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Bridging Microeconomic Theory
‘ with Market Reality

Industrial Organization Economics applies theoretical microeconomics—specifically price theory—to the ‘
actual operations of industries, commercial enterprises, and complex markets. It is the analytical toolset

used to dissect how firms behave in the real world.

Microeconomics
[Price Theory]

: ' ‘ - I = : ;l:_.-.
' %ﬁi‘l‘ﬂ. m =

RN
/

i > — .. Macro Market |
= | Realities

]
—

2
B
.l.‘.
P
- e -
-ﬁ




Navigating the Spectrum of
Market Concentration
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Key Insight: While ecanomic fundamentals focus heavily on |

_realities of Oligopoly and Monaopolistic markets.

Perfect Competition and Manapoly, the practical application
of 10 Economics primarily targets the complex structural
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Four Diagnostic Lenses for Analyzing Industries K
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Structure-Conduct-
Performance (SCP)

Chicago School

Harvard School University of Chicago

Focus: Structural
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Focus: Long-term

links and short- market efficiency
term market driven by
interventions. microeconomic
price theory.
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Game Theory

von Neumann & Morgenstern

- Focus: Strategic

decision-making,
conflict, and
cooperation
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between rival firms. | |
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New Empirical |10

Modern Econometrics
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Focus: Testing
complex structural
models against
real-world data to
prove competitive
behavior.
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The SCP Framework Maps the
Mechanics of Markets

Developed by the Harvard School, the SCP approach operates on
a strict cascading logic: the fundamental conditions of a market

dictate its structure, which governs firm behavior, which
ultimately determines the market's economic performance.
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‘Opposing Forces Set the Basic i

Conditions of the Market ﬂ'lg"‘&j“i"fmlfl'“w'
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Architecture of Competi

different stages of the

Ownership across
supply chain.

LB &
=t

o \ON’ /7
P . .h_. <

Vertical Integration:
Ownership across
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Numbers of Buyers and o

Sellers: The population
density of the market

arena.
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different stages of the

supply chain.
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Barriers to Entry: The
height of the walls
preventing new firms from
accessing the market.

multiple product categories.

-9 Diversification: The spread
of operations across

©

The distinctiveness of the

Product Differentiation:
offerings.



‘Conduct Represents the
Strategic Maneuvers of Firms




Performance Metrics Reveal
the Output of the System

Price Levels: Are costs optimized
for the consumer?
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Equity: Is wealth fairly
distributed?
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Production Efficiency: Is
waste minimized?

Product Quality: Does the
output meet standards?

Allocative Efficiency: Are resources
distributed where most valued?
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Technical Progress: Is the Profits: Is the system
industry innovating? sustainable for operators?




Government Policy Acts as the System Regulator
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Antitrust enforcement Altering Barriers to Entry Taxes and Subsidies
and Regulation Government policy cantion creation and ﬂ! The taves and subsidiee: muliletieon
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Investment Incentives Employment Incentives Macroeconomic Policies
Lorem Ipsum dolor sit amet, consectetur 'Ii Lorem ipsum dolor sit amet, consectetur ]E—J J ,|| Lorem ipsum dolor sit amet,
: fi consectatuar adipiseing elit, sed do

adipiscing elit, sed do eiusmod tempor i adipiscing slit, sed do elusmod tempor
incldidunt ut labore et dolore m. incididunt ut labore et delore magr - ejusmod tempor incidunt ut lalore et
aliguemret volutpat. dolore magna aliguamm erat volutpat.
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The Chicago School Shifts Focus
to Long-Term Efficiency

Core Concept: Dominating from 1960

to 1980, the Chicago School challenged
long-term market dynamics over | |
~ short-term structural flaws. 1

the Harvard SCP approach by prioritizing h- e

g L
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Mechanism: It relies heavily on |
microeconomic price theory, arguing
that markets naturally trend toward b=
efficiency and self-correction, |
 thereby questioning the need for |
aggressive public policy interventions. |
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Market State (Volatiliiy vs. Equilibrium)
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Game Theory Reframes Competition
as Strategic Conflict

Core Concept: Emerging strongly
between 1980 and 1990, built on the
foundations laid by von Neumann
and Morgenstern.
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Mechanism: Competition is analyzed as a
strategic game where firms are hyper-aware
of their rivals. Organizational behavior—such i
as setting output quantities, pricing, and L
- advertising levels—is dictated by anticipating |
- and countering the moves of competitors.
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The Empirical Era Demands
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Econometric Validation ; IBEK
AP = f(Q, MC) e I R, e P
Core Concept: Since 1990, the New T AP = f MC. il e R
| Empirical Industrial Organization l AP =TRG M :-:1“"}
approach has dominated. It moves !
away from pure theory toward
rigorous proof.
o |
Mechanism: It utilizes complex
structural models combined with l ol i i
advanced econometrics to test nt'l ¥
competitive behavior in specific = - 4 : 7
et S The Constraint: The accuracy of these
. sophisticated models is entirely
dependent on, and often limited by, the
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availability of real-world data.
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Comprehensive Analysis Requires All Four Diagnostic Lenses

To truly understand modern industrial organization, analysts cannot rely on a single framework. They must map the
structural blueprint, calculate long-term efficiency, anticipate strategic rivalries, and validate theories with econometric data.

Efficiency
(Chicago)

(SCP)

Data
(Empirical)

Strategy
(Game Theory)
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Understanding Firm Behavior
Unlocks Effective =

Industrial Organization Economics is
the ultimate synthesis of micro and
macro perspectives. By deeply
understanding how firms compete,
strategize, and react within specific
market structures, analysts and

regulators gain the vital ability to
accurately assess market health .
and draft policies that foster
sustainable, efficient growth.
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