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INTRODUCTION 

One of the rnajor concerns of the body of 
economic anAyses surrounding the theory of 
the firm is whether the profit behaviour of 
oligopolistic industries differs from that of 
competitive industries. Theory suggests that 
where small groups of sellers account fbr a 
subslan tial proportion of an industry's output, 
the recognition of mutual interdependence 
will resiilt in the absence of price competition. 
In recent years significant progress has been 
made in devrlloping a theoretical model to 
explain concentrating impact among 
consumer goods industries, and a number of 
empirical studies have been carried out to test 
the hypotheses which have been advanced. 
The findings however, are not conclusive. 
The work of Ekelund and Maurice (1969) has 
shown that concentration has no effect on 
profitabilitv. Mann, Henning and Meehan 
(1967) on the other hand contended that the 
nvo are intimately connected. Similar findings 
lver-e recorded in the work of Comanor and 
M'ilson (1965) ;is well as that of Collins and 
Preston ( 1969). 

MARKET STRUCTURE AND PROFIT 
LEVEL IN DEVELOPING ECONOMIES 

The original objective of this work was to test 
the simple hypothesis that excessive market 
power, by removing the need to keep prices 
down to their competitive levels, enables firms 
to earn excessive profits. It was thought that 
the market power enjoyed by a firm depends 
o n  two factors:  t h e  d e g r e e  of seller 
concentration in the industry it is operating 

in, and the height of barriers to entry into the 
market. The difficulty of entry was assumed 
to depend mainly on  the importance of 
economies of scale normally enjoyed by large 
firms. T h e  explanation for inter-market 
differences in profitability has generally been 
sought in the characteristics of market 
structure, such as market concentration, 
market size, product differentiation a n d  
corporate diversity. Rain's study ( 1956) was 
the first to test the hypothesis that there is a 
dis t inct  b reak  in profitabil i ty between 
concentrated industries. The importance of 
this work stems from many parallels. For 
instance, the attempt to mould traditional 
production techniques with modern flexible 
production systems in order to produce the 
kind of unique product which can be later 
exported tcl other developing countries, may 
find root in the food industries in Malaysia, 
and may consequently provide unequal 
profits. While on n fim'om' grounds we would 
expect  the  variables that  influence the  
relationship between market structure 
variables a n d  profit levels to hear some 
similarities in developing countries to those 
in developed countries, there may be some 
special f'aci ors about the former that may 
affect the outcome. For instance, in most 
developin!; count r ies ,  t h e  product ion  
techniques in the manufacturing sector can 
be dualistic:, with the modern production 
techniques located mostly in the urban 
markets a n d  the  tradit ional product ion 
techniques serving the non-urban consumers. 
As such, it will be interesting to see whether 
the possible relationship which has been 
observed in the industrial economies may be 
different in the developing countries given 












