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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. 


