Villanova University

School of Business

Industrial Organization and Public Policy

ECO-3125-001

Fall 2007

Mary Kelly, Ph.D.

Class Meeting:

MW from 1:30 p.m. until 2:45 p.m. in Bartley 3001
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Office:  Bartley 3067

Office phone: 9-6445

Office Hours: MWF from 9:00AM to 10:30AM, Tuesdays from Noon to 2PM, or by appointment
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mary.kelly@villanova.edu
Course Description:


This course examines the market structure, conduct, and performance of American industries using theoretical models and empirical examples.  Students will evaluate the impact of such issues as barriers to entry and exit, antitrust laws and regulations, game theory and strategic behavior, product differentiation and advertising, and vertical integration and vertical relationships.  

Course Objective:

At the conclusion of this course, students should be able to evaluate IO theories and apply them to the analysis of market structure and the strategic behavior of firms.

Prerequisites:  Economics 1001

Note:
It is the student’s responsibility to be certain that the prerequisites have been successfully completed.  If at any time during the semester it is determined that a student has not completed the prerequisites, the student can be administratively dropped from the course without credit or tuition refund.

Method:

Lecture and Discussion 

PowerPoint slides are available on WebCT Vista – “Learning Modules”

Required Textbook:
 Industrial Organization (3rd edition) by Don E. Waldman and Elizabeth J. Jensen (Addison-Wesley, 2006)

Optional Textbook:
Thinking Strategically by Avinash Dixit and Barry J. Nalebuff (Norton, 1991)

Requirements: 



Points

Section

Exam I



40

I





Exam II


40

II





Exam III


40

III




Group Presentation
 
40

Assignments
  

20

Case Evaluations

20

Total Points


200



Grading:
100-94
(188+points)

A
74-76 (148-152 points)
C



90-93 (180-186 points)
A-
70-73 (140-146 points)
C-



87-89 (174-178 points)
B+
67-69 (134-138 points)
D+



84-86 (168-172 points)
B
64-66 (128-132 points)
D



80-83 (160-166 points)
B-
60-63 (120-126 points)
D-



77-79 (154-158 points)
C+
Below 60 (120- points)
F

Grading is determined based on the above criteria.  There is no extra credit offered in this course.  Rounding up or down will be based on attendance and class participation.  Students can view their grades on WebCT.

Exams:

Exams must be taken on the scheduled dates.  Make-up exams will be offered only for extenuating circumstances and must be taken within two days of the scheduled exam date.  If a student does not take the first or second exam, the weight on the third exam will increase to 80 points and will include the material from the missed exam.

Class Participation:

Students are required to attend class and actively participate in discussions. 

You should be prepared for class.  This includes reading the chapter and any corresponding material from assigned readings prior to coming to class.  

Group Paper and Presentation:

 In groups of five, students will prepare a 30+ paper on an industrial organization topic of their choosing.  Begin the process by perusing the text and narrowing in on an IO topic that interests you.  Next, pose a question/hypothesis that you want to test in your paper and then search the economic literature and/or antitrust cases to uncover what has been written on the topic.   The first part of the paper must include a discussion of these articles/cases (minimum of 6 to 10).  The second part of the paper will be an applied examination of the topic to one or more industries. 

No later than October 8, each group must turn in a topic proposal and a listing of member names.  By October 24, each group must submit a detailed outline (4+ pages) on their study proposal.  I will comment on these outlines and return them to you after fall break.   The final paper is due on the last day of class (December 10) and must include footnotes and a properly formatted bibliography.  It is highly recommended that students submit a draft copy of their paper to the Writing Center for comments.  I am also willing to read a draft of your paper and provide comments as long as it is turned before Thanksgiving break.  You must allocate sufficient time to coordinate and edit your paper.  Papers “assembled” at the last minute oftentimes reflect poor effort and will translate into a low grade. 

Students will prepare a 30 minute presentation using Microsoft PowerPoint or other 

computerized visual aids and present their findings to the class on December 3, 5, or 10.

Grading:  Detailed Outline (3 points), Final Paper (27 points), Presentation (10 points)

Information Sources:

Consult the chapter endnotes and cases for topic ideas.  Students should also use the Bartley Business Information Center (Databases by Title ( ABI/Inform, EconLit, etc.) to search for topic ideas and supporting research (www.library.villanova.edu/vbl/).  You may want to contact Daniel Overfield, VSB librarian, to help with your search.

