and to prontiséenotary’s professional skills.

Membership of the KNB has been made mandatoryufupj notaries and notaries. The
KNB still offers professional training, and supeses the quality of the training. Since the rates
are free and the establishment policy is also dilimzd, the KNB is not involved in these areas

anymore.

Quality controls
Quality of notary services is guaranteed by thégasional standards set for appointment: the
required university education, the requirementshenwork placement, the professional training
and the oath that every notary has to take befeirgtappointed. The new status of the KNB
also emphasises the role of the professional osgtiah on quality insurance. In recent years,
the KNB took several initiatives, such as compilanguality handbook, issuing a code on clear
rates and price quotes, voluntary auditing betwestaries, and issuing rules on the
administration of a notary’s office.

The 19 Supervisory Chambers (one for each dispictyide oversight and have the
authority for disciplinary intervention. The Chambeversee compliance with the Notary Act

and other regulations based on the Act. Two othgairdsations provide oversight: the

23



2.3

Authority for Financial Supervision (Bureau Finagwli Toezicht, BFT) which oversees
notaries’ compliance with all financial regulatiomsluding the solvency and liquidity of
notaries’ offices, and the KNB, which oversees cliemmge with the professional standard and
the code of conduétBoth the BFT and the KNB can file complaints a Supervisory
Chambers. The Supervisory Chambers have the povatalt an investigation against a (junior)
notary at its own initiative or when a complainéd by another party warrants further action.

Advertising

Rules on advertising are part of KNB's regulatiopglementary to the Notary Act. Until
halfway through the 1980s individual notaries watréetly forbidden to advertise. Only the
KNB did some advertising on the notary professiogeneral. After the prohibition was
abolished, advertising was still not completelyefréhe advertisement had to aim at the local
market, so other notaries would not be affectetle©Opublicity was only allowed if it was
functional and not meant to solicit costumers. €ntlyy, advertising is still regulated:

The publicity has to be in accordance with the ftdiness that belongs to his profession. The
publicity has to be truthful and objective.

The notary may compare his services to the sergtether notaries only at the condition that
the elements that are compared can be verifiecaendot misleading.

The notary is not allowed to approach potentiat@muers directly by telephone or by personal
contact. He can only approach customers by posidl khe is allowed to approach his existing
clients with information or recommendations.

The notary is only allowed to express in publicasithat he has special expertise if this can be
proved on the basis of his acquired knowledge apeéntise.

Publicity on rates has to be complete and cleds.ribt allowed to only mention minimum-
rates. The notary is bound by the rates and camgitiwhich he publishes.

Recent developments in the notary market

The report of the Commissie Monitoring Notariad@@2) presents the main developments in
the Dutch notary market over the 1999-2003 perldety can be summarised as follows:

There has been no significant increase in the gugfplotaries after 1999. The total number of
notaries remained limited and the gradual growtbasfier years in the number of appointed
notaries continued. The number of junior notarieslided after 1999. The decline is due to a

® There are five additional authorities that are indirectly supervising the quality of notary services, namely: the Minister of
Justice, the Crown, the Chairman of the districts (‘ringvoorzitters’), the Inspection of Registration and Succession and the
Ombudsman.
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reduced inflow from students rather than a greatitftow of junior notaries into notary
positions.

There has been no significant increase in the nowheew independent offices. Between 1994
and 2000 the number of independent offices remastedule between 740 and 750 offices.
Afterwards the number of independent offices sligimcreased to 768 in August 2004.

In fact, most of the newly appointed notaries jdidready existing offices. The average
number of notaries per office increased from 1.4.Wbbetween 1993 and 2000.

The rates for family services increased considgradgtween 1999 and 2004 the price for
drawing up a will almost doubled, the price for armage contract with two equal wills
increased with 60 % and the price for a partneragiigement increased with almost 40%. The
liberalisation of the rates after the introductadrthe new Act is probably not the only
explanation for the considerable increase in tkesrfor family services. Indeed, this increase
can also be explained partly by the fact that trexage deed in the family practice has become
more complex and requires more time, due to thaegémin the law of inheritance.

The rates for real estate services decreased gl{arptierately) for large (small) real estate
transactions.

Both in 2002 and 2004, small offices, with four@ss notaries, were on average cheaper than
large offices. In 2004, in two-third of the casagyk offices were 10 percent more expensive
than small offices.

The profitability of the notaries’ offices has deeld, mainly due to aggregate fluctuations in
the market. Average costs increased because aéhglisonnel costs as well as higher
expenses for housing and interest.

The number of complaints registered at the KNBrkasained stable over the years. The
number of complaints filed at the Supervisory Charsldoubled between 1999 and 2003.
Consumers remained satisfied about the qualitgfice of notaries.

Summary and conclusions

Table 2.2 summarises the insights.
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Table 2.2 Summary on recent developments in the Dut  ch notary profession

Old Notary Act New Notary Act Developments in the notary
market
Appointment 3 years work placement 6 years work placement No market growth in the number
of notaries
Optional professional training Mandatory professional training No market increase in the

number of offices

Need to wait for vacancy No need to wait for a vacancy Most new notaries join existing
offices

Maximum number of notaries Approval of business plan
required

Increase limited to 10% new
notaries per year until 2003

Prices Fixed rates for family and real Free rates in 1999 for family and Sharp increase in rates for
property services corporate services family services and small real
estate services

Recommended rates for Free rates after 2003 for real Moderate decline in rates for
corporate services property services after transition real estate services and large
period real estate services
Quiality control KNB as private body KNB as a public body Stable number of complaints

filed at the KNB

Direct supervision by Direct supervision by Increase in the number of
Supervisory Chambers Supervisory Chambers, KNB complaints filed at the

and BFT Supervisory Chambers
Disciplinary jurisdiction in the Disciplinary jurisdiction by Consumers remain satisfied

hands of arbitration boards and  Supervisory Chambers
Supervisory Chambers

In this chapter, we described changes in the regyléramework are transforming the Dutch
notary profession. By looking at the institutioframework and the recent developments on the
notary market, we can already present a few qtiakténsights on the effects of the 1999
Notary Act on competition and quality.

Regarding competition, the Notary Act greatly faatbd entry in the profession, notably by
abolishing the maximum on the number of notarid®r® remain, however, several
institutional obstacles that may hinder entry:HB mandatory approval of the business plan and
2) the interdiction to specialise (the fact thab#fice must offer full services, the
‘ministerieplicht’), is perceived by junior notasi@s a barrier to open a solitary office, as it
requires a broader knowledge on a large rangereices. Trends in the notary market show
that actual entry in the previous years has beenlimited. In addition, the growth in the
supply of notaries has slowed down. Offices hage aicreased in scale, possibly as a result
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from the new Act. Indeed, in a more liberalised katiwvith a greater uncertainty, junior
notaries prefer to join existing offices ratherrtha open a new practice. This trend, however,
might tend to reduce competition.

Besides entry, the liberalisation of prices erdarby the Notary Act has had positive effect
on competition. However, the interdiction to spés&at the office level does not go along with
free prices. Indeed, a notary can withhold cersairvices simply by charging a very high price.

Regarding quality, the Notary Act reinforced thésdrg professional standard. The Notary
Act was mainly characterised by a reorganisatiothefjurisdictions on quality controls. The
creation of the BFT aims to guarantee the solvaifaytaries. The role of the KNB on quality
has been reinforced. There is evidence that sopectsof quality deteriorated.
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3.1

An economic interpretation of notary services

This chapter provides an economic interpretationatéry services. We take a theoretical
standpoint and analyse what type of regulationmisi@nt. The aim of the chapter is threefold.
First, a discussion on why a complete liberalisatibthe market for notary services might fail
guides us to where regulation is most neéd®econd, as regulation might harm competition,
we sketch the trade off where relevant. Third, rselysis of possible market failures sets the
stage for a translation of our empirical finding®ipolicy options.

There are two perspectives on regulation of pradess services, of which the notary is
one. One perspective is theblic interest approach. In that approach regulation is seen as a
way to avoid unwanted consequences of a fully éikeed market. Hence, regulation ‘repairs’
market failures related to market power, informatsymmetry and externalities. When such
regulation can be implemented cost-effectivelieats to welfare improvement. The second
perspective is thprivate interest approach. That is, the professionals or theirgteifor even
public) representatives are able to lobby for ratjoh that is favourable for the professionals
but not for general welfare. Regulation that fits first criterion is what we call ‘prudent
regulation’. Next, we define homogenous groupsrofipcts of the notary and examine what
market failures would occur if there would be nguiation.

Regulation for quality: the notaries product an  d its characteristics

We discern three different products that a notaoyides, that we give short labels for the sake
of the exposition. Firsgdvice: the notary provides advice to clients on legal(&o some

extend fiscal) issues, mainly related to businesa, estate and wills. Secoregal

transactions, the notary ‘sells’ documents and transactionsrgaresent what the clients want
and agree upon, in a legally valid manner. Thesleidie acting as an intermediary in the sale of
real estate, such that the money and the assétecexchanged simultaneousthird parties,

the third product is different from the more regutzarket transactions; the notary also provides
services to third parties, hence those not diréntlglved in the transaction. These include for
example: the protection of the interests of thiadtips and the provision of correct and up-to-
date information to the land registry.

Though formulated somewhat abstract these threstupts capture what is going on inside
the notary offices. For all three products, quaktyhe key element. We discuss for advice,
legal transactions and third parties what wouldvwgong if there would not be some kind of
specific regulation.

” An extensive discussion of potential market failures in professional services and possible market and non-market solutions
is provided in Nahuis et al. (2005). Here, we do not systematically discuss these, as we focus the discussion around the
notaries’ activities.
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Advice

Advice is usually given face to face by a notanyhis or her employees). The service provided
along with the advice (parking space, waiting tinedore an appointment, quality of the coffee
etc.) can be assessed by clients. Clients are,Jesyweot well able to judge the quality of
advice due to the information advantage of themyotehe notary knows how much effort he
puts in the quality of the advice and whether tiieice is appropriate, whereas the client does
not know it. What clients can experience might Iségaal of quality: how much time is taken,
how much questions does the notary pose etc. Butnd large, the advice of notaries is an
example of a credence go8dviost clients will indeed never find out whetheeytgot the best
possible advice. And even if a client is goingttfind out, it usually takes very long.

