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vfuen consumers of different regions of the United States representing 
various points of view congregate to consider the operation and results of 
competition, there are those who defend it staunchly and those who criticize 
it sharply. An in between are those who think the issue is not all black or 
white, but a muddy grey, making th0 issues difficult to clarify. Opinions 
wax and wane, but traditionally, co~etition has been a l andmark of American 
capitalism. 

If the consumer is to evaluate the effectiveness of competition over the 
last few years, he must formulate standards of appraisal. Such standards would 
certainly include changes in price, in the quantity and quality of the product 
or service, and in the number of choices the consumer may expect to have. If 
the consumer is to have reasonable freedom of choice, he should be free to 
prefer the old or the nelv, and the extent of change should be determined by the 
nature of the choices he makes. It is axiomatic that the extent of freedom of 
choice is tempered ~~ the availability of the goods desired. 

By any measure we choose to take, the American consumer has become progress­
ively better off in the last few years than ever before. But even if the 
consumer is better off now than ever before, this is not t o admit that these 
consequences are altogether the result of competition, or that competition itself 
is not defective in certain aspects. Relative to the price level, it may be 
possible to show that in many instances enterprises have reduced prices, improved 
products, expanded productive capacity, and reduced profits . However, it would 
be difficult to convince the consumer that what has been effected in these 
r espects is all that might have been accomplished. 

Competition in the Automobile Industry 

Let us novl consider the automobile market where the consumer spends a large 
slice of his income and which is characterized by felmess of numbers. Some four 
years ago when Charles E. Wilson made the statement that 11v1hat is good for 'General 
Motors is good for the country" there were those who agreed and those who disagreed. 
Subsequent events have made a more careful analysis of thi s statement possible. 
There is general agreement that where a few big companies ploduce most of an in­
dustry's product short-run price competition seldom exists. When the 1957 models 
were first put on the market, Ford came forthewith a set of quoted prices. A few 
days later General Motors made a similar announcement ~ith regard to CheVrolet, and 
Ford quickly revised its price schedlues to conform. Chrysler 's prices on the 
Plymouth were somewhat higher due to the changes in design and their profit posit.:lon. 
In the O'Mahoney Commit tee Hearings one witness recalled that it has been estim.:·.t,ed 
that the manufacturer ' s profits are approximately one htu1dred dollars per ear n .kG 
first glance some consumers would suggest that prices be r educed. Careful reflec­
tion indicates, however , that this reduction would undoubtedly eliminate certain firms 
in the industry, thereby leaving the consumer vri th fewer choices . 

Hindsight appears to indicate that the automobile industry did not necessarily 
act in the best interest of the country in 1955. They oversold the market and this 
was followed by some unemployment and a reduction in sales and profits in 1956. 

1 
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Final tabulation showed that in 1956 Gon12ral ~!otors captured some 52.g per cent of 
the market, Ford 28.8 per cent, and Chrysler 12 per cent. General Motors gained 
two per cent over the previous year, Total sales of Gener al Motors were do\m 13 
per cent and profits were off 29 per cent. Ford :reported 17 per cent dip in 
sales and ~ 46 per c~nt slide in profits. Comparable figures for Chrysler \-!ere 
23 and 80. Needless to say Studebaker-Packard and ·American Hotors suffered losses. 
Sales during 1957 are not encouraging and t he present trend is against General Motors 

vfuen price competition exists in the automobile indust~y, it appears to exist 
among the deal ers . The dealers, being forced to handle a cert ain number of the 
manufacturer 1s cars, have to offer the consumer higher trade-ins and · sell nevT cars 
to second-hand dealers, The l atter practices , the president of General Motors and 
others have termed 11bootlegging and cutthroat competition, 11 Current practice calls 
for 11packing11 the price, i.e., marking up the quoted price so as to offer greater 
trade-in values, less cash down, and eventually raiding the consumer 1s pocketbook 
through carefully studied psychological principles. 

Competition and the Oil Industry 

The car industry is closely connected 1..ri th the petroleum industry. Since 
1911, the oi3 companies have been deeply and continously in violation of the 
Sherman Act , St andard Oil and General l4otors own the patent on Ethyl gasoline, 
On January 3, Humble Oil Company set off a nation t.-Tide increase in gasoline 
and oil prices , Investigating senators contend this is costing consumers more than 
a billion dollars a year. The fedederal government seems t o have helped this 
situation along by sponsoring a 15-company Middle East Finergency Committee for 
the Suez crisis. The members of the committee had common interests i n that 
several of them were officials in partially owned subsiC.iaries of the larger companies 
Various oil officials have testified that the increase in price was necessary 
because of rising costs and the necessity of finding greater oil reserves. The 
oil indus try already has a special 2~~ per cent depletion allowance from gross 
earnings and the government sets a quota for annual output. And with the change 
in the Suez situation, oil industry officials suggest a tariff to prevent oil 
imports into the Unit ed States. 

In the greater St. Louis area, gasoline prices showed a tendency to be more 
competitive among the various filling stations. Last fall, because of large 
inventories prices Here reduced by as much as six cents per gallon. vJhen the 
Suez crisis developed they rose even higher than they were before the price-war , 
then fell again slightl y. In March they had fallen again by as much as six cents 
per gallon, and just as suddenly, they all announced a price increase on the same 
day. On April 1, the \var started again. 

