Written Material: Key Legal Insights from Professor Tejas Narechania
REGULATING AI AS A NATURAL MONOPOLY

Introduction

In this conversation, Professor Tejas Narechania of Berkeley Law explores how artificial
intelligence (AI) development is creating market forces that could drive the industry toward
a natural monopoly or natural oligopoly structure. As Al systems become more powerful
and expensive to develop, fewer companies are able to compete, raising profound legal
concerns related to competition, accountability, and systemic risk.

This document outlines the legal concepts discussed in the interview, emphasizing the
structural challenges posed by Al market concentration and potential legal responses
drawn from Professor Narechania’s insights.

Key Legal Concepts Discussed
1. Natural Monopoly and Oligopoly in Law

e Definition: A natural monopoly occurs when a single firm can supply a market’s
demand more efficiently than multiple firms due to high fixed costs and economies
of scale. A natural oligopoly is a similar structure but with a small number of
dominant firms instead of one.

e Al Context: Professor Narechania explains how the massive infrastructure and data
demands of developing large Al models (e.g., computational resources, specialized
hardware like GPUs, and vast datasets) create conditions where only a few firms can
dominate.

2. Antitrust Principles

e Definition: Antitrust laws, such as the Sherman Act, are designed to prevent
monopolies and promote fair competition by prohibiting market manipulation and
exclusionary practices.

e Application to Al Professor Narechania highlights how Al market concentration
raises antitrust concerns, particularly regarding barriers to entry for smaller firms
and the use of exclusionary contracts or self-preferencing by dominant platforms.

3. Network Effects and Barriers to Entry



Network Effects: The tendency for Al systems to improve as they gather more data,
giving larger firms a self-reinforcing advantage over smaller competitors.

Barriers to Entry: High initial costs of developing foundational models and the
reliance on proprietary datasets prevent new entrants from competing effectively.
Legal Implication: Professor Narechania notes how network effects and high entry
costs could justify stronger merger reviews and regulatory oversight under existing
antitrust laws.

4. Accountability and Bias Risks in AI Systems

Bias and Fairness: If a limited number of firms control the primary Al models, the
risk of systemic bias increases, as fewer checks exist on how models are trained.
Transparency: Professor Narechania raises concerns about the duty of care and
whether concentrated Al markets reduce accountability for errors, biases, and
discrimination.

Legal Consideration: The law may need to require bias audits and disclosure
obligations for Al developers in dominant market positions.

5. National Security and Systemic Risk

Key Concern: Market concentration can create vulnerabilities where disruptions in
supply chains or a failure in a dominant Al system could pose widespread risks.
Legal Parallels: Professor Narechania compares this risk to public utility
regulation, where critical infrastructure is subject to additional oversight due to
national security implications.

Historical Parallels: Telecommunications Law

Professor Narechania draws on historical lessons from telecommunications law, where
similar patterns of market concentration emerged due to the high costs of infrastructure.
Legal responses, such as the Telecommunications Act of 1996, introduced interoperability
requirements and structural separation rules to promote competition while maintaining

service efficiency.

Proposed Legal Solutions from the Interview

1. Antitrust Enforcement Strategies:



e Expand the application of the Sherman Act to address exclusionary practices in Al
markets.
e Increase scrutiny on mergers and acquisitions in the Al space.

2. Interoperability Requirements:

e Require dominant Al firms to allow competitors access to foundational tools and
datasets.

e Prevent self-preferencing where a firm uses its market position to prioritize its own
products.

3. Public Infrastructure Models:

e Develop publicly funded Al infrastructure, reducing dependence on a handful of
private firms.

e Promote collaborative datasets and publicly available models to ensure broader
market participation.

Conclusion

Professor Tejas Narechania provides analysis of how Al markets could evolve into natural
monopolies without appropriate legal intervention. His insights emphasize the need for
proactive antitrust enforcement, stronger interoperability standards, and consideration of
public infrastructure models to ensure fairness, innovation, and accountability.
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