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STRUCTURE OF WORKING PROGRAM OF THE ACADEMIC
DISCIPLINE
“INDUSTRIAL ECONOMICS”

1. DESCRIPTION OF THE DISCIPLINE “INDUSTRIAL ECONOMICS”

Branch of knowledge,
specialty, higher Description of the discipline
education degree

Discipline —
“Industrial Economics”

Number of credits ECTS — | Branch of knowledge — | Discipline status:

5 05 “Social and compulsory
Behavioral Sciences” | Language of study:
English
Number of test modules — 5 Specialty — Year of study:
051 “Economics” Full-time form — 4
Semester:

Full-time form — 7

Number of content modules | Higher education degree | Lectures:

-2 — Bachelor Full-time form — 46 hours
Practical classes:
Full-time form — 30 hours

Total number of hours — Independent work:
150 Full-time form — 59 hours
Training:

Full-time form — 10 hours
Individual work:
Full-time form — 5 hours

Weekly hours — 10 Type of final assessment —
Including classroom hours exam
-5

2. OBJECTIVES AND TASKS OF THE DISCIPLINE
“INDUSTRIAL ECONOMICS”

2.1. Course objective

“Industrial economics” examines key concepts, top schools and methods of
studying industrial markets, and teaches skills of analyzing major patterns and
features of industrial markets, their sustainable development, features of state
industrial policy and firm behavior in the market.

It focuses on familiarizing students with how industrial markets work and how
firms behave in industrial markets, providing theoretical tools and empirical evidence
to understand how the resource base of different industries is formed and determine
the economic efficiency of different market structures. In these conditions, the issue




of innovative development of economic sectors is becoming especially topical, since
it alone enables production of competitive products.

2.2. Course tasks

“Industrial economics” studies modern approaches, methods, models, and
research tools used to analyze how industrial markets are organized, assess the
economic consequences of their work, and study the strategic behavior of
manufacturers in market conditions.

When students have completed the study of this discipline, they will
- master the theoretical foundations for industrial economics;
- be able to calculate the effectiveness of industries and firms in different market

structures;

- be able to analyze and interpret the findings, and make sound conclusions;
— learn to use theoretical tools to analyze real world issues.

2.3. Competences to be acquired on studying the academic discipline
“Industrial economics”
— CKI12. the ability to identify problems of an economic nature independently while
analyzing specific situations, and to offer ways of their solutions;
- CKI13. the ability to carry out an economic analysis of how economic entities
develop and function, and assess their competitiveness.

2.4. Prerequisites
Courses which must be passed before this course may be attempted:

“Microeconomics”, “Macroeconomics”, “Enterprise Economics”, “Financial
2 2

management”, “Conjuncture of world markets”, and “Global macro- and

microeconomics”.

2.5. Learning outcomes
When students have completed the study of this discipline, they will be able to

- TIPHI12. apply the acquired theoretical knowledge to solve practical problems and
interpret the results meaningfully;

- TIPHI13. identify sources and understand the methodology for determining and
methods of obtaining social and economic data, collect and analyze the necessary
information, calculate economic and social indicators;

- TIPH21. think abstractly, apply analysis and synthesis to identify the key
characteristics of economic systems of various levels, as well as the peculiarities
of their subjects behavior.



3. CONTENTS OF THE ACADEMIC DISCIPLINE

Module 1
Competition in industrial markets. Effectiveness of industrial markets

1. Basics of industrial economics theory

Industrial economics as a science and a discipline. The focus and objectives of
the course. Industrial economics as a basis for decision making within the framework
of the state industrial policy and a theoretical basis for business practices in the field
of marketing, management, and competition. Key issues in industrial economics.

How the concepts of “market”, “industry” and “industrial market” are different.

Methodology of industrial economics. A dynamic approach to market analysis
in modern theory of industrial markets, where the link between the market and firm
behavior leads to qualitative changes in the market structure. The scope of industrial
economics, its overview and different approaches to analyzing industrial
organization. Industrial market structure and economic performance according to F.
Scherer and D. Ross.