Many Factors Influence Competition 

The automobile industry has had far reaching influences on competition in 
other ways. The consumer samples mor e and mor e markets , He has a vlider knovTledge 
of prices and products thus affording him wider choices. The inaccessibility of 
downtown stores has caused a migration to outlying areas 1..rith i mproved facilities 
for parking convenience in shopping under one roof. Trucks have increased the radius 
of delivery . 

Even if the market area has been \videned in some respects, it appears that 
other factors tend to reduce the consumer 1s abilit y to make rational choices . 

2st. Louis Dispatch, Tuesday, February 26, 1957, p~ 7c. 
3Edwards, Corwin, Q£. ~itv. pp . 77-78. 



l2 

Product differentiation, improved technol ogy, and advertising tend to give the 
producer advantages in selling. Product differentiation, for instance, occurs in a 
multiplicity of bra nds of aspirin at various prices which Rll come out of the same 
barrel. Supermarkets must stock a."l increased number of brands of breakfast foods 
with little discernibl e differ ence in quality. Improved technology r esults in 
different, even better products \olith 1nany claims as to their usefulness. Even if 
the consumer had access to the t ecimica l informa tion about t he product, he probably 
would not understand it, nor has he formul a t ed cr;i.teria by l.Jhich to evaluat e it. 
The continuous and r apid change in the des i gn of various products as well as new 
products require so much time and energ:; t o make comparisons t he consumer i s put 
i n a r el atively more and favorable position. Nuch of our advertisi ng is not designed 
t o give facts but to appeal to the emotions. The handling of credit has much the 
same appeal. A certa i n amount down and the rest in monthly payments gi ves fe\oT 

clues as to the t ot a l cost of the goods. 

A further ·observation on t echnological improvement indicates tha t although it 
is the usual method of competition amongs t many industr.:.es where there are few fir::ns, 
t his type of competition does not a h rays appear to be desirable from a consumet's 
viet-rpoint. Unnecessar y proliferation of choices with l:i, ttle change in per formance 
or quality does not necessarily improve consumer \oTel fare . Very rapid change causes 
accel erat ed obsolescence and t-Jaste . Built-in obsol escence r educes quality and 
increases ~eplacement costs. 

If competition has worked to bring mor e f avorable prices to the consumer in 
certa in areas, it has not been so successful in preventing general price rises. 
Prior to the l ast f ew months, the Consumer Price Index was fairly stable for 
about three years . This was accomplis hed by the fact that, even lvhile many other 
prices t-Tere rising, agricultural pr i ces Here falling . This trend was reversed 
\olhen t he prices of agricultural products were suppo:::-ted to a greater extent by 
the Depart ment of Agriculture. Nany cons umer s feel that competition i s ineffect­
ive when there ere gener al price rises . Perhaps t he effect i s disguised and the 
extent of price increases depends upon the strength of demand. Hoio~ever , it does 
appear that in those i ndustries strongl y charact erized by oligopoli sti c tendencies, 
includi ng those with strong unions, that price rises are fairly great. This is 
certainly true in t he building of houses. The consumer is further baf f l ed by 
the f act that s ome prices rise a great deal more than others in infla tion. During 
such periods only the s harpest kind of competition 1o1ill protect the consumer. And 
\olith consumers competing \olith each other to s pend their rising incomes tilis does 
not appear likely to happen. 

Competition During Infla tion 

As incomes continue t o rise, American households are spending their money as 
the affluent always have - on s ervices and c@nsuroer durables . Consumer competition 
makes producer competition less effe~tive in the Hay of quality and pr i ces, but more 
susceptible t o the granting of easier credit terms and a ,,rider use of advertising, 
as well as ne,.,. products . A typical shopper may find tha t Hhen she 1vants a clerk, 
they are all busy . Hhen she is 11 just looking" there are several clerks to help . 
When purchases are made f rom a floor sampl e , the delivered product has to be returned 
frequently because of defects. Delivery usually requires more time than the clerk 
promises . The clerk has t o sell so many articl es that he does not lmo\or how to use , 
he does not ahrays give the consumer good advice. 

Because consumers are gullibl e and at times irrational, competition fails t o 
operate as a good protective device in certain markets . This is especially true 
wher e only one articl e will be sol d and the market changes rapidly . The hawkers 
of inferior goods and services, the merchant s who Hant an exorbitant profit 
continually foist in the consumer a continuing f l ow of schemes and r ackets. 
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Though these schemes account for on~y a sn1all per cent of all business, coupled 
with the "lemons 11 that une.voidably appear in the market, they may pr6vide a sizable 
reduction in any individual consumer's real income. 

Summery 

Certain large forces vTorldng on the economy in conjunction \vith competition 
react to the consumer 1s advantage . Hovrever, competition at times '"orks in devious 
ways not always to the consumer's benefit. The consumer is convinced that in certain 
areas the producer does not vTant price competition, aJ. t hough in those areas where 
it does exist, consumers use it to great benefit . Seductive advertising, "easy credit 
product differentiation not r el a t ed to consumer welfaTe} and a lack of :knmvledge 
make it difficult for the consumer to make a rational choice. The results of 
improved technology may be offset to some extent by built-inobsol escence. Then 
there are those areas 1·There big business and big unions tend to reduce competition. 
In some ways the government adds to these tendencies, a~d to sorr.e extent, the 
consumers diligent ly fan the fires of rivalry in spending much of their incomes 
on new products and services and keeping up with the Joneses. 