The consequence of the fact that clients cannargbdhe quality of the advice is that
notaries will have low incentives to provide highadjty advice. In general, quality provision is
thus likely to be suboptimal.

In theory, the reputation mechanism can providaughancentives for notary to provide
good-quality services. Reputation can do its hgalbrk for the quality that consumers can
observe like the quality of the coffee. Howeveg taputation mechanism is weak for the
guality of the advice. Another difficulty in the g of notary services is that they are
characterised by few repeat-buying. Clients onlyaytheir notary a few times in their lifetime.

However, for advice, it is for consumers still pbss (in theory) to shop around, as clients
can consult more notaries before they draw up thidlifor example. An alternative mechanism
could do a similar job: that is to make a notaaplée for faulty advice. However, in many cases
this would be very hard to prove and to assess.

For these reasons it seems justified that sonme éregulation on quality control is
present, like educational requirements or minimwality standards.

Legal transactions

The notary plays an important and unique role édivil law tradition. A document signed by

a notary has a legal status, though there is nteehigvel ‘court’ above the notary. The quality
of these legal documents is important for the vitglletioning of the economy as they determine
ownership of valuable assets and important liaeditConsumers are very weak parties to
control the quality of these transactions, for mieasons as with advice. For legal
transactions, however, consumers are not evert@llet a real second opinidi®ne of the

key elements of quality of a notary is how well thensacting parties’ preferences are laid
down in a legal document. This is very difficultrtwnitor or regulate as it is time consuming to
check the quality of a documemtd. the notary’s research has to be redone) andfitwlif to

find out if the notary requested and indeed obthelenecessary information of the client. This

8 A credence good is a good for which consumers can almost never learn the quality of the product. It differs from search
goods (quality is clearly observable) and experience good (quality can be learnt by experience and repeat purchases).

° The difference is not that black and white however. A draft of a legal document requested by one notary can be compared
with a second notaries’ draft.
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3.2

makes information disclosure (on mistakes) alsficdilt to organise. As the purely economic
incentives to provide quality optimally are notyestrong here, education, professional ethics
peer-group pressure and the like are important.

For some legal transactions notaries are alsotlost trusted’ party. Think of real property:
the notary get the buyers’ funds which he onlydfars to the seller once the seller conveyed
the property. For this service liability is not piil for reasons different from those above. In
this case proving who is to blame might be reldyigtraightforward. This, however, is not very
helpful if a notary goes bankrupt or does a modntlftit. Hence, to protect the parties’ interests
some specific rules might be needed. For exampfeeeaific requirement in bankruptcy law
might be needed (exclude the account which hastslienoney from the notaries assets).

Third parties

That notaries have to protect the interests ofitharties is laid down by law. When two parties
engage in a transaction, the notary, however, bacanomic incentive to really represent third
parties. This is similar to any other external®g. even if a notary does exactly what the
transacting parties want, the quality might belawe from a social point of view if the interests
of non-transacting parties are damaged. Obvioifdliye notary doesot do what the

transacting parties intent there might also be dgnaone to third partie$.

If third parties interests are harmed, it mightlbgued that it is by definition the notary who
is to blame. In that case information provisionn(iveg and shaming) could work. However,
again it is difficult to prove that third partieave been harmed (and that is possibly not
detected). Moreover, such a measure is fundamefitaed, as the (future) transacting parties
do not care about third parties rights. So agalocation, professional ethics, peer-group

pressure and the like are important.
Quiality regulation and the impact of competitio n

The discussion so far learns that for quality psimn regulation, education, professional ethics
and peer-group pressure are important. When eviaduite deregulation policy of the late
1990s it is important to address the following essLFirst, is quality regulation less effective if
competition increases? If this is the case, a todfdmight exist. Competition might enhance
efficiency but might deteriorate quality. Secorfduch a trade off is present, then itis a
guestion to what extent society is willing to trazfequality against efficiency.

® Here, we do not discuss the relation with the land registry, as this is from a theoretical point of view quite easy to organise.
For each notary there is in fact only one party (the land registry). So clear rules on reporting quality could solve any
externalities here.
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3.3

Competition

By competition we refer here to a common sensanitiiefin: the degree to which efforts, of one
firm relative to other firms, to please (potentielients translates into more actual clients and
profits. With efforts to please (potential) cliemts refer to: lower price, providing better
service or higher quality, advertising, reputatiasiiding etc.**

Quality that is assessable for clients (service and a part of advice)

For those dimensions of quality that clients caaleate the theory predicts that more
competition leads to quality levels closer to ogtimuality (so here there is no trade off). Here
it is clear that competition raises the marginalmeto effort.

Quality that is not valuable for clients (third par ties)

For quality that is not valued by consumers, thesurygests that competition would not change
quality because there is no change in the incenf(iee marginal return to effort is not
affected). One reason for a lower quality mighttmt competition reduces the intrinsic

motivation (read: professional ethics) to provigimal quality.

Quality that is valuable but difficult to observe f or clients
Here the question is whether the possible logstofsic motivation is compensated by an
increase in the marginal return to effort by mawenpetition.

Summary

In this chapter, we presented the theoretical aggisnthat justify quality regulation of notary
services. The presence of two main market failuiaformation asymmetry and externalities-
explains that a notary will always have incentit@provide suboptimal quality. Market
mechanisms, like reputation and liability, do natrkvsufficiently well to solve these issues.
Only intrinsic motivation, ethics and peer groupgsure can.

Regarding the effect of competition on quality, &xpected impact of competition on
observable quality is positive, that on other disiens of quality is ambiguous. If there appears
to be a trade-off between competition and quatlitg,question is to know to which extend
society is willing to trade quality against effini@y gains. In the next chapters, we turn to
guantitative results.

™ For a formal definition of competition, see for example Boone (2001).
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4.1

41.1

Measuring competition in the Dutch notary profess ion

In the previous chapters we presented qualitatisights about the competitive nature of the
notary profession. In this chapter, we turn to qiative measures of competition. Our
objective is to compare the level of competitiofobe and after the enforcement of the 1999
Notary Act.

In this chapter, we use two indirect indicatorsneasure competition: 1) a relative profit
indicator and 2) a variation of the Bresnahan ae®indicator. To measure competition we
first need to define what is the relevant marketfatary services. Here we consider two
relevant markets: namely the national market arddbal market at the city level. When we
take the national market as the relevant one, vpdidgitty assume that notary offices compete at
the national level: that means that customers coenih@ services of an office located in the
Randstad with the services of an office locate@viente. Obviously, professional consumers,
like firms, banks and housing corporations are nfikady than individual consumers to
compare notary services at the national level. &foee, we will loosely interpret the national
notary market as being the market for corporateiees and large real estate services. Instead,
when we consider the local market as being thevaekeone, we assume that the consumer
compares the services of notary offices locatealgeographical area of the size of a city
(‘woonplaats’)*? Therefore, we will loosely interpret the local agt market as the relevant
market for the individual consumer or householg, the market for small real estate

transactions and for family services.
The relative profits indicator

Basic model

Our first method to measure competition is basethendea that an increase in firms’
efficiency (as measured by their performance) c&flan increase in competition. The intensity
of competition is described by the relative prélRP) introduced by Boone (2004) as follows:

RP = ¢i,C-,6) (4.1)
Cj,C_j ,H

where n(ci ,Cj ,6?) denotes the variable profit of a firm with marginal cogtgiven the costs
of other competitorsc() compared to profits of firmwith costsc; (given the costs of other
firms). More intense competition raises the competition meaBuin equation (4.1). The
intuition is fairly straightforward. Think of more comiition as customers comparing firms
more intensely. The increased competition reallocates outputidéssnefficient to more

2 Evidence from consumer surveys shows that the location and the permanent relation with a notary are the most important
factors when selecting a notary (Commissie Monitoring Notariaat, 2003).
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efficient firms. Moreover, increased competition selects the aftistent firms in the sense
that the least efficient firms might go bankrupt. In any ceemost efficient firm'’s
profitability increases (relative to the less efficient firm).

41.2 Assumptions and application to the notary mar ket
The relative profit indicator requires data of fairly homogenproducts. This is a reasonable
assumption for the notary market as all notaries sell the fageetypes of services.

The indicator is also relatively data demanding as it requatsah profits and costs at the
firm level. Although the theoretical derivation of the relatjwofit indicator is based on
marginal costs, in the empirical application we are forced yoorehverage variable costs, as
data on marginal costs are not available.

The relative profit indicator can be computed at different maekets. Here we will apply
it both at the national market level and at the local marketd (that is the city -‘woonplaats’-
level).

4.1.3 Data
The data on costs and profits are based on firm-level dateafygrarly survey undertaken by
Statistics Netherlands (CBS) among individual firms (thealled Production Statistics data
set) over the 1996-2002 period. The survey is a represensaimple of notary offices with at
least 20 employees. The accounting data include — amongst ettierdollowing key
variables: gross output, before-tax profits, total tuempemployed persons, intermediate
inputs, wage costs (including social security charges) dmt obsts. For all firms, we
computed average variable costs as the ratio of total variabteax@sttotal revenues. Table
4.1 provides some descriptive statistics of the sample.

Table 4.1 Descriptive Statistics

Mean values (in 1000 euros) 1996 1997 1998 1999 2000 2001 2002
N 197 137 571 271 244 280 241
Total revenues 2647 3259 2099 2939 3040 2730 1363
Profits 460 567 344 500 458 379 360
Average variable costs 0.58 0.59 0.64 0.63 0.69 0.71 0.64

For some of the firms sampled, the data are available for sgrearal and sometimes over the
whole 1996-2002 period. This allows us to construct aglamced) panel of 750 firms.
Nevertheless, data are only available over the whole perioddathan 5% of these firms. For
about 50% of the firms we have data on a period of 3 yedesrin this chapter, we mainly
focus on the results from our cross-section estimateerieless, we will also present the
panel data estimations as a robustness test.
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41.4

Estimation and results

The empirical specification we employ is the following

Iog[g—r:t‘tJ =a+f Iog[(;—r:t‘tJ+u‘t + Eimt (4.2)

where 77, is the gross profit of firmin marketmin yeart, c;,; is the average variable costs,
It is a vector of time dummies a@&g, is the error term. Variables with a bar are yearly
averages of all firms on the relevant market. The parameter afshigf. We expecf to
have a negative sign because relatively efficient firms (withdeerage costs) make higher
profits. By looking at hows evolves over the years, we can infer on the variation of
competition over time. Since we use a logarithmic transformat@aliminate all loss-making
firms, i.e. firms with negative profits. In theory, theegence of these firms may affect the
profitability of other firms and the level of competitionthe industry (especially if these firms
are price-fighters for instance). Excluding those may thas dur estimates. However, given
that loss-making notary offices only represent less 1#8a of our sample, the bias is likely to
be small.