The Harvard School approach to analyzing industrial economics based on the
“structure — conduct — performance” paradigm: predicting market performance upon
analyzing its structure, basic conditions, and firm behavior. A study of various
interrelationships arising in an industrial market and determining producers’ behavior
and their social effectiveness. Modern researchers M. Porter and J.-J. Lambin and the
approach based on the “structure — conduct — performance” paradigm.

The Chicago School approach and the use of microeconomics model and
pricing theory model to study firm behavior and industrial markets. The scope of
study: decision making patterns, the impact of industrial policy on market structure
and market entities, quasi-monopolies, the application of transaction costs theory and
the theory of quasi-markets; the link between barriers to entry and firm behavior in
the industry.

History of industrial economics: main stages and major studies.

Learning resources: 8, 14, 15, 17, 18, 19, 20, 34, 35.

2. Industrial markets and their classification

An industrial market and its boundaries. Statistical classifiers in industrial
markets. Methods of defining product boundaries of an industrial market. Geographic
segmentation.

Classification of industrial markets.

Types of industrial markets according to market structure.

Classification of markets by F. Scherer and D. Ross. Classification of markets
according to H. von Stackelberg. Classification of industrial markets by
E. Chamberlin and J. Bane. Classification of market structures by D. Hayem and D.
Morris. Types of markets according to W. Eucken.

Learning resources: 5, 8, 12, 14, 15, 18, 19, 20, 34, 35.



3. Industrial competition and competitiveness

Industrial competition. Its types and forms. Objects of competitive rivalry.
Advantages and disadvantages of industrial competition.

Factors affecting competitive intensity in industrial markets. Types of
competitive rivalry according to the extent it affects profit.

Determining the extent of competition in industrial markets. Industrial market
capacity as a basis for analyzing the extent of competition: ways to determine
capacity. Market concentration and tools to measure it. The concentration curve.

Indices of the intensity of competition in industrial markets. Measuring the
extent of competition in industrial markets by means of the concentration ratio, the
Herfindahl-Hirschman Index, the relative concentration ratio, the Hall-Tideman
Index, the four-firm concentration ratio, Hannah-Kay index, Lind index, a market
share variance. Criteria for determining the extent of competition in industrial
markets in Ukraine’s legislation.

Industrial competitiveness. Industrial competitiveness and a country’s
competitiveness. Pillars of the Global Competitiveness Index. Global research
organizations studying global competitiveness. International competitiveness of an
industry. Determinants of industrial competitiveness.

Learning resources: 2, 4, 7, 8, 14, 15, 16, 17, 18, 20, 21, 22, 23, 24, 25, 26, 27,
29, 34, 35.

4. Economic efficiency of industrial markets

Efficiency of competitive markets. Consequences of market monopolization
and its impact on efficiency.

A. Harberger’s estimate of the cost of monopoly.

The social costs of monopoly power by K. Cowling and D. Mueller.

H. Leibenstein’s X-inefficiency and estimating welfare loss due to market
monopolization.

Maintaining competition in industrial markets: areas and tools. Illegal
corporate behavior and antitrust practice.

Learning resources: 8, 10, 11, 17, 18, 20, 22, 31, 32, 34, 35.

Module 2
Industrial market structure

5. Factors affecting industrial market structure
Technological factors. The minimum efficient scale (MES) and its impact on
the number of firms competing effectively in their industry. Horizontal (economies of
scale, economies of scope, diseconomies of scale) and vertical (different stages of
production within a firm: the “make or buy” decision) boundaries of the firm. The
correlation between industrial concentration and economies of scale. Types of
economies of scale.



Behavioral factors. Elasticity of demand and demand growth rate. Foreign
competition. Long-run firm behavior: market entry and market exit, mergers and
takeovers.

Stochastic factors in the industrial market evolution and their impact on the
positively skewed distribution of firms, when large firms grow faster than smaller
ones. Stochastic modelling (F. Scherer and D. Ross, the law of proportionate effect or
Gibrat process)

State policy and its impact on market organization. State policy as a factor of
market structure.

Learning resources: 8, 17, 18, 20, 23, 24, 34, 35.

