
Economic Growth and Productivity 

Competition promotes productivity and economic growth 

There is broad empirical evidence supporting the proposition that competition is beneficial for the 
economy. Economists agree that competition policy has an important role to play in improving the 
productivity and therefore the growth prospects of an economy. 

At the most general level, these are the messages about the importance of competition to productivity 
and growth: 

• Competitive and dynamic markets have increased productivity and promoted economic growth 
across the globe. 

• Competition policy has an important role to play in improving the productivity, and therefore 
the growth prospects, of an economy.  

• Where competition is strong, productivity is strong. In order to increase productivity, a business 
must become more efficient, control its costs, and develop new products that consumers want. 
In competitive markets, if firms do not improve their productivity they will lose customers to 
other firms and new entrants. Competition is a key driver of increased productivity by 
promoting efficiency, removing barriers to entry and exit, and encouraging innovation. 

• Effective competition provides significant benefits for consumers through lower prices and 
better quality goods and services.  

• When markets work well, firms thrive by meeting consumers’ needs better and more effectively 
than their competitors, through innovation, increased productivity and a lower cost base. 

Competition contributes to increased productivity through: 

• Pressure on firms to control costs. In a competitive environment, firms must constantly strive to 
lower their production costs so that they can charge competitive prices, and they must also 
improve their goods and services so that they correspond to consumer demands.  

• Easy market entry and exit. Entry and exit of firms reallocates resources from less to more 
efficient firms. Overall productivity increases when an entrant is more efficient than the average 
incumbent and when an existing firm is less efficient than the average incumbent. Entry – and 
the threat of entry –incentivizes firms to continuously improve in order not to lose market share 
to or be forced out of the market by new entrants. 

• Encouraging innovation. Innovation acts as a strong driver of economic growth through the 
introduction of new or substantially improved products or services and the development of new 
and improved processes that lower the cost and increase the efficiency of production. Incentives 
to innovate are affected by the degree and type of competition in a market. 



• Pressure to Improve Infrastructure.  Competition puts pressure on communities to keep local 
producers competitive by improving roads, bridges, docks, airports, and communications, as 
well as improving educational opportunities.    

• Benchmarking.  Competition also can contribute to increased productivity by creating the 
possibility of benchmarking.  The productivity of a monopolist cannot be measured against rivals 
in the same geographic market, but a dose of competition quickly will expose inferior 
performance.  A monopolist may be content with mediocre productivity but a firm battling in a 
competitive market cannot afford to fall behind, especially if the investment community is 
benchmarking it against its rivals. 
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report discusses the findings of an ODI research project, which examined (1) how the policy framework 
of a country affects the degree of competition in any given product market, and (2) how the degree of 
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