Assignments and Case Evaluations:  

Materials necessary to complete assignments and case evaluations are available on

WebCT Vista – “Learning Modules”.  Due dates will be announced in class.  If an 

assignment or case is turned in after the due date/time, it is considered “late” and a

penalty will be assessed.
Integrity Policy: 


The Code of Academic Integrity of Villanova University addresses cheating, fabrication of submitted work, plagiarism, handing in work completed for another course without instructor’s approval, and other forms of dishonesty.  For the first offense, a student who violates the Code of Villanova University will receive 0 points for the assignment.  The violation will be reported by the instructor to the Dean’s Office and recorded in the student’s file.  In addition, the student will be expected to complete an educational program.  For the second offense, the student will be dismissed from the University and the reason noted on the student’s official transcript. 

Disability Statement:


It is the policy of Villanova to make reasonable academic accommodations for qualified 

individuals with disabilities.  If you are a person with a disability, please contact me after 

class or during office hours and make arrangements to register with the Learning Support 

Office by contacting 610-519-5636 or nancy.mott@villanova.edu.  Registration is needed in order to receive accommodations.


Course Outline:

Section I:  The Basics of Industrial Organization

Weeks 1 through 6  

August 27 through October 3

Weeks 1-2  
Review syllabus and course requirements



Introduction to Industrial Organization (ch. 1, pp. 1-7)

Examine the evolution of IO and the 2 approaches to the study of IO.

Other reading:  John E. Kwoka, Jr.  Automobiles: The Old Economy Collides with the New.  Review of Industrial Organization 19, no. 1 (August 2001): 55-69.

Micro Theory Review (ch. 2, pp. 31-44, ch. 3, pp. 51-73 )

Review microeconomic theory (cost concepts, economies of scale,   different market structures, and welfare analysis). 



Overview of Antitrust Law (ch. 1, pp. 8-12, ch. 3, pp. 73-80)



Discuss the Microsoft Case (2001).



Assignment #1:  An evaluation of the market structure for jeans. (3 pts)

Week  3
Theory of the Firm and Firm Structures (ch. 2, pp. 17-31)

1.  Scope of the firm: What factors determine where production takes place?  2.  Conflicts between goals of the owners and those of the managers of a firm.  3.  Feasibility of profit-maximization

Other reading:  Ronald H. Coase. The Nature of the Firm.  Economica 4 (November 1937):  386-405.

Weeks 4-5
Market Structure (ch. 4, pp. 88-125, 132-134)



Examine statistical measures of concentration within a market and their 

strengths and weaknesses.  Evaluate how to define the relevant market in 

antitrust cases and merger proposals.  Examine barriers to entry and exit as sources of market power.  Analyze case studies evaluating market concentration and the impact on merger applications (Brown Shoe Case, Staples-Office Depot, Heinz-BeechNut, , Proctor & Gamble Case, Coca Cola-Dr. Pepper).



Case Analysis:  Lawrence J. White.  Application of the Merger 

Guidelines: The Proposed Merger of Coca Cola and Dr. Pepper (1986).  The Antitrust Revolution.  Oxford University Press.  2002.

http://www3.oup-usa.org/sc/0195161181/pdf/0673383776_03.pdf  

(4 June 2006).  

Other reading:  William G. Shepherd. Causes of Increased Competition in the U.S. Economy, 1939-1980.  Review of Economics & Statistics 64 (November 1982):  613-623.


Assignment #2: Assessment of barriers to entry for the toothpaste industry 

(consumer products) (3pts)



Case Study Analysis #1:  Coca Cola and Dr. Pepper (5pts)

Week 6
Monopoly Practices (chapter 5)

Examine dominant firm behavior in setting price, the theory of contestable markets, and network effects in enhancing market power.

Exam I:  October 3

Section II:  Modern IO: Game Theory and Strategic Behavior

Weeks 7 through 12

October 4 through November 7

Week 7
A Framework for Understanding Oligopolistic Behavior (chapter 7)



Introduce some of the basic game theoretic approaches used to examine 

oligopolistic behavior.

Case Analysis:  George A. Hay.  Facilitating Practices: The Ethyl Case (1984).  The Antitrust Revolution.  Oxford University Press.  2002.
http://www3.oup-usa.org/sc/0195161181/pdf/0195120159_07.pdf  

(4 June 2006).  

Case Study Analysis #2:    Price Fixing in the Market for Lead-Based 

Antiknock Gasoline Additives – The Ethyl Case (5 pts)

Week 8
Fall Break

Week 9
The Development of Oligopoly Theory (chapter 8)

Examine 3 oligopoly models which were derived originally without the   

use of game theory – Cournot, Stackelberg, and Bertrand.