6. Market power of firms in industrial markets

Market power and its most common measures. Monopoly power (or market
power) as a firm’s ability to influence price setting and behavior in an industrial
market through demand and supply management. Price behavior and cost behavior of
firms as an indicator of how close an industrial market is to a perfectly competitive
market.

Measures of market power of a firm: J.S. Bain index; the Lerner index; the
Rothschild index, the Tobin’s Q ratio, Papandreou coefficient.

Learning resources: 8, 17, 18, 20, 21, 22, 23, 24, 34, 35.

7. Barriers to entry, barriers to exit and industrial dynamics

Barriers and how they affect an opportunity of firms to raise their prices above
competitive levels without attracting new entrants to enter the industry (J. S. Bain),
production costs which have to be incurred by firms entering the business but not by
established firms (J. Stigler), entry costs for firms seeking to enter the industry (C.
C. von Weizsicker). Barriers to exit.

Classification of industrial markets by entry by J.S. Bain. “Low grade”, “low-
moderate”, “high-moderate” and “highly concentrated” industries. Zero barriers to
entry, medium barriers to entry, high barriers to entry, very high to absolute barriers
to entry.

Natural (structural) barriers to entry: economies of scale, high set-up costs,
high research and development costs, ownership of key resources or materials,
network effect.

Artificial (strategic) barriers to entry. Predatory pricing as well as acquisition;
limit pricing; advertising; bran; contracts, patents and licenses; loyalty schemes,
switching costs.

Zero barriers to entry and quasi-competitive behavior in markets.

Empirical studies of barriers to entry and exit. The height of barriers to entry,
entry-exit statistics, and market dynamics.

Learning resources:1, 3, 8, 17, 18, 20, 23, 28, 34, 35.

8. Vertical integration in industrial markets
Vertical integration and its types. The extent of vertical integration of firms in
industrial markets.



Benefits of vertical integration. Costs of vertical integration.

Consequences of vertical integration. Vertical integration as a factor of
strengthening market power. Vertical integration as a barrier to entry.

Vertical agreements. Franchising as a vertical clause of restraint.

Vertical contracts and their benefits to society. Antitrust control of vertical
interactions.

Learning resources: 8, 17, 18, 20, 23, 30, 34, 35.

9. Product differentiation, market structure and competition

Product differentiation and its implications. A product as a set of properties.
Factors of product differentiation. Product differentiation — real and imagined
differences between competing products in the same industry. Product diversity and
market power of a firm. Expansion of consumer choice.

Types of product differentiation and how they affect the market. Horizontal
and vertical product differentiation. The impact of product differentiation types on
competition and a firm’s position.

Measuring product differentiation by the number of brands, cross-price
elasticity of demand, the generalized entropy index, advertising costs, the Rothschild
index.

Models of horizontal and vertical product differentiation by E. Chamberlin,
Hotelling, Salop, Lancaster and Sutton.

Advertising, price level and product quality. Market structure and advertising
costs. Advertising, monopoly power and profitability.

Learning resources: 8, 17, 18, 20, 34, 35.

10. Antitrust regulation and industrial market structure

Antitrust regulation, its objectives and focus.

Antitrust tools for industrial markets: industry regulation and antitrust laws.
Direct and indirect regulation of industries. Controlling firm behavior in order to
ensure a balance between meeting consumer interests, creating adequate incentives
for manufacturers, efficiency, competition, and profitability. Antitrust regulation and
its effect on all industries and enterprises. Antitrust laws, or competition laws, and
their role in protection from abuse of dominance and molopolization.

Regulation of market structure and firm behavior. Economic regulation.
Antitrust regulation of illegal business practices: horizontal restraints (price fixing;
tying the sale of two products; bid rigging; false advertising; false labeling); vertical
restraints (exclusive dealing; resale price maintenance).

Introducing antitrust legislation and the issue of correlation between market
structure and anti-competitive behavior. The structural approach and the Harvard
School research on the impact of market structure on corporate behavior and
performance. The dominance of the "structural" approach in antitrust policy the
1980s. The impact of the Chicago School on attitudes towards certain vertical
interactions of firms.

Learning resources: 1, 8, 9, 10, 11, 17, 18, 20, 34, 35.