We estimate equation (4.2) both by ordinary least squardgeaross-section dataset and
by fixed effects estimation on the panel dataset. The advantégye fofed effects estimation is
that it allows us to capture all firm-specific characteristieslding scale).

National market
Table 4.2 presents the OLS and fixed effects estimat@ower the 1996-2002 period when
we consider the national market as the relevant market for remarges. By including time
dummies in equation (4.2), we corrected for businese @fttcts. This means that we
corrected for fluctuations that could be caused by a boom gctieomy, such as a rise in
house prices (as this is likely to affect notaries’ profits).

All our estimates foy3 are negative and highly significant. Figure 4.1 shows ¥b&igon
of competition over the period using our OLS and fixedot$festimates. We observe tjfat
increases over the 1996-1999 period and decreases after 1998d\WWe fsame trend with the
fixed effect estimator, suggesting that our results are roBustestimates suggest that
competitiveness in the national market has declined from 192899 and has increased from
1999 to 2002. The increase in competition after 1999 candrpiated as an effect of the 1999
Notary Act. However, the decrease in competition before thatislat puzzling result.
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Table 4.2 Estimates of the relative-profit indicato  r on the national market for notary services

oLS Fixed Effects
N 1941 750
B (1996) — 2.49% — 1.41%
B(1997) — 2.03%** — 1.44%**
3(1998) = 1.37%= - 0.80%**
B (1999) — 0.42%*x —0.43***
3 (2000) — 2.53%xx — 1.49%**
B (2001) - 2.60%** = 1.72%*=
B (2002) - 2.68*** - 2.87***
T1996 0.08 -0.11*
T1997 0.01 — 0.25%**
T1998 0.03 0.21%**
T2000 -0.03 -0.11*
T2001 -0.08 -0.02
T2002 - 0.15%* -0.05
const — 0,44 — 0.44**
R2 0.22
R2 within 0.32
R2 between 0.16
R2 overall 0.18
a_u 0.88
g_e 0.44
rho 0.79

Standard errors are given in brackets. */**/*** indicates significance at the 1/5/10 percent level, respectively.

36



Figure 4.1
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We tested whether there was a significant variation in comgretitith regard to 2002. Test
results are given in Table 4.3. Using our OLS estimateding no significant increase in the
level of competition between 1996 and 2002. Only in 19981899 was the level of
competition significantly lower than in 2002. Using died effects estimates, however, we
find that the level of competition in 2002 is significarttigher than in all other years.
Therefore, the results on the national market are rather mixgtg Our fixed effects estimates,
there is evidence that competition has significantly increased18f@ér.
Table 4.3 Test results
Test oLS Test result Fixed Effects Test result
B[96]=R[02] 0.19 do not reject 1.45 reject
(0.41) (0.27)
B[97]=R[02] 0.64 do not reject 1.42 reject
(0.44) (0.28)
B[98]=R[02] 1.30%** reject 2.06 reject
(0.28) (0.19)
B[99]=R[02] 2.20%* reject 2.43 reject
(0.27) (0.20)
B[00]=R[02] 0.14 do not reject 1.37 reject
(0.37) (0.24)
B[01]=B[02] 0.08 do not reject 1.14 reject
(0.34) (0.22)
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Figure 4.2

beta

Local markets

In a second step, we consider local markets (at the city 12msljhe relevant market for notary
services. We estimate equation (4.2) withrtheubscript representing the city in which the
notary office is located. We compulg,; as the yearly average profits adgk as the yearly
average costs of all firms located in the same city. We orilyat®td the relative profit

indicator at the local level on our cross-section data usirtg. @le do not have enough
observations to build a panel to estimate fixed effects alethes$ of analysis. Table 4.4 presents
our estimates and Figure 4.2 shows the evolutigh o¥er the 1996-2002 period.

The estimated slope of the relative prof it indicator (1996-2002) for the local market, OLS.
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The trend in Figure 4.2 suggests a decrease in competition bet@@é and 1998, followed by
an increase in competition after 1998 and again a slight decre28@1i followed by a slight
increase in 2002. Table 4.5 presents the results of oufdestsignificant variation of
competition compared to 2002. We find here again that the |égehapetition in 1996 does
not significantly differ from the level of competition 2002 on the local markets. Only in 1998

was the level of competition significantly higher thar2002.

2 we also performed estimations at the municipality (gemeente) level. We found similar results as at the city level.
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Table 4.4 Estimates of the relative-profit indicato  r on the local (city) market for notary services, O LS

N 606
B (1996) — 3.41%
(0.85)
B (1997) - 2.38*
(1.04)
B (1998) — 1. D5k
(0.23)
B (1999) _ 0 ok
(0,62)
B (2000) — 3.9g%+
(0.65)
B (2001) _ 2 3geek
(0.47)
B (2002) _ 3. a4%%
(0.67)
T1996 0.00
(0.15)
T1997 -0.00
(0.16)
T1998 -0.09
(0.10)
T2000 -0.13
(0.13)
T2001 -0.14
(0.12)
T2002 -0.19
(0.14)
const - 0.22**
(0.09)
R2 0.21

Standard errors are given in brackets. */**/*** indicates significance at the 1/5/10 percent level, respectively.
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Table 4.5
Test

B[96]=p[02]
Bl97]1=p[02]
Bl98]=p[02]
B[99]=p[02]
BL00]=p[02]
Blo1]=p[02]

Tests, B significant different from 2002, OLS estimates

Coefficient Standard error Test result
0.04 1.1 do not reject

1.06 1.2) do not reject
2.19%** (0.71) reject
1.23 (0.91) do not reject
-0.53 (0.93) do not reject
1.05 (0.82) do not reject

Just like in the national market, we find that competiticst flecreased before 1999 and
increased afterwards, although in local markets the increase &@&isliSot significant.
Compared to the national market, we can draw two additiorighiissfrom our study of the
local markets. First, the level of competition on the localketais higher than on the national
market (the, are higher on the national market). This confirms that rofithe competition is
nowadays still taking place on the local markets. Secondh¢hease in competition that
follows after 1999 is more important on the national raatkan on the local markets. After
1999, there is less variation in the local markets thareimaétional one.

How can we interpret our results on the relative-profitdatbrs? On both the national and
the local markéf we observe that competition has increased after 1999, this inc@ade
interpreted as the result of the implementation of the Nifiiry Act. Nevertheless, the level
of competition in 2002 does not significantly differ frahe level of competition in 1996. It
seems that the increase in competition after 1999 just cancetladieareasing trend in
competition before that date. This is very clear on the locdtetmrwhereas our results on the
national market are more mixed depending on the estimati@eguoe we use. On the national
market, there is some evidence that competition in 2003ngfisantly higher than in 1996.
Further, we find that the 1999 Notary Act has had moraanpn the national market than on
the local one. This can be interpreted as saying that the 1&88yMct mainly benefited
professional consumers over individual ones. In other weidsndividual consumer market,
that is the market for family services or small real estatsaions, has benefited less from
the deregulation than the market for corporate services orrisabestate transactions.

In the next section, we measure competition using a second ordicainely the Bresnahan
and Reiss indicator. This indicator applies to local markeisand serves thus also as a check

for the results above.

 On the local market, the increase in competition after 1999 is not significant.
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The Bresnahan and Reiss indicator
Basic model

Our second method to measure competition is a variation ofi#ras and Reiss (1991), so our
description here is brief. A detailed mathematical descriptidheoiethod is given in
Appendix B. The Bresnahan and Reiss (BR) indicator lookswatentry of a new firm in a
(geographically defined) market affects the profit margins wftieg firms. When entry leads
to a decrease of profit margins, competition has increased imarket.

The attractiveness of the indicator rests in the fact that# dot require data on price-cost
margins to assess changes in competition. Instead, BresnahBeias use market size as a
proxy for the price-cost margins. The intuition of the BRicator is that when profits per
transaction fall (due to an increase in competition) firms adadger market size, i.e. they
need to sell their products to a larger number of consunsemgintain their levels of profits.
The critical market size for a firm to enter a market and bitgiste is called an entry
threshold. In fact, a variation in competition due to enfrg new firm is reflected by the ratios
of the per firm post-entry thresholds over pre-entrgo When this ratio is larger than one
competition has increased in the market. When the ratio is tqaaé the level of competition
has remained unchang&d.

An example

We can illustrate the intuition of the BR indicator with an example. Suppose that we observe that it takes a market size

of 10,000 potential customers to support a monopoly notary office. The monopoly entry threshold is then s;=10,000.

Suppose now that we observe that it takes 30,000 potential customers to support two notary offices. This means that in

a duopoly market, each firm needs s,=15,000 consumers to breakeven and be profitable. The ratio s,/s; is equal to 1.5

which is larger than one, so we can conclude that, compared to the monopoly situation, entry of a second firm resulted

in a fall in profits margins and thus an increase in competition. However, if we observe that it takes only 20,000 potential

customers to support a duopoly (s,=s;=10,000), this implies that profit margins have not been affected by the entry of a

second notary office in the market. As the level of competition has been left unchanged, we can suspect collusive

behaviour between the two firms.

The methodology of Bresnahan and Reiss (1991) has been apgliffdrent industries. Pfann
and van Kranenburg (2003) compare, like we do, time perieidseband after a policy reform,
but then in the local newspaper market. Our basic specifidatiows Genesove (2004), who
also analyses the newspaper market. Other papers employingttiexniogy of Bresnahan

and Reiss include work on physicians (Brasure et al., 1888pitals (Abraham et al., 2003 and

® When there are a very large number of firms in the market, a ratio of one can also indicate that there is perfect
competition. Indeed, theoretically in that case firms all earn zero profits and the profits margin does not decrease anymore
after entry.
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Dranove et al., 1992), banks (Cetorelli, 2002), motels (Ma2@®) and driving-schools
(Asplund and Sandin, 1999).

