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ABSTRACT

This paper analyzes a mechanism through which product market competition
affects allocation of the managerial efforts. There are two types of firms, incumbents
and entrants. Each incumbent firm delegates its control to a manager and cannot
observe the manager's total effort. The managers of incumbent firms allocate their
effort to two different activities: cost reduction (productive effort) and rent protection
(unproductive effort). An increase in competition, measured by the number of
incumbent firms, has two effects: an "output effect" which decreases the managerial
incentive for productive effort, and an ‘"effort substitution effect" that makes
managers exert more productive effort and less unproductive effort. This paper
identifies the conditions under which product market competition lowers the cost of
providing incentives for productive effort and hence, to the conclusion that increased
competition leads to increased efficiency.
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CH 1> EMYS HH|IE =%
(T$1: %)
er ton miles 0.05 0.1 0.2 0.3 0.4 0.5
0~0.05
A= ~0.1 ~0.2 ~0.3 ~04 ~0.5 ~0.6
1977 22.6 9.4 18.9 9.4 15.1 5.7 3.8
1983 472 28.3 9.4 5.7 1.9 5.7 -

Z}&: Viscusi, Vernon, and Harrington(1992).

o} gE AR FEJA=H Ying st o] o]Fofza QJtk Noerr-
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