
Contents

Acknowledgem ents.

Preface......................

A boút theA uthor...

I

Theoretical Foundations
1. Industrial Economics: An Introduction...............
2. Framework o f  Analysis o f  Industrial Economics.
3. Theories o f  the Firm and Internai Organisation.
4. Market Structure........................................................

vii

..ix

..xi

...3

...9
17
25

II
Analysis o f Pricing Practices and Strategic Firm Behaviour

5. Pricing Practices and Strategies o f Firms........................................................41
6 . Non-Price Strategies..................................... .......................................................69

III
Industrial Location and Finance: Theory and Practice

7. Industrial Location: Theory and Practice....................................................99
8. Industrial Finance: Theory and Practice......................................................1 1 3

IV
Public Policy and Industrial Development in África

9. Public Policy for Industrial Development in Á frica.................;................ 135
10. Industrial Development in África................................................................ 179

References..........................................................................................................................197
Index   ............................................................................................................................ 207





Acknowledgements

I would like to thankthe Council for the Development o f Social Science Research 
in África (CODESRIA) for awarding and motivating me to write this book.

I am also gratefiil to m y industrial economics students at the University 
o f  Dar-es-Salaam, Tanzania, M A  students at Joint Facility for Electives (JFE)/ 
African Economic Research Consortium  (AERC), Nairobi, Kenya and the 
industrial economics students at the University o f  Botswana. Although all o f  them  
contributed unknowingly to the development o f  this textbook, the more recent 
students contributed more since I taught them simultaneously w ith writing the 
book. Their feedback through questions and comments contributed significantly 
by way o f  inspiring the revision and hence the clarity o f  some o f  the material.

Thanks also go to the lecturers and administrators at various tertiary institutions 
for their valuable suggestions and/or other forms o f  co-operation. Special 
lecturers and administrators include Prof S. M . Wangwe, P rof A. Mbelle, P rof R! 
Mabele, D r L. Rutasitara, D r A. Mkenda, and D r J. Aikaeli (University o f  D ar­
es- Salaam); D r F. Mutasa (Open University ofTanzania); P rof B. Ndulu, P rof D. 
Rwegasira and Prof. W. Lyakurwa (JFE/AERC, Nairobi); Profs H. Siphambe, N. 
Narayana, O. Galebotswe, I. Mogotsi and P. Makepe (University o f  Botswana); 
D r E. Kaakunga and D r Kakuja-M atundu (University o f  Namibia).

I am also grateful to all reviewers whose positive suggestions and guidance 
made me revisit and improve on the weak part o f  the book.

Great thanks go to all the other people not mentioned by name, who direcdy 
or indirectly contributed positively to the development o f  this book.

.Last, but not least, my sincere gratitude goes to m y wife, Judith, for her 
support through our joint prayer and her patience during m y long absence while 
I was writing this textbook.



X Industrial and Dcvelopmcnt Economics

and Market Structure. Pare cwo analyses firm strategies in two chapters: Pricing 
Practices and Strategies o f Firms, and Non-price Strategies. The third part 
focuses on Industrial Theory and Practice with reference to Industrial Location 
and Finance as two distinct chapters. The last part analyses Public Policy and 
Industrial Development, each aspect forming a chapter.

Each chapter is arranged pedagogically, starting with learning objectives, 
followed by introductory remarks, then content and finally conclusion and 
review questions. Examples and case studies are provided from África, especially 
in the applied parts.

Professor Stephen M. Kapunda
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Scope and Methods o f Industrial Economics

Although some studies like Andreosso and Jacobson (2005 :1)  and Church and 
W are (2000 :7) tend to regard industrial economics and industrial organisation 
as the same concept, slight differences in terms o f  use, location and coverage are 
w orth noting. Firstly, ‘industrial economics’ is a term which has m ainly been used 
in Europe, while Americans tend to use the term ‘industrial organization’.

Secondly, according to Hay and Morris (1991)  and Ferguson-Ferguson (1994), 
whereas industrial organisation underlines the structure o f industries at a particular 
point o f  time, industrial economics includes also the dynamics o f  industrial 
structure. Industrial economics, therefore, examines the evolution o f  industry as a 
process in time at the macro levei, the sector or industry levei, and the firm levei.