Assumptions and application to the notary mar ket

An important condition for the interpretation of theigator is that the market for notary
services is local. According to our loose interpretation cdllonarkets for notaries, this implies
that this method is more appropriate to measure competititwe imarket for individual
consumers than for professional consumers. In other wibrelsnethodology applies best to
small real estate services and family services.

Another implicit assumption is that entry actually occueelfy or at least easily in the
market. Nahuis et al. (forthcoming) show, however, th@BR method remains informative in
a market with regulated entry at the condition that the maiketgrows with the number of
firms.

Next, an implicit assumption of the model is that optigféitient scale is the same for all
offices. In other words, we consider homogenous firrhgs i potentially a strong assumption
in the case of notary offices as we observe a large variety ebsafabffices in our sample.
Finally, just as the relative profit indicator, this metla@dumes that the product is
homogenous. This is a reasonable assumption in the notakgtraarall notaries are obliged by
law to sell all types of services.

Comparing the relative profit measure to the BR ind icator.

Though we will use both indicators in the empirical application (where possible) the BR indicator has several

advantages above the RP indicator, for our purpose.

First, the BR is far less data-demanding than the RP measure. The RP measure requires data on marginal costs and

profits. To get reliable data for these variables is notoriously difficult. For pharmacies, for example, even approximations

of these data are not available. The only firm data the BR measure needs are locations of professionals.

Second, some professional services consist mainly of very small firms. A large part of the cost is owner’s effort. This

does not end up in the measured costs that the RP indicator exploits. The BR indicator captures everything that puts

margins (including quality effort) under pressure.
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Data

Market definition

We use local towns (‘woonplaats’) to define our local markietere are about 2430 of these
towns in the Netherlands. We try to minimise for thesfimbty of consumers to travel outside
their market by considering markets which are isolated froer dginge cities. We construct

isolated markets by excludirt§:

Towns with more than 50,000 inhabitants as these largestavenin fact composed of several
local markets which we cannot disentangle from each other,

Towns located within a radius of 20km from a large towf@¥,000 or more inhabitants,
Towns located within a radius of 7km from another tow@@0D00 or more inhabitants.

Dependent variables

Our dependent variable is the number of notary offices actiaariarket (NOT) as registered

in the KNB yearbooks for the years 1995 and 2003 (JanugtyThe KNB dataset records 755
and 853 notary offices in 1995 and 2003, respectively. Aékscting for isolated towns, we are
left with 126 and 138 notaries’ offices in 510 local markets995 and 2003, respectivefy.

Independent variables

Many factors can affect the demand for notaries in a local maiksty Fthe market size is an
important demand shifter. The market size is composed ofawables: the population of the
municipality (POP) and the nearby population (NPOP). &tterlis constructed by summing all
the population living within 3km of the local market butieh is still outside that local

market® Secondly, the demographic composition of the market also sxffecdemand for
notaries. We include the percentage of people under 20 yeaM@IUNG) and the percentage
of people above 65 years old (OLD). Finally, we also incthéeaverage income per capita
(INC) and the average housing price (HOU8H)ousing prices can be a demand or a cost
shifter. In the former case, it reflects revenues from realkestatsactions; in the latter case it

reflects the fixed costs to open a notary office.

Table 4.6 describes the data for our isolated markets.

%% In our robustness tests, we also consider less strictly isolated markets, as this selection tends to exclude almost the whole
Randstad area in the Netherlands. For instance, we allow proximity to large towns and we also allow for interrelated markets
by including a distance variable (DIST1) that represents the distance to the nearest market in which at least one notary
office exists, just like Asplund and Satin (1998) for the Swedish driving school market. See Appendix.

7 All our distances are bird-flight distances.

8 We selected the same identical markets in both years.

9 Obviously, there are some municipalities with a zero nearby population. This occurs when the municipality itself has a
radius larger than 3km, or for those municipalities close to borders with Germany and Belgium.

2 what we use is the valuation of houses for fiscal purposes.
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Table 4.6

Descriptive Statistics

Variable N Mean Std. Dev Min Max
NOT 1995 510 0.24 0.57 0 4
2003 510 0.27 0.58 0 4
POP 1995 510 3797 6194 120 44600
(inhabitants) 2003 510 4020 6721 110 49900
POP3KM 1995 510 1709 3178 0 23070
(inhabitants) 2003 510 1665 3129 0 25500
YOUNG 1995 510 0.32 0.04 0.22 0.53
(%) 2003 510 0.31 0.04 0.16 0.51
OoLD 1995 510 0.13 0.03 0.03 0.3
(%) 2003 510 0.13 0.04 0.02 0.26
INC 1995 510 8 0.8 5.3 11.2
(x 1000 euros) 2003 510 10 11 6.3 22.7
HOUSE 1995 510 80 21 35 153
(x 1000 euros) 2003 510 139 36 70 275
Table 4.7 gives the number of markets in which 0,1,2rmt&ries are present. We included all
markets with more than three notaries in the last categoryet#ywwe do not have many
observations in the category 3+, so we will not report they émtesholds for this category.
Table 4.7 Market counts and description
1995 Freq. % Av.pop 2003 Freq. % Av.pop
411 80.6 1905 400 78.0 1829
80 15.7 9178 90 17.6 8947
13 2.5 16036 14 2.7 21779
3+ 6 1.2 35198 6 1.2 34778
In 2003, 78% of our local markets had no notaries at it is more than in 1995 where the
proportion of markets without notaries is of 80.6%. Méskwithout notaries are rather small
with an average population of 1905 and 1829 inhabitart8®% and 2003, respectively. By
contrast, markets with 3 or more notaries have an averageafiopidbove 30000 inhabitants.
424 Estimation and results

We estimate the demand for notaries offices in a local market lsydered probit with a
specification as in Genesove (2003):

Pr(ﬂki ZO)ZPr(Ni :k):a+[5’|n(3)+1&(i +5|( + & (43)
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wherePr (7%= 0) is the probability that the profits & 0,1,...N notaries offices in a local market
i is positive,Pr(N = K) is the probability that there are exadtlgffices in the market, S is the
market size of the local market which is a function of theufaijon of in the market (POP) and
the nearby population (POP3KMy,is a vector of demand shifters (OLD, YOUNG, INC,
HOUSE), that affects the demand for notaries in a local maykate the cutpoints of our
ordered probit estimations, anads the error term. By setting the breakeven profits to aatb
solving forS, we obtain the entry threshold to support k firms enrarket™

We estimate entry thresholds for both years available, bf685) and after (2003) the
deregulation reform. In a way, this is similar to a ‘défece-in-difference’ approach. Table 4.8
presents our baseline estimates. Additional robustnedtsraseipresented in Appendix. We
find that population positively affects the demand foaries. Income per capital has a positive
significant impact on the number of notary offices in a maifkeglly, house prices have a
negative significant coefficient, reflecting thus the fixed s¢stopen a notary office.
Table 4.8 also gives the entry thresholds estimates obtaittethe specification given above.
The duopoly/monopoly ratios are of 2.55 and 2.61 in 18852003. In 1995 (2003), each firm
in a duopoly needed to attract 155% (161%) more customerintktae monopoly situation. As
the ratios lie above one, we find that entry affects condubeimotary market. However, the
difference between the two ratios in 1995 and in 2003 ifl.shieerefore, we performed
additional tests to check whether this difference was significan

% see Appendix for more details. We define Sy as the market size required to supports k firms in the market, while s,
represents the market size required per firm to support k firms in the market.
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Table 4.8 Baseline Estimates

1995 2003
N 510 510
LNPOP 1.14%** 1.43%*
LNPOP3KM 0.01 0.005
INC 0.87*** 0.38***
OLD 3.4 5.5
YOUNG 53 3.4
HOUSE —0.015%** - 0.006**
Log-likelihood -178 - 160
sl 6178 5695
s2 15734 14850
s2/s1 2.55 2.61

Standard errors are given in brackets. */**/*** indicates significance at the 1/5/10 percent level, respectively.

Table 4.9 provides the results of several tests on ourassior both years we test whether
the monopoly thresholds equal the duopoly threshdias is whethes,=s,. We can reject the
null hypothesis that these thresholds are identical. Iniaddthe test results show that there is
no significant difference between the 1995 and 2003 threshbierefore, the level of
competition in 2003 is not significantly different frohetlevel of competition in 1995. This
confirms the result that we found using the relative-gdfiticator for local markets.

Table 4.9 Test results

1995

Tests s1=s2 reject at ***
2003

Tests s1=s2 reject at ***
Test s1[95]=s1[03] do not reject
Test s2[95]=s2[03] do not reject
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4.3

Summary

In this chapter, we presented quantitative estimates of thedesempetition in the Dutch
notary profession. We used two different indicators.

The first indicator is a relative-profits indicator that makises of firm-level data on profits
and costs. We estimate this indicator over the 1996-200@dpasing two different definitions
of the relevant market for notary services, namely the redtaomd the local market. We find
that competition increased after 1999, but to a level comparab®9t This is very clear on
the local markets, whereas the patterns on the national marked@enmed. In the national
market, there is some evidence that competition increased tel digher than in 1996.

We also find that the level of competition is higher anltical markets than on the national
one, which is not surprising since the notary servicdgetilain primarily local. More
importantly, we find that there has been less variationnmpetition after 1999 on the local
market than in the national market. This implies thatrtdézidual consumer did not draw yet
all full benefits from the 1999 Notary Act.

Our second indicator is a variation of the Bresnahan and Beisy thresholds indicator.
This method assumes implicitly that the relevant marketdtary services is the local market.
We use data on geographical location of notary offices in 2885n 2003. Using this
indicator, we find that entry affects conduct in the notaryketaNevertheless, we also find the
same result as using our relative-profit indicator ondlallmarket, namely that there is no
significant difference between the level of competition in 188 in 2003.

