NORTH CAROLINA STATE UNIVERSITY
Department of Economics

ECG514—Economics of Information Goods
Summer, 2001 
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OFFICE: 4104 Nelson Hall

OFFICE PHONE: 513-2878; E-MAIL: craig_newmark@ncsu.edu

OFFICE HOURS: Regular hours will be from 2:00 to 3:30, Tuesdays and Thursdays. If you would like to see me but don’t want to visit during these hours, please see me after class or call me to schedule an appointment.

COURSE WEB PAGE: http://www2.ncsu.edu/unity/lockers/class/ecg590a001/ecg590a.html 
COURSE PREREQUISITE: EC301 (Intermediate Microeconomics) or equivalent.

COURSE GRADING AND EXAMS: Your grade for this course will be determined as follows: 80% for the final exam and 20% for class participation. I will use plus/minus grading for your final course grade. 

You will be graded on a “curve”—this means that your grade will depend on your performance relative to your classmates not on your performance relative to an absolute scale. I estimate that the distribution of final course grades will be approximately 35-40% A’s and A-’s, 55-60% B+’s, B’s, and B-’s, and 0-10% C+’s and C’s. 

The final exam is Thursday, June 28, from 6 to 9 p.m.

PLEASE NOTE: You are responsible for taking the final exam on the date designated. Only under extraordinary circumstances beyond your control (such as a death in your immediate family or your severe illness) will you be allowed to postpone taking the final. If you believe that you have a problem severe enough to warrant special treatment, you should talk to me as soon as possible. And you should be prepared to document the problem. 

AND: Cheating will not be tolerated in this course. In accordance with University policy, all students will be required to sign the Honor Pledge on the test.

STUDENTS WITH DISABILITIES: Students with hearing, visual, motor, or learning disabilities should inform me of their situation as soon as possible so that we can make reasonable adjustments to ensure that the academic requirements for this course are not discriminatory. Students who think they may require such adjustments must contact Disability Services for Students in 2000 Harris Hall at 515-7653.
READINGS: The required texts for this course are Carl Shapiro and Hal R. Varian, Information Rules and Stanley J. Liebowitz and Stephen E. Margolis, Winners, Losers & Microsoft: Competition and Antitrust in High Technology. Both should be available at the NCSU bookstore. Additional readings will be available on the Internet.

Course Outline

* -  Denotes required reading

Other readings listed are optional, and they are listed for students interested in reading about selected topics in greater depth

I. The Nature of Information Goods 

A. Definition, properties, and some policy concerns

*Shapiro and Varian, chapter 1.

*Hal R. Varian, “Markets for Information Goods,” October 16, 1998, http://www.sims.berkeley.edu/~hal/Papers/japan/index.html.

J. B. DeLong and A. M. Froomkin, “The Next Economy?” November 22, 1999, http://personal.law.miami.edu/~froomkin/articles/spec.htm.

Michael E. Porter, “Strategy and the Internet,” Harvard Business Review, March 2001.

Harold Demsetz, “Why Regulate Utilities?” Journal of Law and Economics, April 1968.

B. How important are IT and the Net?

Erik Brynjolfsson and Shinkyu Yang, “The Intangible Costs and Benefits of Computer Investments: Evidence from the Financial Markets,” May 1999, http://ecommerce.mit.edu/erik/index.html.

Stiroh, Kevin J. “Information Technology and the U.S. Productivity Revival: What Do the Industry Data Say?” January 24, 2001, http://www.newyorkfed.org/rmaghome/staff_rp/2001/2001.html. 

Erik Brynjolfsson and Lorin M. Hitt, “Computing Productivity: Firm-Level Evidence,” August 2000, http://ecommerce.mit.edu/erik/index.html.

C. A few developments to watch

II. Pricing and Marketing 

A. Price discrimination 

1. Types

2. Welfare analysis

*Shapiro and Varian, chapter 2. 

*Hal R. Varian, “Differential Pricing and Efficiency,” 1996, http://www.firstmonday.dk/issues/issue2/different/.

Michael E. Levine, “Price Discrimination Without Market Power,” February 2000, http://www.law.harvard.edu/programs/olin_center/. 

Raymond J. Deneckere and R. Preston McAfee, “Damaged Goods,” Journal of Economics and Management Strategy, Summer, 1996. Available on reserve and electronic reserves, http://www.lib.ncsu.edu/rbr. 

Jerry A. Hausman and Jeffrey K. MacKie-Mason, “Price Discrimination and Patent Policy,” Rand Journal of Economics, Summer 1988. Available on reserve and electronic reserves, http://www.lib.ncsu.edu/rbr. 

B. Price discrimination: business tactics 

1. Personalization and versioning

2. Bundling

3. Dynamic pricing

*Shapiro and Varian, chapter 3.

*Yannis Bakos and Erik Brynjolfsson, “Bundling Information Goods: Pricing, Profits and Efficiency,” December 1999, http://ecommerce.mit.edu/erik/index.html. 

Yannis Bakos and Erik Brynjolfsson, “Bundling and Competition on the


Internet: Aggregation Strategies for Information Goods,” January 2000, http://ecommerce.mit.edu/erik/index.html. 

C. More market power or less?

1. Efficiency of e-commerce markets

2. Quality uncertainty

*Erik Brynjolfsson and Michael D. Smith, “Frictionless Commerce? A Comparison of Internet and Conventional Retailers,” May 1999, http://ecommerce.mit.edu/erik/index.html.