However, both industrial economics and industrial organisation use the S-C-P  
paradigm as a basic framework o f  analysis. O ther alternative schools o f  thought 
include Harvard and Chicago school approaches and the ‘new Austrian school 
o f  economic thought.

The Harvard school o f  thought is closely comparable to the S-C-P approach 
adopted in this book as it dates back to the traditional S-C-P paradigm developed 
by Mason (1939) at Harvard University and later by Bain (1956). The approach, 
in general, underscores the importance o f  m onopoly linked to certain market 
structures as a general issue in industrial economic analysis.6

The Chicago school essentially uses price theory which employs microeconomic 
models to explain market structure and the behaviour o f  firms.

The ‘new Austrian school generally opposes government intervention in industry 
but agrees that political support for a free market economy is important.7

There are also aspects o f  emphasis which may be generally regarded as 
approaches to industrial economics analysis; they include economic geography, 
game theory and contestable market theory. Although this book also employs 
some o f  these aspects such as economic geography (see Chapter 7 on industrial 
location), it supports Kays (2002) position that the S-C-P approach remains 
dom inant in industrial economics analysis.

Conclusion
This chapter has provided the historical note o f  industrial economics -  indicating 
that it became a separate economic discipline in the 1950s. The chapter has also 
defined various concepts related to industrial economics or industrial organisation 
— whose scope and methods have been explained.

Review Questions

1. Explain the evolurion o f industrial economics indicating when the course 
became a separate economics discipline.
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2. W h at would you consider to be a superior defínition o f  industriai
economics? W hy?

3. How would you difFerentiate industrial economics from (i) micro- 
economics, (ii) industrial organisation?

4 . (a) DifFerentiate between broad and narrow definitions o f  industry.

(b) State the criteria which may be useful in gauging the degree o f  
industrialisation.

5. Consider the following data for the Botswana economy for the year 20 10 :

Table 1 .1 :  Botswana’s G D P  and Employment (2010)

Sector GDP* (Pb m illion) Employment®
Agriculture 500 6  0 0 0
M ining 10  00 0 10  0 0 0
Manufacturing 10 00 3 5  0 0 0

Public Utilities 7 0 0 3  00 0
Construction r  3 0 0 25  00 0
Others 1 1 5 0 0 22 1  00 0
Grand total 25 ,0 0 0 3 0 0 ,0 0 0

Notes:

a. Constant 1993/94 prices

b. P = Pula (U S$1 = P 7 in  2 0 10 )

c. Population for Botswana = 1 .8  m illion in 2 0 1 0
Use the data to decide whether Botswana was industrialised o r not in 2 0 1 0 . State 
the criteria you use.

6. Consider the following data for Tanzanias. economy in the year 2 0 1 0  
(Tables 1 .2  and 1.3)

Table 1.2 : Tanzanias G D P  at M arket Prices (2010)

Serial Number Sector G D P (sh million)

1 Agriculture 4,060 ,554
2 Mining 402,331
3 Manufacturing 1,639,050
4 Public Utilities (Electricity, gas and water) 430 ,689
5 Construction 1,182 ,581
6 Others 9 ,113 ,35 8

GDP 16,828,563
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Table 1.3 : Human Resource (2010)

H uman Resources (2010 )

Population 4 3 ,0 0 0 ,0 0 0

Labour force 2 3 ,0 0 0 ,0 0 0

Total Employment 2 0 ,0 0 0 ,0 0 0

Industrial Employment 3 3 0 ,0 0 0

Manufacturing employment 1 1 0 ,0 0 0 '

Source: United Republic o f Tanzania — URT (2011), The Economic Survey, URT.

Use thê data selectively and apply preferably Sutcliffe criíeria to decide whether 
Tanzania was industrialised or not in 2 0 10 .

Notes

1. See also Clarke (2000:1).
2. For details see Andrews (1951,1952), and Barthwal (1985).
3. Andreasso and Jacobson (2005:1) also consider industrial economics and industrial 

organisatjon as the same subject. Whcreas the former is common in Europe and 
África, the latter is common in the USA.

4. See also Clarke (2000:7): Kapunda and Mbogoro (1989:147) and Sutcliffe (1971:16).
5. Source: Botswana Central Statistical Office data.
6. For details see Clarke (2007:5).
7. For details see, for instance, Littlechild (1978).
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