In the next chapter, we assess empirically the impact of cdiopain the quality of notary

services.
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5.1

Quality and competition

In this chapter, we look at the effect of competition on ¢idiVe use two different measures
of quality: 1) subjective quality, i.e. quality that is metfy observable for consumers; for this
we have data from consumer surveys, and 2) objective quaitguality that is not observable
for consumers; for this we use the number of correctionstary acts registered by the Land
registry in 1995 and in 2003. In both cases, we lookeaintipact of competition (represented
by a dummy, O=monopoly market, 1=cligopoly market) oaliy. Here we consider thus
competition at the local market. In that way, we compare thbtyof notary offices located in
monopoly versus oligopoly markets.

Obviously, there are many other facets of the quality of pnatnvices that we cannot
capture in this empirical analysis. Data on the number of camnsategistered at the Land
Registry only reflect a limited aspect of the true qualitg abtary. In particular, we cannot
distinguish between notary acts that had to be corrected bedaufmm had a typing mistake
or because they were not in line with the code of the LandsRRggNevertheless, we believe
that these data still give an indication of the quality cositittht a notary applies to his work.

Methodology

The question we address in this section is whether compeiiticeases or decreases quality.
To address this question we estimate the following equations:

Qm=a+Pn+té&m (5.1)

whereQ; , is the quality indicator of the notaryn marketm. Our indicator for competition is a
dummy variable that is one if marketis a monopoly market and zero otherwise. Next we
introduce additional control variabl&s that control for the size of the market:

Qm=a+Pn+X'B+&m (5.2)

We have two indicators for the quality of the services proviedotaries. First, we have
survey data on the quality perception of consumers forengimmple of Dutch notaries offices
for the year 2002. Second, we have data on the quality ofbéirthat is not visible to
consumers: these are the percentage of corrections that notagde haake upon request of
the Land Registry. For quality/service that is observableolngumers, one expects that
competition leads to better quality. For non-observable guélitot very obvious what
competition implies. Also, the expected impact of the pricerdilisation is not straightforward.
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However, the data allow us to assess the claim made by thesmofd#sat competition causes
quality deterioration.

Several empirical papers examine the relationship between qualitigion and market
structure. For instance, Mazzeo (2003) studies the impactmgfetdion on flight delays. He
finds that delays tend to be longer on the routes fachwdirlines hold a monopoly, implying
that the lack of competition decreases service quality. Mazzeo adastaveral indices for
competition: 1) the number of competitors on direct roldesa, HHI index on indirect routes
and 3) the share of total traffic accounted for by each airlivacdt airport. He runs an OLS
estimation with the flight delays (in minutes) as dependariable and controls for other
variables that might affect delays like weather, congestianpfgircraft, etc. He finds a
positive significant effect of competition on quality &t types of competition indices. Other
empirical papers are Hoxby (AER,2000) for school qualitg, 2Branove and White (JEMS,
1994) for hospitals.

Results for subjective (observable) quality

This section compares the quality of services of notargesdfas it is perceived by consumers
between offices in a monopoly market and offices in an pbgomarket. Does competition
increase or decrease the quality of service perceived by consuntfesguslity higher in
oligopoly than in monopoly markets?

Data

From 1999 to 2002 the EIM conducted yearly a telephoniceglamong consumers of a
sample of notaries’ offices. In 2002, 1880 consumers aiffides participated (response rate:
95%). The questionnaire asked consumers to rate 5 differexdtagh notary services: 1)
access, 2) expertise, 3) customer-orientation, 4) qualitytafyhacts, and 5) clarity of the bill.
In total, there were 22 detailed quality indices. Each aspectstesif 2 to 6 questions with
standard scales. Responses alternatives were typically: baerategdufficient, good and very
good. We rescaled those alternatives on a scale from 1 to Sé$smamding to bad, 5 to very
good) and excluded the ‘do not know’ answers. In addiionsumers were asked to grade the
overall quality of the office on a scale from 1 to 10 (10 féire highest). We rescaled this
general index on a 1 to 5 scale.

Next to questions over quality, the questionnaire alsodieslguestions about how the
client selected the notary, whether he checked the price of seffexed o advance, etc.
Finally, the dataset contains additional data on the sizeedutveyed notary office (graded
from 1 to 4), the zip code area, the region and the prouine&ich the office is located. Table
5.1 gives the average of each quality index for each year.
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Table 5.1 Average scores per quality index

1999 2000 2001 2002
Index Overall score 4,03 4.04 4.06 4.02
ACCESS Q1 reachable by phone 4.20 4.13 4.18 4.16
Q2 appointment term 4.18 4.21 4.21 4.15
Q3 opening times 4.07 4.06 4.04 4.09
Q4 location 4.10 4.07 4.13 4.15
Q5 parking 3.64 3.60 3.61 3.66
Q6 building maintenance 4.22 4.21 4.32 4.25
EXPERTISE Q7 knowledge 4.24 4.24 4.27 4.21
Q8 able to listen 4.21 4.21 4.21 4.16
Q9 able to explain 4.24 4.24 4.29 4.20
Q10 trust 4.27 4.28 4.27 4.23
CUSTOMER- Q11 friendliness 4.34 4.33 4.34 4.33
ORIENTATION Q12 time available 4.28 4.29 4.28 4.25
Q13 interest 4.23 4.22 4.24 4.17
compliance with
Q14 arrangements 4.22 4.23 4.22 4.20
Q15 concept sent on time 411 412 4.08 4.10
Q16 time to proceed transaction 4.14 4.13 4.12 4.10
NOTARIAL Q17 information on alternatives 4.00 3.99 4.01 3.98
ACTS Q18 easy to read 3.72 3.71 3.78 3.74
Q19 information on act 4.19 4.17 4.21 4.14
Q20 able to answer questions 4.20 4.21 4.24 4.19
BILL Q21 clarity of the bill 4.08 4.07 4.08 4.04
Q22  payment methods available 4.09 4.10 4.10 4.11
N=1058 N=699 N=881 N=764

The quality indices are on average above 4, except for parkingidacind the readability of
the notary act. In general, ‘friendliness’ scores the highes

There are several data limits to our analysis of the effect ofetifiop on quality. Firstly,
we do not have data on individual characteristics of the relgpes Therefore, we cannot
identify how these characteristics affect their responses. Segerahly have limited
information on the notary offices (size and location). Othetdfrs like the age of the office, the
volume of acts or the distribution of the staff betweetames, junior notaries and support
could also affect the quality of acts. In addition, we canistinguish between several notary
offices located in the same zip code area. The lack of individaghcteristics and the fact that
most of our control variables are at the market level wileheonsequences for the goodness-
of-fit of the estimations.

Finally, we can only construct the competition dummy (O=rpohg 1=oligopoly) for the
year 2003 using addresses in the KNB yearSo@¥ter matching the 2002 EIM dataset with

2 e standardise the variables so that they have mean 0 and standard deviation 1.
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the 2003 KNB dataset, we are left with a file of 635 questivaa: about 66% (423) of these
guestionnaires evaluate the quality of notary offices in a etitiyge market, whereas 33%
(212) measure the quality of monopolist notaries’ offices.

Estimation and results

We proceed to data reduction by using Principal Componealysis. The EIM dataset
contains 22 variables that measure different facets of theygohifibtary services. These
variables are correlated to one another and we use this inforratieduce the 22 variables to
fewer variables which capture as much as possible of the wariatthe original dataset. The
new set of variables is then created as linear combinatidwe afriginal dataset. The linear
combination that explains the maximum amount of variasaralled the first principal
component. Then a second principal component can be fourggpéindent of the first) that
explains as much as possible the remaining variability.

The first step consists in computing the principal comptngee table in Appendix). We
focus on the components that are important. Together thd ficponents capture 50% of the
variability. The elements of the eigenvectors represent the galgttare placed on each
guality index in calculating each principal component. We ingre first 4 components as

follows:

In the first component, all 22 quality items enter innailsir fashion: the weights are all
positive. This suggests that it reflects the average quaitepved. Indeed, the first component
puts the highest weights on questions 8 (able to listdn)4 (all customer orientation items)
and 19-20 (information, answer questions). This compardlects thus the average quality of
the service received: how the consumer actually experienced theeservi

The second component puts clear emphasis on aspects of lottetibighest weights are on
questions 4 (location) and 5 (parking).

The third one reflects the time-dimension of the transadtiqmrts positive weight on all
guestions that are directly (or indirectly, like location) editio time: 2-4 (accessibility: term of
appointment, opening times, location) and 15-16 (concepbseite, time to proceed
transaction). Consumers here value how quick the whole traosagth their notary was.

The fourth component reflects the price-dimension. Thedsgweights are clearly found on

questions 21-22 (clarity of the bill, payments methods).

We call the 4 components SERVICE, LOCATION, TIME and ERIrespectively.
Using the weight table, the first component SERVICE cacabaulated as 0.20*Q1 + 0.17*Q2
+0.20*Q3 + ... and so ofi.

2 We standardise the variables so that they have mean 0 and standard deviation 1.
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We regress the 4 main principal components on the competitimmy, a dummy for whether
the office is located in a large city and the logarithm of thgufation. The estimation results
for each principal component and for the general index are givEsble 5.2.

Competition has a negative impact on the service (‘friendlihaad time dimensions
(‘rapidity’) of the quality of notary acts. The coefficiesftcompetition on the quality of
services is, however, not significant, just like the corffitof competition on INDEX. The
coefficient of competition on TIME is negatively significahtstead, competition has a positive
effect on the quality of the location and of the bill receiging in a large city means that the
office is well located. The BILL measure may capture the pricertiior of the act although
the questions were more explicitly on the ‘clarity of the€ hitld ‘available payments method'.
We can only conclude that the quality of the bill as percdiyecbnsumers is higher in
oligopoly markets than in monopoly markets.

Table 5.2 Auxiliary regressions (Principal Componen  ts and INDEX as Dependent Variables, OLS)
SERVICE LOCATION TIME BILL INDEX
COMPETITION -0.19 0.13 —-0.22* 0.09 -0.06
(0.31) (0.12) (0.12) (0.12) (0.04)
LARGE CITY -0.004 1.08*** 0.32 -0.23 = 0.17*
(0.53) (0.22) (0.21) (0.24) (0.07)
LNPOP -0.07 — 0.15%** -0.05 -0.02 0.013
(0.13) (0.05) (0.05) (0.05) (0.01)
N 630 630 630 630 630
R2 0.003 0.032 0.012 0.006 0.013

Standard errors are given in brackets. */**/*** indicates significance at the 1/5/10 percent level, respectively.