4. CREDIT STRUCTURE OF THE COURSE
“INDUSTRIAL ECONOMICS”
(Full-time form of study)

Hours
No Topics Practical Individual N Sqlf— Control
Lectures student’s |Training|studies of] measures
classes
work students
Module 1
Competition in industrial markets. Effectiveness of industrial markets
1. | Basics of industrial ) 5 5 Questions,
economics theory test
2. | Industrial markets Questions,
and their 4 4 6 test,
classification problems
3. | Industrial 2 4 Questions,
competition and 6 4 6 test,
competitiveness problems
4. Economic efficiency Questions,
of industrial markets 4 4 6 test,
problems
Module 2
Industrial market structure
5. | Factors affecting Questions,
industrial market 4 2 6 test,
structure problems
6. | Market power of Questions,
firms in industrial 4 4 6 test,
markets problems
7. | Barriers to entry, )
barriers to exitand 4 2 6 Questions,
. . . test
industrial dynamics 3 6
8. | Vertical integration 6 ) 6 Questions,
in industrial markets test
9. | Product
differentiation, 6 4 6 Questions,
market structure and test
competition
10. | Antitrust regulation .
and industrial market 6 2 6 Quetstltons,
structure ©s
Total 46 30 5 10 59




5. PRACTICAL CLASSES OUTLINE
Practical class 1
Topic 1. Bacics of industrial economics theory
Objective: to master the basic concepts of discipline, its methodology, focus
and objectives, to get acquainted with the history of industrial economics.
Points for discussion:
1. Industrial economics as a science and a discipline.
2. The concept of the industrial market.
3. The focus and objectives of the course “Industrial economics”.
4. Methodology of industrial economics.
5. History of industrial economics.
Learning resources: 8, 14, 15, 17, 18, 19, 20, 34, 35.

Practical class 2, 3

Topic 2. Industrial markets and their classification

Objective: to learn ways to identify industrial markets, their classification,
assess the market conditions, master the methods of defining product boundaries and
geographic segmentation of market.

Points for discussion:

1. An industrial market and its boundaries. Statistical classifiers in industrial
markets. Methods of defining product boundaries of an industrial market. Geographic
segmentation.

2. Market conditions as an object of economic analysis.

3. Classification of industrial markets.

4. Types of industrial markets according to market structure.

5. Different combinations of classification features and relevant types of
markets.

Learning resources: 5, 8, 12, 14, 15, 18, 19, 20, 34, 35.

Practical class 4, 5

Topic 3. Industrial competition and competitiveness

Objective: to understand the theory and practice of competition and
competitive rivalry in the industrial markets, the determinants of the industry
competitiveness in both domestic and foreign markets.

Points for discussion:
. Industrial competition, its types and forms.
. Advantages and disadvantages of cross-industrial competition.
. Factors of industrial competitive rivalry.
. Industrial markets concentration and monopolism.
. Industry barriers to entry and barriers to exit.
. Indices of competition in industrial markets.
. Industrial competitiveness. Determinants of industrial competitiveness.
. International competitiveness of an industry.

Learning resources: 2, 4,7, 8, 14, 15, 16, 17, 18, 20, 21, 22, 23, 24, 25, 26, 27,
29, 34, 35.
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Practical class 6, 7

Topic 4. Economic efficiency of industrial markets

Objective: to get acquainted with methods of estimating efficiency of
industrial markets, learn estimating consequences of the cost of monopoly, study
ways to maintaining competition in industrial markets.

Points for discussion:

1. Efficiency of competitive markets.

2. Consequences of market monopolization and its impact on efficiency.

3. A. Harberger’s estimate of the cost of monopoly.

4. The social costs of monopoly power by K. Cowling and D. Mueller.

5. H. Leibenstein’s X-inefficiency and estimating welfare loss due to market
monopolization.

6. Maintaining competition in industrial markets: areas and tools.

7. Illegal corporate behavior and antitrust practice.

Learning resources: 8, 10, 11, 17, 18, 20, 22, 31, 32, 34, 35.

