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1. Contacts
Classes will be taught by two lecturers:

Enseignement réservé aux
étudiants du Master Recherche
en Relations Internationales
spécialité Economie

Cyrille Schwellnus: cyrille.schwellnus@cepii.fr
Jens Arnold:
jens.arnold@oecd.org

2. Objectives of the course
The objective of this course is to enable students to think about complex market situations in the framework of
economic models, and to apply the modeling tools presented in this course to the analysis of imperfectly
competitive markets.
The course will outline the basic microeconomic principles governing public interventions in a market economy.
We will discuss the perfect competition benchmark, and point out different classes of departures from the
competitive equilibrium case. We will then evaluate different ways to address such situations with regulatory
measures. The main focus will be on the microeconomic foundations for regulatory action. Further issues addressed
in the course are the political economy of regulatory action, the outcomes of different approaches to regulation in
complex real world situations and robust policy rules derived both from microeconomic theory and real world
experiences. Short case studies will be used to show the real-world difficulties in designing regulatory measures,
drawing on recent examples in both industrial and developing countries. Finally, we will also discuss a number of
international issues related to regulation, in particular questions regarding restrictions on foreign participation in
regulated industries.

3. Methods
The course will cover a substantial amount of applied economic theory, but should be fairly self-contained even for
those with limited prior knowledge of microeconomics. We will practice and review the material covered by means
of homework assignments. In addition, weekly readings will be assigned, including both chapters of the main text
book and articles in academic journals.

4. Assessment
Students are expected to participate actively in class, and apply their understanding of theory to the situations
discussed in class. Class participation will account for 1/6th of the final grade. Homework assignments, to be done
in small groups, will account for another 1/6th, with the rest of the grade coming from the final exam.

5. Course plan
Topic 1.

Why regulate? The competitive equilibrium benchmark, and departures from perfect competition.
Classes of market failures, the case for public intervention as a remedy on normative grounds.

Topic 2.

The Positive Theory of Regulation. What objectives do regulators pursue? Models of political
economy and regulatory capture. Market failure vs. government failure.

Topic 3.

The Economics of Natural Monopoly: Basic cost theory.

Topic 4.

Regulation of Natural Monopoly by active intervention: rate of return vs. price cap regulation,
discretion over pricing structures, regulation of quality.

Topic 5.

Yardstick competition and franchise auctions as an alternative to active intervention.

Topic 6.

Public Enterprise. The state as a provider of goods and services, incentive structures, managerial
models.

Topic 7.

Dynamic Issues in Natural Monopoly Regulation. Differing degrees of competition across market
segments. Interdependencies between segments. An application to the telecommunications sector,
and case studies of developing countries: Argentina, Chile, Zambia.

Topic 8.

The international dimension of regulation: Externalities from foreign presence, regulation of
international trade in services.

Topic 9.

Imperfect Information and Banking Regulation.
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7. Detailed Reading List
Will be distributed during the first session of the course.
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