The analysis of the subjective quality allows us to idewdtifglevant facets of quality of notary
services that are relevant for consumers, namely: service, lqdatiefrapidity, and clarity of
the bill. We find that competition has a negative effect ovice This effect, however, has
little economic and statistical significantdn addition, competition seems to lengthen the time
needed to process a transaction as it is perceived by consunmapetifion positively affects
the quality dimension on location and clarity of the bilti@ugh not significant). Overall,
however, the economic significance of these coefficients is veryHor instance, the mean of
the INDEX variable is our sample is 4.02. When offices acated in competitive markets, this
grade decreases to 3.96. The impact is thus very low anaonibt being considered.

In addition, there are several difficulties with these estimati&irst, we are confronted with
data limits. Second, our results might be biased towardspabynmarkets. Indeed, consumers
might overestimate the quality of their notary in monopoérkets as they tend to have a

2 A coefficient of -.19 corresponds to 1/5 of the standard deviation (recall that service is normalised with 0 mean and
standard deviation of 1). Its economic significance is thus negligible.

53



permanent relationship with him. In the next section,ue to a more objective definition of
quality.

5.3 Results for objective (non-observable) quality
53.1 Data
The Dutch Land Register (Kadaster) provided us with the nuoflrrections and the total
number of notary acts registered for each notary for botts &85 and 2003. We construct a
dummy for competition just as in Section 5.1. We selectedaime sample of 734 notaries in
both years. In 1995 and in 2003, there were 294 (40%) @@3B%) notaries located in a
monopoly markets, respectively. Table 5.3 gives the des@&iptatistics of our dataset.
Table 5.3 Descriptive Statistics, objective quality
1995 N=734
Mean Std. Dev Min Max
Total number of acts 292 166 1 1210
Number of corrections 3 2.9 1 19
2003 N=734
Mean Std. Dev Min Max
Total number of acts 261 170 1 1254
Number of corrections 2.8 2.3 1 14
5.3.2 Estimations and results

We estimate again equation (5.2) using as a dependent varialagatithm of the number of
corrections. We include as explanatory variables the usual ceatiables as in Section 4.2
and we add the logarithm of the number of notary acts in todmmtrol for the number of
possible mistakes. We assume a nonlinear relationship betaeeanorber of corrections and
the number of notary acts. This reflects the fact that thevioliaine of acts has more impact on
low numbers of corrections than on large ones.

We compare the quality of notaries’ services between monopdlglagopoly markets at
two moments in time: before and after the 1999 Notary @at.estimates are given in Table
5.4. Note that the logarithm of corrections is an indicatiblow quality services. Therefore, a
positive (negative) coefficient of competition must be intetgnt as a negative (positive) effect
on quality.

In 1995 competition had a negative significant effect on timlrer of corrections, implying
that competition has a positive impact on the quality ¢dinycservices. In contrast, in 2003, we
find that competition has a positive significant effectlmnumber of corrections according to
specification (1). According to specification (2), in 2008 #ffect of competition is still

54



Table 5.4

OLS, dependent variable = Log(corrections

1995 2003 1995 2003

1) 1) 2 2

N 734 734 734 734

Competition = 0.14%* 0.09** -0.16** 0.04

(0.04) (0.05) (0.07) (0.07)

Log(acts) 0.31%* 0.28*** 0,35%** 0.25%*

(0.02) (0.01) (0.03) (0.02)

Log(POP) 0.16 0.15 -0.01 - 0.0005

(0.02) (0.02)

INC -0.07* -0.06*

(0.04) (0.04)

OoLD -0.29 1.5

(1.0) (0.98)

YOUNG -0.13 0.16

(0.69) (0.66)

HOUSE -0.002* -0.002*

(0.00) (0.00)

R2 0.17 0.15 0.19 0.16
Test @) 2)
Comp[95]=comp[03] reject at *** reject at **

Standard errors are given in brackets. */**/*** indicates significance at the 1/5/10 percent level, respectively.

positive but non-significant. This means that in 2008napoly notaries outperform notaries
operating in oligopoly markets. In 1995 (2003), the nemdf corrections is 14% lower (9%
higher) in oligopoly markets than in monopoly markets.l@ & also includes the results of
our tests on whether there is a significant difference in fleetedf competition in 1995 and in
2003. We find that the effect of competition on quality @3 significantly differs from the
effect of competition on quality in 2003.

Table 5.5 provides additional estimation results. The spedaificatms to answer the
guestion whether the implementation of the new Act has prdess harmed quality in market
where there is competition compared to those where there ismpetibon. The result shows
that the 1999 Act (or at least the things that changed betl@#nand 2003) lead to worse
quality in markets with competition.
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Table 5.5 OLS, First difference estimation
OLS, dependent variable = Log(corrections03)-Log(corrections95)
1)
N=734
Competition03 - Competition95 -0.18**
(0.10)
Competition 0.17%**
(0.06)
Log(acts 03) - Log(acts 95) 0.26%**
(0.03)
_const —0.09**
(0.04)
R2 0.10
5.4 Summary

In this chapter, we provided a quantitative assessmeng efffirct of competition on quality.
Regarding subjective quality, that is quality as it iseobsd by consumers, we find that
consumers value several facets of the services of their notamglyservice, rapidity, location
and clarity of the bill. We find that competition does navé the expected positive effect on
quality as it perceived by consumers. If anything, competdiecreases quality especially on
the ‘service/friendliness’ and ‘time to proceed transactiimedisions. Nevertheless, these
results have low economic significance and we cannot correttefdacdt that consumers tend
to overestimate the quality of monopoly notaries, as theynare likely to have a permanent
relationship with him than with a notary located in a comipetitnarket.

Regarding objective quality, measured here by the number of ¢con®brought up in notary
acts registered at the Land Registry, we find that competi®ds to a deterioration of quality
in 2003, while this was not the case in 1995. Insted®@b, competition had a positive effect
on quality. Overall, our results suggest that there are reasdre concerned about the impact
of competition on the quality of notary services.
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Key findings and policy implications

The purpose of this study has been to present an evaluétios 1999 Notary Act. We aimed
to assess the impact of the Notary Act on 1) the level of ettigm in the notary sector, 2) the
quality of services. In this chapter we summarise our kelfgs on these issues and present
directions for policy. While reading this chapter, onetbdseep in mind that the dust of the
1999 reform might not have settled down or that the mhigit not have been blown up
completely. As our last data available date back to 2003, wecatsot infer the effects of the

new Act in more recent years.
Has the 1999 Notary Act led to an increase in the level of competition in the notary sector?

Our qualitative analysis in chapter 2 showed that the dexttgulprocess enforced by the 1999
Notary Act opened the scope for a rise of competition in¢btos

Many barriers to entry in the profession have been aboligtstablishment has become easier
as the number of notaries is not limited anymore.
Prices have been liberalised (fully in the second half of 2003).

Nevertheless, we also identify some potential threats thahimegr competition. The check on
the business plan remains an obstacle to the creation of affigav The interdiction of
specialisation makes it more difficult to open a solitariceffThe increase in the size of notary
offices, which is a potential result of the new Notary Agight also partially mitigate the
effects of the deregulation on competition. Of course, a l@a@e might also generate lower
costs due to scale economies.

Our empirical analysis in chapter 4 measures the level ofeiitiop in the notary market in
two distinct relevant markets: namely, the national markbiofwis more likely the potential
market for corporate services and thus for companies) anddalenharket (which is more
likely the market for real estate and family services, andftruke individual consumer). We
find that competition tends to increase after 1999 butewed comparable to 1996 (a
benchmark year for which we have data and that is sufficientigcabf the implementation of
the new act). Overall, we find that the level of competitioRdA2 does not significantly differ
from the level of competition in 1996. This is very cleartfee local market, whereas the
pattern in the national market is more mixed. In the natioasken, there is some evidence that
competition increased to a level higher than that in 1996. Thesks suggest that individual
consumers may have benefited less from the impact of 8@ N8tary Act than professional

consumers.
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What is the effect of competition on the quality of notary services?

In chapter 3 we provided theoretical justifications for quakgulation in the notary
profession. We emphasised that the quality of the notaduptds composed of elements
which are both observable and non-observable to the consuineenon-observable part of
quality calls for regulation since 1) due to informationmasyetry, notaries tend to provide
suboptimal levels of quality to consumers; market mechanigke reputation, liabilities or
even advertising can work to a certain extent but do ndt aufficiently well to solve this
issue 2) there are external effects; external effects in the therigkird parties might be
affected by transactions that a notary executes (think afualty of the Land Register, for
example). The presence of information asymmetry and extereat®Hupports the plea for
quality regulations. This also tends to justify rulest tuarantee the continuity of services, such
as specific rules on bankruptcy. Continuity of services dogshowever, imply that
bankruptcy should be avoided at all costs, as this is @il a liberalised competitive
market.

In chapter 3 we also discuss the theoretical arguments efféioes of competition on
quality. We find that, in theory, we expect competition wéase the quality that is observable
to consumers. There are, however, no clear cut predictions irgggérd impact of competition
on quality that is non-observable.

In chapter 5, we assessed empirically the effects of competitignality. Despite the fact
that the quality of notary services has several dimensions, wenbanapture the facets of
quality for which we have proxies that are measurable. $nsthidy, we use two available
measures of quality: 1) the quality as it is perceived by coessiin surveys and 2) the number
of corrections registered in the acts passed at the Land Re@istrgctions records are
informative about legal quality if mistakes are to somergxterrelated with hasty or improper
legal work. To the extent that this correlation exists,pyakies provide a good indication of
legal quality, although we cannot capture all dimensions af kagality,. We find that
competition does not have the expected positive effect on qobfigrvices as perceived by
consumers. For objective quality - measured by the numlzariactions in notary acts passed
at the Land Registry - we find that in 2003 competitionddada deterioration of quality, while
this was not the case in 1995. On the basis of our pripdegiality, we conclude that there is

some support for the concerns raised about a deterioratiamlitf/qesulting from competition.
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Access to notary services

The 1999 Notary Act also aimed to preserve equitable access to notary services. There are two dimensions of access:
physical and economic access. Are there reasons to be concerned about equitable access to notary services? In a
world in which mobility has greatly increased in the last decades, it is obviously far less relevant today to be concerned
about providing equitable physical access to notaries than in the past. Therefore, regulation on the geographical
distribution of notaries is nowadays very hard to justify. The ‘ministerieplicht’ is an instrument that aims to guarantee this
equitable access. It might, however, even have been ineffective as, by charging high prices, notaries can implicitly stop
offering certain services. Thus, economic access is not enhanced. In fact, the motivation behind equitable access is
mainly a political choice. From an economic perspective, equitable economic access is best achieved by sufficient
competition that, in turn, guarantees low prices. If this is not sufficient, subsidies targeted at low-income groups might be

an option.

