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Overview of Competition Economics 



3 

Key measures of competition in 
economic analysis  

Market power: the ability  of firms to control the 
price and use it as a competitive weapon. 
Market power implies price is above marginal 
cost. 
 
Ability of firm to earn economic profit in the long 
run. Economic profit implies that price is above 
average cost 
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Market Structure 
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Effective competition 
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Market Power 
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Important measures of Market Power 
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Concentration ratio (Market Share) 
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Herfindhal-Hirschman Index  
(Market Share) 
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Price elasticity of demand 
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Lerner Index 
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Cross-price elasticity of demand  
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Effective competition and relevant market 



14 

Effective competition and relevant market 
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Economic benefits of Competition law 
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Competition and Social Economic 
Efficiency 
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Industrial Organisation 
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Structure-Conduct-Performance 
paradigm (SCP) 



Structure-Conduct-Performance Paradigm 
Demand conditions                  Supply conditions 
Price elasticity  Technology 
Substitutes   Raw materials 
Market growth  Unionization 
Method of purchase  Product durability 
Type of good  Location 

No. and size dist. of sellers/buyers 
Product differentiation 
Barriers to entry and exit 
Vertical integration 
Cost structure 

Structure 

Conduct 

Performance 

Business objectives              
Pricing and product strategies 
Advertising; R & D                                          
Plant investment; Collusion 
Mergers 

 

Allocative efficiency      
Productive efficiency        
Technical progress              Quality 
and service               Equity 

Government Policies 

Antitrust policy            
Regulation                            
Taxes and subsidies              
Price controls               
Investment incentives 
Employment incentives 
Macroeconomic policies 
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Price theory paradigm 



21 

Contestable market approach 
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SCP – Empirical Example 1 
Tung, Lin and Wang (2010) 

THE MARKET STRUCTURE, CONDUCT AND PERFORMANCE PARADIGM RE-
APPLIED TO THE INTERNATIONAL TOURIST HOTEL INDUSTRY 

This study uses balanced panel data (36 hotels × 11 years), based on 
operational analysis reports for international tourist hotels, as obtained from 
the Taiwan Tourism Bureau, for the period of 1995-2006. 
 
Proceeding from the prior studies and theoretical background on the SCP 
model of the hotel sector, this paper treats three endogenous hotel 
variables, market share, advertising, and profitability jointly determined. 
 
 
 
 
A simultaneous-equation system (3-stage least square) is used to model 
the above relationship, because ordinary least squares (OLS) estimation of 
system equations will generate biased and inconsistent estimators due to 
correlation between independent variables and disturbance term of 
equations. 

Where MS denotes market share, AD denotes firm 
advertising, and PF denotes firm profitability. X1, X2, 
and X3 are vectors of exogenous variables. 
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SCP – Empirical Example 1 
Tung, Lin and Wang (2010) 

THE MARKET STRUCTURE, CONDUCT AND PERFORMANCE PARADIGM RE-
APPLIED TO THE INTERNATIONAL TOURIST HOTEL INDUSTRY 
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SCP – Empirical Example 1 
Tung, Lin and Wang (2010) 



PF: the effect of market share 
is positively significant on 
hotel profit. Higher market 
shares assist in creating 
more profit.  
 

AD: advertising does not 
affect hotel profits but the 
directions of coefficients were 
as expected. Most 
consumers prefer the well-
known hotels. Less 
celebrated hotels do not 
benefit from their advertising.  
 

Minimum efficiency scale 
does not exert significant 
effect on the profitability that 
could be the low 
concentration structure of the 
hotel market in Taiwan. 25 

SCP – Empirical Example 1 
Tung, Lin and Wang (2010) 
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SCP – Empirical Example 1 
Tung, Lin and Wang (2010) 

This paper identifies two-way causes 
and effects that exist between 
market structure and their strategic 
behaviors. It identifies a positive 
response of market share to 
advertising, BUT a negative effect of 
advertising to market share.  
 
A hotel with higher market shares is 
able to sustain heavy advertising 
intensity. However, any hotel that 
engages in high advertising costs may 
create unexpected market share 
advantages due to the specificities 
from monopolistic market in Taiwan. 
This implies that policymakers who 
perceive optimal advertising 
expenditures may avoid possible 
deadweight effects.  
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Some Methodological Concerns 

Defining the right variables 
 
Aggregate vs disaggregate analysis.  
 

e.g. classify manufacturing firms into 4-digit industries. 
 
Data availability (Proxy?) & method of 
estimation.  
  



Pool / Panel Series 

• If N > T, dynamic panel 
GMM is preferable. 
 

• If T > N, panel unit root 
and panel cointegration 
tests are preferable. 
 

• Causality test can be 
conducted within both 
frameworks. 

Time Series 

• Standard unit root and 
cointegration tests. 
 

• Vector error correction 
modeling and causal 
effects to be conducted to 
capture the dynamic path 
of S-C-P. 
 

• If exogenous variables 
present, structural VARX 
and VECMX to be 
conducted. 
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Some Methodological Concerns 



Thank You 
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