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“But in capitalist reality as distinguished from its textbook picture, it is
not. .. (price) competition which counts but the competition from the new
commodity, the new source of supply, the new type of organization...
competition which commands a decisive cost or quality advantage and which
strikes not at the margins of the profits. .. of the existing firms but at their
very lives. This kind of competition is as much more effective than the other

as a bombardment is in comparison with forcing a door.”V
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Economics about Losers*

In Ho Lee**

Abstract

This paper analyzes the effect of compensation for losers on competition in
terms of providing incentives to market participants. We consider a model in
which the relative difference between the rewards received in case of success
and failure in competition determines the size of investment in technological
innovation. The difference in rewards between winners and losers in
competition plays an interesting dual role. While the difference in rewards
between winners and losers provides incentives to work hard, if the difference
is too large, it prevents them from participating in the competition in the first
place. To encourage participation in competition, we suggest increasing the
overall level of compensation while maintaining the relative loss suffered by
losers.
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