‘ Rose-Hulman Institute of Technology
Department of Humanities & Social Sciences / K. Christ
SV353, Industrial Organization

1.5: Measuring Market Power

Key concepts of the SCP paradigm (or
“framework”):

= Relevant market

» Conditions of entry

» Concentration
The collusion hypothesis

An alternative framework: The Chicago School
= Tradeoff analysis
= The efficiency hypothesis

Measures of concentration:
= Concentration ratio
= Herfindahl index
= Lerner index

Degree of market power depends on three (four?)
factors:

= Demand elasticity

= Market concentration

= Collusive behavior

(Conditions of entry?)

Relevant exercises: Problem Set 1, exercises 6 and 7.

The Structure-Conduct-Performance Paradigm

Structure
O Relevant market definition
O Market boundaries / conditions of entry
O Market concentration
O Measures of compstitiveness
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Conduct
0O Tendencyto collude
O Predatory behavior
O Erection and maintenance of entry barriers
O Forestalliment of market innovation
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Performance
O Social inefficiency
O Misallocation of resources
O Opportunities for improvement
via restructuring

Measures of Industry Concentration

Concentration Coefficient:
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Industry Structure: Beer

U.S. Beer Industry, 2005
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Shipments Market
(000s barrek) Share
‘Anheuser Busch 101,340 B2%
Miller 38450 163% C =724
Coors n7es o7
HenekenUSA. 7385 3.1%
Pabst 6800 2.5%
Gambrinus 5914 2.5 HET =264
Bartn 5,090
IBer 3,890
Cuinness 3214 1%
Yuengling 1,575 0.7
Bostan 1353 0.6%
High Falk 500 0.2%
Others 46%
Tmports 108%
Toml

Estimating the “Degree of Cooperation”
(Cabral, section9.3)

Market1  Market2 Market3  Market4

Firm1 100% 50% 70% 20%

Firm2 50% 15% 20%

Firm2 15% 20%

Firm4 20%

Firm5 20%

Firm &

Firm7

Firmg

HHI 10,000 5,000 5,350 2,000
Cabral'sH 1.00 0.500 0.535 0.200
Cabral'sg 1.00 2.00 1.87 5.00
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