Practical class 8
Topic 5. Factors affecting industrial market structure
Objective: to master the factors affecting industrial market structure.
Points for discussion:
1. Technological factors.
2. Behavioral factors.
3. Stochastic factors.
4. State policy and its impact on market organization.
Learning resources: 8, 17, 18, 20, 23, 24, 34, 35.

Practical class 9, 10

Topic 6. Market power of firms in industrial markets

Objective: to learn the peculiarities of the emergence and manifestation of
monopoly power in the industrial market; master the methodology of calculating
monopoly power.

Points for discussion:

1. A firm as a subject of industrial market. Market power of a firm.

2. Assessing a degree of how close an industrial market is to a perfect model.
Measures of market power of a firm.

3. The Bane index.

4. The Lerner index.

5. The Rothschild index.

6. The Tobin’s Q ratio.

7. Papandreou coefficient.

Learning resources: 8, 17, 18, 20, 21, 22, 23, 24, 34, 35.



Practical class 11

Topic 7. Barriers to entry, barriers to exit and industrial dynamics

Objective: to find out the peculiarities of barriers to entry and barriers to exit
in industrial markets, types of strategic and structural barriers and how they affect on
market.

Points for discussion:

1. Market barriers.

2. Classification of industrial markets by entry by J.S. Bain.

3. Barriers to entry, barriers to exit. Natural (structural) barriers.

4. Artificial (strategic) barriers to entry and exit.

5. Zero barriers to entry and quasi-competitive behavior in markets.

6. The height of barriers to entry, entry-exit statistics, and market dynamics.

Learning resources: 1, 3, 8, 17, 18, 20, 23, 28, 34, 35.

Practical class 12

Topic 8. Vertical integration in industrial markets

Objective: to master the issues of vertical integration, its particularities in
industrial markets and find out the impact on industrial competition.

Points for discussion:
. Vertical integration of firms in industrial markets, its types.
. The extent of vertical integration of firms in industrial markets.
. Benefits of vertical integration.
. Costs of vertical integration.
. Consequences of vertical integration.
. Vertical agreements.
. Franchising as a vertical clause of restraint.
. Vertical contracts and their benefits to society. Antitrust control of vertical
interactions.

Learning resources: 8, 17, 18, 20, 30, 34, 35.
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Practical class 13, 14

Topic 9. Product differentiation, market structure and competition

Objective: to find out the role of product differentiation to form the industrial
market structure, master models of vertical and horizontal product differentiation.

Points for discussion:

1. Product differentiation and its implications.

2. Types of product differentiation and how they affect the market. Horizontal
and vertical product differentiation.

3. Measurement of product differentiation.

4. Models of horizontal and vertical product differentiation by E. Chamberlin,
Hotelling, Salop, Lancaster and Sutton.

5. Advertising, price level and product quality.

6. Market structure and advertising costs.

7. Advertising, monopoly power and level of profitability.

Learning resources: 8, 17, 18, 20, 34, 35.



Practical class 15

Topic 10: Antitrust regulation and industrial market structure

Objective: to learn objectives, focus and tools of antitrust regulation to support
competition in industrial markets.

Points for discussion:

1. Antitrust regulation, its objectives and focus.

2. Antitrust tools for industrial markets: industry regulation and antitrust laws.

3. Regulation of market structure and firm behavior.

4. Introducing antitrust legislation and the issue of correlation between market
structure and anti-competitive behavior, the impact of Harvard and Chicago schools.

Learning resources: 1, 8,9, 10, 11, 17, 18, 20, 34, 35.

6. INDEPENDENT ASSIGNMENTS

In the process of study the course “Industrial Economics”, each student
performs an independent assignments.

An independent assignment is implemented in the form of a research tasks
selected by the student to analyze the industrial market, the solution of which requires
the successful mastering the discipline and the gaining skills to apply the acquired
knowledge through collection information, calculations, and conclusions justification.

The independent assignment is issued to the student in the first two weeks of
study and is carried out during the semester according to the set schedules, the
observance of which is a prerequisite for admission to the examination.

The independent assignment is issued to students in the form of a list of
research tasks of an industrial market chosen by the student and agreed with lecturer.