Options for policy

From the above results we can draw some possible optiopslfoy. Our analysis suggests
that there is room for more competition in the market. Hamewne also find evidence that
competition might deteriorate quality. Therefore, in this se¢tive aim to present policies for
which there is no (or only a limited) trade-off between cetitipn and quality. This means that
we seek policy options that stimulate competition and at feasttain the incentives to provide
high-quality services. In addition, we suggest opti@nshhancing quality competition.

It is also possible to devise policies that emphasise onendion at the cost of the other
one. For instance, quality (competition) enhancing pesichight be implemented even though
they harm competition (quality). The decision to give meeght to one of the aspects -
competition or quality - is, by and large, a political choloehis section, we discuss, unless
explicitly mentioned otherwise, those policies that are likelgo good on competition without
substantially harming quality.

Another selection criterion for the policy suggestiorthé they should be robust to the fact
that we are unable to examine the most recent trends in the nTdriseiimplies that, even if
competition should have increased somewhat in the most ngzamstit would still be useful to
consider these policy options.

...on competition

Our finding is that the level of competition has beenhanrise since 1999. However, at our
latest points of measurement (2002, 2003) the level opettion is not higher than in 1995,
1996. This is particularly true for the local/consumer marketenhance competition in ways
that bear the least risk for quality two types of optiaresavailable. First, as is obvious from
the bare facts and from our more structured estimation, thsradt been much entry. Hence,
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we present options to stimulate entry. Second, as enttygeassluggish, competition might be
stimulated by broadening the market and search scope of cossumer

Entry can be stimulated by:

Evaluating the role of the check on the business plan. Théhta a committee evaluates the
establishment of a new notary practice may hinder entryeimérket. Although, so far, only
few business plans have been rejected, the business plastilindster entry by discouraging
candidates to apply. The primary motivation for this add#ficheck on the business plan is to
prevent bankruptcy among notary offices. As banks tendain@e a business plan only on a
risk adjusted average return, this could lead to bankruptoiéistri, too many bankruptcies in
the notary sector could damage the trust that the publiopeinotary. There is, however,
additional financial oversight at the moment that a notéyeois up and running.

Candidates do express that the business plan check isydetetring institution. There is
thus a trade-off between a possible damage of trust andrgrbarrier. A policy option is to
abolish the business plan requirement and to intensifynial supervision by the Bureau
Financiéel Toezicht (BFT) in the first year(s) of a new offi&e alternative is to examine the
working of the commission that evaluates the plans, in dodguarantee that the procedure is
not acting as barrier to entry.

Evaluating the ban on specialisation. The ‘ministerieplicld’the fact that each notary office
has to offer full services, also tends to limit entry (anebXperienced as such by candidates).
facto theministerieplicht is not effective in banning specialisation, as notaries aredneéce
their services. Notaries can thus enter the market and tharvest high price for the service
they do not want to provide. Hence, from an economic pergpetttis is not a serious barrier
to entry. However, surveys among junior notaries shmatc¢andidates perceive the
ministerieplicht as a barrier. Candidates still feel that it is easier in practiopen a new office
that is specialised in a few services because it requires a lesskmmvledge. The motivation
for the full services rule is that specialisation leads tonfiexged knowledge and, hence, to
suboptimal advice in the cases where there are complementariegbétw services, that is
when knowledge across different fields is necesSdtyis questionable, however, whether ten
years of education are not sufficient to acquire this broad lkage. On the other hand,
specialisation generally leads to better quality if there arelmstantial complementarities. And
specialisation tends to favour entry. Given the possiblegifgpeffects, a policy option in this
area might run into the trade-off sketched above. Hencejay jpgition is to abolish the
ministerieplicht but at the same time to maintain educational requirementsrgmdvie quality

supervision.

% such complementaries can exist for instance between family law and real property services in cases of divorces.
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We do not consider more drastic policies to stimulate enttiyd profession such as abolishing
the professional monopoly. First, these might damageuhktyjof the service. Second,
shaking up the industry more considerably would increase taimtgrand might thereby make
notaries more hesitant to enter. This holds to a lessartdgtehe following suggestions as
these affect incumbents directly:

The search scope of consumers might be broadened, such that esnslsm consider using
notaries beyond their local market. This can be achieved by:

Making the consumers aware that it is possible, if the naigmges, to sign a contract without
actually being present in person at the office. At the samectim&eumers should be made
aware of the possible costs in terms of quality thatinmidies. When the consumer is not
present, he might not receive the same information as if bilvaatually visit the notarylhe
KNB could provide more information on these matters. Altaywotaries to offer ‘digital’
services for some of the most standard transactions wouldgusat@mers more willing to use
the services of a cheaper notary outside their city or localehark

Allowing notaries to provide their services outside théstritt on a permanent basis. For now,
current regulation only allows the notary to provide hisises outside his district if this has an
‘incidental’ character. Obviously, allowing notaries to wotkside their district on a

permanent term would also extent the relevant market for nersu

... on quality

Given the current concern for quality, there seems to beasmn to challenge the professional
monopoly of notaries or the professional quality standemd®ntly in place (education and
training requirements).oosening the professional standard or abandoning thegsiofal
monopoly of the notary is a type of policy that could atate competition at the cost of a
deterioration of quality. Instead, professional standargeapto be justified by the presence of
market failures, namely information asymmetry and externattsff Market mechanisms such
as reputation and liability do not work sufficiently wilithe notary market to solve these
market failures. The strict training requirements guaranteeh@aitrofessional has an expertise
in the field. This can be seen as a control on the qualityeoroducer.

From our theoretical discussion we learned that the econocginties to provide optimal
quality are not very strong. Thus, alongside the formalireopents, professional ethics, peer-
group pressure and the like are important for quality. Opeitant question, left unanswered
in this report, is whether the introduction of competit®harmful to the professional ethics in
the profession.

Policies aiming to make quality public are difficult to implent in the notary market. Indeed, it
is difficult to evaluate what legal quality entails. Givbat it is difficult to assess all relevant
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dimensions of quality of the notary product, measuresarhing and shaming’ do not seem
appropriate to enhance the quality of notary services.

The KNB (or some other institution) could play a roledising consumer awareness of what
quality of a notary entails. For instance, the KNB coulnijote a check list to the consumer on
how to evaluate the quality of the notary services.

Further enhancement of quality control seems welcome. The exacof this quality control

is beyond the scope of our research, but nowadays quatitsoteeems rather fragmented.
Hence, an independent authority that controls the produgtisess could help to serve as
quality safeguards. Product control (of the ‘legal qualisymore difficult to organise.

The risk of bankruptcy can affect the quality of servicegr&tfore, an option could be to
control the financial situation of notaries and to implatmeles that guarantee the solvency and
continuity of notary services when the notary gets bankifiups process could be implemented
in a more efficient way if the authority for financial sugsion (Bureau Financiéel Toezicht)
would be given more authority, for instance on filing céaigs.
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Appendix A: Data Sources

The relative profit indicator

Statistics Netherlands provided us with the yearly Produ@tatistics over the 1996-2002
period. We selected individual firms falling under the SBde¢Standaards Bedrijfs Indeling
1993) 7411.3 (=notary offices). We have firm-level datamfits and total revenues (in 1000
euros) over the whole period. Due to a change in the nomectdtoosts over the years, we
had to reconstruct the variable costs as follows:

1996-1997: variable costs = personal costs + general costs
1998-2001: variable costs = firm costs

2002: variable costs = total firm charges - deductions @ufassets - housing costs

For the local market estimations we linked the ProductiosStatdataset to the 2001 General
Firm Register (Algemene Bedrijfsregister) from Statisdesherlands using the identification
number of each firm. The General Firm Register dataset cotairmsldress of individual

firms. In this way, we could estimate the relative profii¢ator at the local/city level.

The Bresnahan and Reiss indicator

Professional services

We obtained the addresses of notary services from the KNB Egkk&B05 and 2003
yearbooks. For our robustness tests, we also used the JénarRegister (Algemene
Bedrijfsregister) dataset from the Center for Research on Btiormmic Data (CEREM) of
Statistics Netherlands. The SBI (Standaards Bedrijfs Indadiaig)set of the CEREM contained
information about the date of creation and, if applicable, #te of closing down of the
business entity, the shi-code, the 6-digit zip code andahsehnumber. The business offices
addresses were recorded on January 1st 2001, 2002, 20030nd 2

Demographic and income data

Data on the population, number of women, number of yoeoglp (0-19 years old), number of
adults (20-64) and number of elderly (65+) and numberrefdoers were available for the
years 1998 to 2004 on Statline from Statistics Netheslant obtained these variables at the
neighbourhood level (Wijken en Buurten Statistics). Waalchave data on house prices for
the year 1995. We use instead 1997 house price data. The 206Bmehood data present a

number of missing values that may biased our estimates.
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We use instead 2001 neighbourhood data with the 2003 addoesaed from the KNB®
Income data were not available after the year 2001.

Nearby population

We had access to a geographic map of all zip code areas in the Nethestgather with
information on the surface, name place and municipality nanmwveatGIS dataset.

Using the GIS software Maplinfo, we built up a distance m#tat reported all the distances
from one zip code areas to every other possible zip code ¢fatre to centre). Using this
distance matrix, we selected for every zip code all the zip codes baeagte located in a
radius of 3km. By summing the population of these zipespdie were able to construct the
nearby population around every zip code areas. The nearby popigatie population located
within 3km of the zip code are, excluding the populatiothefcentral zip code self.

