
 

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

 
3-7:  Regulation 

 
Regulation is direct or indirect involvement of 

government in the decision making processes of 

business and individuals. 

 

Commerce clause of the U.S. Constitution 

establishes the power for the federal government 

to regulate interstate commerce. 

 

Munn v. Illinois, a state regulation case that was 

appealed to the Supreme Court, establishes the 

public interest theory of regulation.  
 

Economics has two schools of thought on 

regulation: 

 

1.  The “Public Interest” view – that 

regulators manage the regulation process 

as benevolent arbiters, working for the 

best interest of society as a whole.  This 

is inherently a normative theory. 

 
2. The “Economic Theory of Regulation” – 

that views regulatory processes as a 

complex of bargaining, supply and 

demand forces, and political influence.  

This is (or seeks to be) a purely positive 

theory of regulation. 

 
Most calls for regulation rest upon some 

argument that a market failure problems exists.  

The most common form of this argument is the 

natural monopoly argument.  Forcing a natural 

monopolist to adopt marginal cost pricing, 

however, is unworkable.  Average cost pricing 

with some “normal” rate of return is the most 

common form of price regulation. 

 

[See additional handout on regulation.] 

 
 
 