Week 10
Collusion: The Great Prisoner’s Dilemma (ch. 9, pp. 266-287)

Discuss possible solutions to the prisoner’s dilemma, including “tit-for- tat” strategy, and “trigger price strategy”.  Discuss the conditions that make solving the dilemma more difficult.

Week 11
Oligopoly Behavior: Entry and Pricing to Deter Entry (ch. 11, pp. 335-

347, 351-356)

Discuss pricing strategies used by firms to maintain their market power   over long periods.  Evaluate predatory pricing cases (American Airlines, and General Foods (Maxwell House)).

Other readings:  
Thomas W. Hazlett.  Predation in Local Cable TV Markets.  Antitrust Bulletin 40, no.3 (Fall 1995):  609-644.

Steven C. Salop.  Strategic Entry Deterrence.  American Economic 
Review, 69, no. 2 (1979): 335-38.

Case Analysis #3:  Kenneth G. Elzinga.  Collusive Predation: Matsushita v. Zenith (1986).  The Antitrust Revolution.  Oxford University Press.  2002.  http://www3.oup-usa.org/sc/0195161181/pdf/0673303776_08.pdf  

(4 June 2006).  

Case Study Analysis #3:  Analyze the merit of Zenith’s claim of collusive predation by 7 Japanese firms.

Week 12
Oligopoly Behavior: Entry and Non-Pricing Strategies to Deter Entry (chapter 12)



Discuss non-pricing strategies such as excess capacity, raising rivals’ 

costs, learning-by-doing, and product proliferation as means to deter   

entry and maintain market power.

Other Reading:  Elizabeth Granitz and Benjamin Klein.  Monopolization by Raising Rivals’ Costs: The Standard Oil Case.  Journal of Law and Economics, 39, no. 1 (April 1996): 1-47.

Assignment #3:  An evaluation of non-pricing strategies used in the supermarket industry (3 pts)



Exam II:  November 7

Section III:  Business Practices and Public Policy

Weeks 13 through 17

November 12 through December 18

Week 13
Product Differentiation and Advertising (chapter 13)

Examine the use of product differentiation and advertising to deter entry.   Emphasize the impact on economic welfare.

Other Readings:

Booz Allen Study.  The a la Carte Paradox:  Higher Consumer Costs and 

Reduced Programming Diversity (July 2004).

Federal Communications Commission (FCC), Media Bureau.  Further Report on the Packaging and Sale of Video Programming Services to the Public (9 February 2006).

Deborah Baldwin.  The Cornflake Cartel:  Ever Wonder Why Cereal Costs So Much?  Gale Group (2004).

Assignment #4:  An assessment of product differentiation in the RTE cereal industry (3 pts)

Week 14
Price Discrimination (ch. 15, pp. 515-542)



Discuss the different types of price discrimination and the impact on 

competition and welfare. Examine a price discrimination case (McCormick Spices)

Other Reading:  Scott Morton, Fiona, Zettlemeyer, Florian, and Jorge Silvo-Risso.  Consumer Information and Price Discrimination: Does the Internet Affect the Pricing of New Cars to Women and Minorities?  Yale Summer Working Paper (January 2002).

Vertical Integration and Vertical Relationships (ch 16 pp 562-585)

Examine the theoretical effects of VI and VR between independent firms.    

Examine the positive and negative economic impact of these   

relationships.  Evaluate vertical restraints using the Toys “R” Us case.

Week 15
Regulation and Deregulation (ch. 17, pp. 606-620)

Examine antitrust laws and policies and how they have dealt with monopoly power and collusion.  Discuss the economic rationale for regulation and deregulation.  Apply the antitrust and regulation policies discussions to the airline, telco/cable industries.

Other Reading:  Steven A. Morrison and Clifford Winston.  The Dynamics of Airline Pricing and Competition. The American Economic Review, 80, no. 2 (May 1990):  389-393.

Case Analysis #4:  Stanley M. Besen, E. Jane Murdoch, Steven C. Salop, and John Woodbury.  Vertical and Horizontal Ownership in Cable TV: Time Warner-Turner (1996).  The Antitrust Revolution.  Oxford University Press.  2002.
http://www3.oup-usa.org/sc/0195161181/pdf/0195120159_19.pdf  

(4 June 2006).  

Case Study Analysis #4:  The changing regulatory framework in the cable industry

Assignment #5:  Airline Industry Analysis - barriers to entry, pricing, regulations (8 pts)

Week 16
Group Presentations

Week 17
Group Presentations continued



Wrap-up



Exam III:  Tuesday, December 18, 1:30 p.m. until 4:00 p.m.

