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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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o} JpEE A ko] FEETE
A7t FREESFES PolNe
I} A(excess rent)E T2 A FESTh
AL oujste Ao Z o= AHYAE
| A Z]lodsk= A4 4K marginal
product)¥+E HAE=THE S on)dt
02 w2 (a)} ()= e 7
Aol 71e] WFaEAS S5 1
aAol7] SlsiM= ARt
gk 2 Asafjof ks Ale ofv|gith
R FAAYR G} FIAHAF 7]
FeBAR QA& FF=2 stodm AA
S Z(ex ante) AGAANA ANE A &3}
/\]7@ AAuLo 7
2R &3 IS VIHElE o F
ok oA el AR H]UHZM*Oﬂ 7131
Sk Aleke] A3 contractual deficiencies)S-

B rlo O,
rl Y >E

r{r
il

o

£% weEE 39 4

A} o)

Siske A 2 AAFAS FAANS Adele T
A BRI A} AN JNske DAL fung

FHA He 2 AR HtfA o] wE HRF

Aelinformational ren)7h AS) thEolTh AAFAZ Bl A Adel R A =el

Makowski and Ostroy(1995)E =32}



224 | sEmgmE / 2005 |

2 Q3] AGANA FREEFE ol ¢ HHO A5 vlwsrA 53719
o2 AYE A&} = A5 B o A= 79s B8] flsiA
Ao AFAY Futol] glok f) = ET™(2) & W3k 2HE
A7RAY] WREEY TS A%t ook sk bl vl B9 HdA
xR NEFE A Go] T4y A5 f(2- Z)ZEJT*(S)—E— wESL S
o] £ ZHE & Zloltk AdEFare] 7}

of b= AL dF AdqAFAME
A= oy a2y By 2Ad= Aol &l EI™(2) > EII™ (3) o] B2,
g2 9ulE 7}Aal Atk Hart(1983)9+ L,>2-1,.7F AEsta 1 23 =479

Aghion et al.(1999)2 7l 3te]AdA| ko] o] AL AALA Sl w=EHE STl 1)
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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).
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