COMPETITION

Encouraging excellence in the marketplace

LAwrence W. REep

ym Now Stresses Cooperation, Not Competi-
tion” blared a headline in the July 5, 2000, edi-
tion of the New York Times. The story was about
an elementary school where “confrontational” games,
team sports, and elimination rounds were changed or
scrapped so that differences between students’ athletic
abilities would be minimized. For instance, they would
be no more “strike-outs” when the students played base-
ball. Every team would get an equal 10 minutes at bat,
then 10 minutes in the field. If a student was not good
at swinging a bat, he or she could hit the ball off a tee
instead. Traditional dodge ball, deemed too rough and
tumble, was banned
altogether. Everybody
would get to “win” @
Perhaps this emphasis
on inclusiveness, self-
esteem, and “kumbaya” is fine for a grade school gym
class, but it would make for a rather boring Olympics.
And were it imposed as the guiding rule in the world

of production and trade, it would condemn millions to
poverty and early death.

In economics, competition is not the antithesis of coop-
eration; rather, it is one of its highest and most beneficial
forms. That may seem counterintuitive at first. Doesn’t
competition necessitate rivalrous or even “dog-eat-dog’
behavior? Don’'t some competitors lose out to those
who are better, faster, or cheaper? A definition is in or-
der. Competition in the marketplace means nothing less
than striving for excellence in the service of others for
self-benefit. In other words, sellers cooperate with con-
sumers by catering to their needs and preferences.

>

What about those restaurants that do not seem to be
striving for excellence at all, where surly waiters bring
poor food to your table at a high price? Everyone has
been to one or two of those. But a competitive market
does not mean that everybody is equally competitive.
The most competitive firms are those that work the
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hardest and the smartest to provide the quality and ser-
vice that consumers desire most at the best price. They
do so not because they like or even know you, but be-
cause, in a free market, thats how businesses survive,
grow, and do well.

If restaurants performed the way that the students now
do in that elementary gym class, their dining patrons
would undoubtedly employ many choice words to de-
scribe the results. “Cooperation” would likely not be
one of them. In the real world, being competitive means
appealing to customers, and usually more than once;
the “self-esteem” part
comes later, if and
when you succeed.

Many people think
that competition is di-
rectly related to the number of sellers in a market. Ac-
cording to this popular notion, the more sellers there are,
or the smaller the share of the market any one of them
has, then the more competitive the market. This view,
however, is simplistic and often dead wrong. Competi-
tion can be just as fierce between two or three rivals as it
can be between 10 or 20.

Moreover, market share is a slippery notion. Almost
any market can be defined narrowly enough to make
someone look like a monopolist instead of a competitor.
I have a 100% share of the market for articles by Law-
rence W. Reed, for example. I have a far smaller share of
the market for articles, generally.

In the early 1970s, the US Federal Trade Commission
(FTC) filed a suit against cereal makers Kellogg, Gen-
eral Mills, and General Foods. The FTC claimed that
the three companies were inherently anti-competitive
because, together, they sold about 80% of all ready-to-
eat cereal. Ten years and a lot of wasted taxpayer money
later, the suit was dismissed. It was rather obvious to ev-
eryone except the regulators that those three companies



In the real world, being competitive means appealing to
customers, and usually more than once.

not only compete against each other, but also against
anything that anyone eats for breakfast—from bacon
and eggs to a Coke and a cigarette.

Markets are inherently competitive when
the incentive for profit is allowed to work,
though sometimes it takes time and in-
vestment for new competitors to make a
difference. To ensure that competition
happens, governments do not have to
decree it; all governments have to do
is prevent and punish force, violence,
deception, and breach of contract.
Enterprising individuals will com-
pete because it is in their financial
interest to do so.

In the nineteenth century, Co-
lin Pullinger typified the spirit
of British competitive entre-
preneurship. He designed a
“perpetual mousetrap” that
could humanely catch two
dozen mice per trap in a
single night, and then sold
two million of the devices.
Perhaps Ralph Waldo
Emerson had Pullinger

in mind when he fa-
mously wrote, “If a
man write a better book,
preach a better sermon, or make

a better mousetrap than his neighbor, tho’
he build his house in the woods, the world will make a
beaten path to his door”

Competition does many things. It spurs creativity and
innovation. It prods producers to cut costs. It encourag-
es improvements in quality. You wouldn’t think of stop-
ping a horse race in the middle and complaining that
one of the horses was ahead. The same should be true of

free markets, wherein competition is a dynamic, cease-
less process by which the leader today can easily become
the follower tomorrow.

Consider one of the most competitive markets in the
world: consumer electronics. Thanks to competition,
you can buy a hand-held calculator today
with a hundred times the comput-
ing capability of its coun-
terpart of 20 years ago,
and at a fraction of the
'/ § cost. Sellers may not start
©  businesses because they

want to “cooperate” with

consumers, but that is the
way things go; the businesses
that fail to compete are left by
the wayside.

An economy where competition
is hobbled, taxed, or otherwise
legislated against would be hope-
lessly stagnant. Mousetraps might
never change, even if they didn't
work. So which would you prefer: an
economy in which sellers compete or
one in which they can’t and don’t? The
answer is a no-brainer.
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