Tasks for independent assignment

Choose an industrial market to explore the features of its operation and the

firms’ behavior on it. Handle the questions:

- the place of the industrial market in the national economy;

- market place in the classifiers of economic activities;

- market boundaries (product, geographical);

- the main indicators that characterize the demand (supply) and supply (production)
in the studied market, conclusions about the state of the market situation;

- determine the type of market structure (oligopoly, monopolistic competition, etc.)
by basic characteristics of the market;

- Dbarriers to entry into the industrial market;

- strategies of firms behavior in the industrial market (in terms of product
differentiation, vertical interactions, pricing, advertising, innovation, etc.);

- aspects of state regulation of this industrial market;

— prospects for the development of the industrial market.

Structure of independent assignment: introduction, three sections, conclusions,
list of recommended and used resources of information. Volume of independent
assignment 15-20 pages.



7. TRAINING ON THE COURSE

1. The introduction involves familiarizing students with the topic of a training
session.

2. The organizational part consist in creating a positive work environment,
establishing rules for conducting and summarizing a training session; familiarizing
students with handouts.

3. In the practical part a group 3-6 students participate in a business game and
practice their problem-solving skills doing case studies.

4. While summarizing students discuss the results of training assignments and
exchange their views on issues assigned for the training session.

Tasks for training

Task 1. Do research on the level of competition in a specific industrial market.
Analyze the dynamics of the industrial market structure based on the gathered data on
market capacity and the share of competing firms. Identify the largest firms operating
in the industrial market and assess their market power.

Task 2. Analyze the concentration level of a specific industrial market. Various
indicators are used depending on the goals of assessing and analyzing the level of
competition in industry markets. They are: concentration ratio, the Herfindahl-
Hirschman Index, the relative concentration ratio, the Hall-Tideman Index, the four-
firm concentration ratio, etc. Calculate all possible concentration indicators. Interpret
the obtained results and make appropriate conclusions about the level of industrial
market concentration.

8. ASSESSMENT TOOLS AND METHODS FOR DEMONSTRATING THE

RESULTS OF STUDY

In the process of study the course “Industrial Economics” assessment method

of students’ work are used:

- standard tests;

— current poll;

- modular testing and poll;

- scoring unit testing and interviews;

- evaluation of performance of independent assignment;

- presentation of results of students’ researches;

- control work;

- final exam;

- other.

9. CRITERIA, FORMS OF ONGOING AND FINAL CONTROL
The final grade (on a 100-point scale) of the discipline “Industrial Economics”
is defined as a weighted average, depending on the proportion of each component of
the test credit.



Module 1 Module 2 Module 3 Module 4 Module 5
10% 10% 10% 10% 5% 15% 40%
Current Modular Current Modular . Independent
Training Exam
assessment control 1 assessment control 2 work
1. The grade for the current 1. The grade for the current | The grade for | Evaluation of | 2 questions
assessment is defined as the | assessment is defined as the | the training is | the task of = 30 points
arithmetic average of grades | arithmetic average of grades | defined as the | independent each of
received during classes (4 received during classes (6 arithmetic work of them.
topics — from 3 to 6 grades). | topics — from 4 to 7 grades). | average of students 1 task =40
grades “Investigation | points.
2. The grade for Modular 2. The grade for Modular received for of industrial
control 1 is given on the control 2 is given on the completing market
basis of the completion of basis of the completion of the tasks peculiarities”
modular work on topics 1 — | modular work on topics 5 — | during the
4 (testing, theoretical 10 (testing, theoretical training.

question, tasks).

question, tasks).

Grading scale:

Siingiothe | A e | sccordig o the ECTS sl
90-100 Excellent A (excellent)
69 | oy [Blum gl
ST sty (D)
S| Uty | DXty i i)

10. TOOLS, EQUIPMENT AND SOFTWARE
FOR STUDY THE ACADEMIC DISCIPLINE

Ne Name Topic numbers
1. | Computers with basic software 1-10

2. | Basic information technology software and specialized 1-10

software

3. | Multimedia projector 1-10

4. | Projection screen -

5. | Moodle platform -
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