% Although demographic data at the zip code levels are also available, we prefer to use data at the neighborhood level
because neighborhood data contain also income per capita and average house price information. These data are often
missing at the zip code areas level. Moreover, we tested for the use of neighborhood data versus zip code data and found
that entry thresholds estimates were very similar
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Appendix B: the Bresnahan and Reiss indicator
The model

The intuition of the Bresnahan and Reiss indicator is tFet en profits due to an increase in
competition implies that firms will require a larger markeesn order to remain profitable. In
other words, Bresnahan and Reiss use this critical madeelesiel as a proxy for profitability.
When profits per transaction fall, firms need to sell theaducts to a larger number of
consumers. The critical number of consumers required for eenfexh to be profitable is
called an entry threshold.

More formally, we define profitd1) for a single firm as:

S(2)

N=V(kP.e=>>-F(K (7.1)

whereV denotes the variable profit margin per consumechviiepends possibly on the price
(P) and on effort€). Variable profit margins also vary with the numbéfirms operating in

the market (k), that is: the more firms in the nedrithe lower the variable profit margin. The
total number of consumers in the margés$ a function of a vectarof demand shifters. Fixed
costs are also assumed to vary Withe. sunk costs or entry barriers tend to in@esith the
number of firms in the market. Firms are assumdaketesymmetric within the same market and
the profits of an individual firm in a monopoly, @aoly or triopoly marketk D{12,3} are

defined as

S(2) _

I'Ik :VkT Fk (72)

What we want to know is how much competition afgbie variable profit margin. The
innovation of Bresnahan and Reiss is to assumdt pnakimisation by optimising on the
location choicé! The Nash equilibrium occurs fd kn =00 n, wheren indicates a local
market, the ratio of the critical market size ofrkes withk andk+1 firms provides an
indication for competition:

Sk k+1_Vin
Sk ko Vi

(7.3)

" |In the exposition we use a zero-profit condition for simplicity. Profit maximisation is sufficient for the method to be
informative.
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The left-hand side of equation (3.4) (referredddhee entry threshold) is observable and
indicative of how competition affects variable praf® A ratio equal to one, indicates perfect
competition or joint monopoly behaviour as varigptefitability does not change with entry of
an additional firm. If the ratio is larger than ¢eatry causes variable profits to decrease and
thus firms compete. As the number of firms incredsether and the entry thresholds ratio
gradually declines to unity we are getting closethie competitive equilibrium.

To obtain the entry thresholds, we estimate anreddprobit model, using maximum
likelihood, to find the critical population sizeh& model treats firms profitability as a latent
variable, and uses information on the number afeité as a proxy, under the assumption of
free entry and under the assumption that the nésargrbreaks even at zero profits. The
probability of observing markets with no firms etpua

Pr(N = 0) = Pr(N, <0) (7.4)

whererll; is the monopolists’ profit. The probability of @singk firms in equilibrium equals:

Pr(N =k) = Pr(T =0&nd 1,4 <0) (7.5)

This means that profits are positive when therekdirens but negative when there would be
k+1 firms. We adopt a functional form of profits ddgy Genesove (2002). This choice is
motivated by the fact that it is simpler to estientitan the original functional form of
Bresnahan and Reiss. We take

MNe=alnS+ X'+ +& (7.6)

whereSis the market size arXlare the other explanatory variables. The cut pd} of the
estimation capture the effect of the number of $iimthe market on profits. According to the
free entry condition there will be at le&dirms in the market if

Pr(N 2k) = (M * 2 ) = ®(J —aln S-X'B) (7.7)

whered(.) is the normal cumulative function adgis the value of th&" cut point estimated in
the ordered probit. We are interested in the magizetthat is necessary to support a specific
number of firms. Since an additional firm enters tharket as soon as it is able to break even,
the threshold value coincides with profits equallirero. Hence, we solve for the minimum

% we assume identical fixed costs for a monopolist, a duopolist and a triopolist. Bresnahan and Reiss (1991) allow for
differences therein for many professions. The results are not substantially affected by this.
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population necessary to support kieirm in a local market, assuming that the marlat h
mean values of the other control variabs Analytically, we get

Sk =exp(dx - X' B)/ a) (7.8)

We find the entry threshold per firm by computsgS/k. The entry-threshold ratio is then
Ser1/See

Robustness checks

We tested further for different specifications loé ordered-probit estimations. Table 9.1
presents these results. Specification (1) consitiersame sample of markets as in section 5.1
and adds the DIST1 variable, which accounts fontlaber of kilometres to the next market
with a least one notary. In this way, we allow fiearkets that are interrelated with one another.
Specification (2) includes the number of firms bithed in every market and the ratio of
owned houses on rented houses. Specification {8héxur sample of markets and includes
also local markets which are located within 20kna @ity of 100000+ inhabitants. Finally,
specifications (4) and (5) are based on the Gefémal Register dataset from Statistics
Netherlands for the year 2001.
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Robustness tests, (1) = KNB datasets including DIST 1, (2) KNB dataset including number of firms and %
owned/rented houses in local markets, (3) KNB datas  ets including markets which are within 20km of a ci ty of
100000+, (4) CBS dataset, (5) CBS dataset including DIST1

KNB KNB KNB KNB KNB CBS CBS
1995 2003 2003 1995 2003 2001 2001
1) @ 2 3 3 4 O]
N 510 510 507 777 e 510 510
LNPOP 1.14%* 1,45%** 1.41%* 1.16%** 1.49%** 1.31%** 1.30%**
(0.09) 0.12) 0.12) (0.07) (0.09) (0.11) (0.11)
LNPOP3KM 0.02 0.02 0.003 0.009 -0.004 0.03 0.03
(0.02) (0.02) (0.02) (0.01) (0.01) (0.02) (0.02)
INC 0.83*** 0.37*** 0.38*** 0.47%* 0.29%+* 0.32%** 0.32%**
(0.16) (0.09) (0.09) (0.12) (0.08) (0.09) (0.09)
OoLD 0.6 2.8 5.3 3.6 4.5 0.56 -1.16
(3.4) (3.5) (3.4) (2.9) (2.8) (3.5) (3.7)
YOUNG 3.2 1.6 3.3 4.0 4.4 -3.38 -49
(3.6) (3.8) (3.7) (2.6) (2.9) (3.9) (3.9)
HOUSE - 0.016*** -0.006 -0.005 -0.009***  -0.008*** - 0.006** - 0.006**
(0.005) (0.003) (0.002) (0.002) (0.002) (0.002) (0.002)
DIST1 0.073*** 0.083*** 0.04*
(0.02) (0.03) (0.02)
FIRMS 0.05
(0.10)
OWNED/RENTED
HOUSES -0.04
(0.08)
Log-likelihood -173 - 155 - 160 - 289 - 252 - 160 -158
S1 5896 5411 6183 5755 5766 6569 6389
S2 15548 14883 16607 15835 15656 13361 13192
S2/s1 2.63 2.75 2.68 2.75 2.71 2.03 2.06

In the previous estimations, we estimated entrgsholds for all notaries’ offices assuming
constant efficient scale. ‘The KNB yearbooks algotain information on the number of
notaries in each office. Here, we therefore estntiatesholds for offices with exactly the same
scale that is with the same number of notarieofime. We compare the entry threshold of a
monopoly office employing 1 notary with the enthyesholds of duopoly offices employing
each one notary. Table 9.2 provides the estimatiesigts.
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Estimating production structure and competition sim ultaneously

1995
N=489
S 7493
S 43656
Entry threshold per notary
s1.1 (threshold to support a 1-notary monopoly office) 7493
S2.1 =S,4/2 (threshold to support two 1-notary duopoly offices) 21828
Entry threshold ratio
Sz4/S11 2.91

2003

N=489

5540
31324

5540
15662

2.83
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Appendix C: Principal Component Analysis

Principal Components

Component Eigenvalue
1 7.471
2 1.317
3 1.249
4 1.039
5 0.982
6 0.911
7 0.894
8 0.809
9 0.771
10 0.673
11 0.648
12 0.617
13 0.579
14 0.544
15 0.526
16 0.496
17 0.474
18 0.455
19 0.439
20 0.397
21 0.357
22 0.351

Difference

6.153
0.068
0.211
0.057
0.071
0.018
0.084
0.038
0.098
0.025
0.032
0.038
0.035
0.018
0.030
0.022
0.019
0.016
0.043
0.040
0.006

Proportion of Variation
Explained

0.340
0.060
0.057
0.047
0.045
0.041
0.041
0.037
0.035
0.031
0.030
0.028
0.026
0.025
0.024
0.023
0.022
0.021
0.020
0.018
0.016
0.016

Cumulative Variation
Explained

0.340
0.400
0.456
0.504
0.548
0.590
0.630
0.667
0.702
0.733
0.762
0.790
0.816
0.841
0.865
0.888
0.909
0.930
0.950
0.968
0.984
1.000
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Eigenvectors

Variable

Q1
Q2
Q3
Q4
Q5
Q6
Q7
Qs
Q9
Q10
Q11
Q12
Q13
Q14
Q15
Q16
Q17
Q18
Q19
Q20
Q21
Q22

Eigenvector 1

0.197
0.174
0.200
0.156
0.114
0.160
0.239
0.244
0.237
0.217
0.235
0.242
0.257
0.243
0.216
0.220
0.220
0.156
0.234
0.249
0.211
0.200

Eigenvector 2

-0.090
-0.078
0.119
0.445
0.522
0.121
-0.137
- 0.060
0.070
0.062
-0.282
-0.191
-0.088
-0.271
-0.235
-0.215
0.076
0.254
0.167
0.085
0.082
0.210

Eigenvector 3

0.218
0.448
0.237
0.328
0.220
0.153
-0.040
-0.169
-0.129
0.050
-0.060
-0.105
-0.240
0.121
0.251
0.257
-0.224
-0.258
-0.252
-0.233
-0.024
-0.131

Eigenvector 4

-0.079
0.023
-0.134
-0.217
-0.146
-0.037
-0.170
-0.250
-0.114
-0.029
-0.234
-0.250
-0.089
-0.021
0.306
0.284
-0.030
0.024
0.015
0.187
0.460
0.502
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