Indrajit Sinha, “Cost Transparency: The Net's Real Threat to Prices and Brands,” http://www.sbm.temple.edu/~jsinha/cost.html. 

David Friedman, “Contracts in Cyberspace,” May 4, 2000, http://www.best.com/~ddfr/Academic/contracts_in_%20cyberspace/contracts_in_cyberspace.htm.

Glenn Ellison and Sara Fisher Ellison, “Search, Obfuscation and Price Elasticities on the Internet,” January 2001, http://web.mit.edu/sellison/www/papers.html.

Jospeh P. Bailey and Yannis Bakos, “An Exploratory Study of the Emerging Role of Electronic Intermediaries,” Spring 1997, http://www.rhsmith.umd.edu/tbpp/jbailey/pub. 
Yannis Bakos, “Reducing Buyer Search Costs: Implications for Electronic Marketplaces,” Management Science, December 1997 and http://www.stern.nyu.edu/~bakos/.

Fiona Scott Morton, Florian Zettelmeyer, and Jorge Silva Risso, “Internet Car Retailing,” http://papers.nber.org/papers/w7961. 

Karen Clay, Ramayya Krishnan, and Eric Wolff, “Pricing Strategies on the Web: Evidence from the Online Book Industry,” http://www.heinz.cmu.edu/~kclay. 

Jeffrey R. Brown and Austin Goolsbee, “Does the Internet Make Markets More Competitive? Evidence from the Life Insurance Industry,” http://papers.nber.org/papers/w7996. 

III. Lock-In, Network Effects, and Antitrust 

A. Lock-in: management considerations 

1. Definition and types

2. Causes

3. Strategies

*Shapiro and Varian, chapters 5, and 6.

B. Lock-in: public policy considerations

Paul David, “Clio and the Economics of QWERTY,” American Economic Review, May 1985 and available from NCSU machines at  JSTOR.

Ulrich Witt, “‘Lock-In’ vs. ‘Critical Masses’—Industrial Change Under Network Externalities,” International Journal of Industrial Organization, October 1997. Available on reserve and electronic reserves, http://www.lib.ncsu.edu/rbr. 

Benjamin Klein, “Market Power in Aftermarkets,” Managerial and Decision Economics, March-April 1996. Available on reserve and electronic reserves, http://www.lib.ncsu.edu/rbr. 
C. Network effects: management considerations

*Shapiro and Varian, chapters 7, 8, and 9.

D. Network effects: antitrust concerns

1. Concern

2. Reply to concern

*Liebowitz and Margolis, chapters 1, 2, 3, 4, 5, and 6.

*Shapiro and Varian, chapter 10.

*David J. Teece and Mary Coleman, “The Meaning of Monopoly: Antitrust Analysis in High-Technology Industries,” Antitrust Bulletin, Fall-Winter 1998. Available on reserve and electronic reserves, http://www.lib.ncsu.edu/rbr. 

*Rajshree Agarwal and Michael Gort, “First Mover Advantage and the Speed of Competitive Entry,” forthcoming in the Journal of Law and Economics, http://www.bus.ucf.edu/wp/content/papers_2000.htm.
Michael L. Katz and Carl Shapiro, “Antitrust in Software Markets,” September 22, 1998, http://www.haas.berkeley.edu/~shapiro/.

William J. Kolasky, “Network Effects: A Contrarian View,” George Mason Law Review, Spring 1999, available at “Legal Research” on http://web.lexis-nexis.com/universe.

Timothy F. Bresnahan, “New Modes of Competition: Implications for the Future Structure of the Computer Industry,” June 1998,  http://www.pff.org/microsoft/bresnahan.html.

Marvin B. Lieberman and David B. Montgomery, “First Mover Advantage,” Strategic Management Journal, Special Issue, Summer 1988. Available on reserve and electronic reserves, http://www.lib.ncsu.edu/rbr. 

E. Other practices 

1. Predatory pricing

2. Vaporware

Frank H. Easterbrook, “Predatory Strategies and Counterstrategies.” University of Chicago Law Review, Spring 1981.

Stephan M. Levy, “Should ‘Vaporware’ Be An Antitrust Concern?” Antitrust Bulletin, Spring 1997. Available on reserve and electronic reserves, http://www.lib.ncsu.edu/rbr. 

Robert Prentice, “Vaporware: Imaginary High-Tech Products and Real Antitrust Liability in a Post-Chicago World,” Ohio State Law Journal, 1996, available at “Legal Research” on http://web.lexis-nexis.com/universe.

F. Microsoft cases

1. The cases and the charges

2. Evaluation

3. Remedies?

*Liebowitz and Margolis, chapters 7, 8, 9, and 10 and the Appendix.

*David S. Evans, “Antitrust on Internet Time: Whatever Happened to the Government’s Case in United States vs. Microsoft?” September 17, 1999, http://208.29.31.65/NERA.

*Chris E. Hall and Robert E. Hall, “National Policy on Microsoft: A Neutral Perspective,” December 1998, http://www.netecon.com/robert_e_hall_main_page.htm.

*Richard A. Posner, “Antitrust in the New Economy,” August, 2000, http://www.techlawjournal.com/atr/20000914posner.asp. 

Bernard J. Reddy, David S. Evans, and Albert L. Nichols, “Why Does Microsoft Charge So Little for Windows?” January 7, 1999, http://208.29.31.65/NERA

. 

Note, “Antitrust and the Information Age: Section 2 Monopolization Analyses in the New Economy,” Harvard Law Review, March 2001.

John E. Lopatka and William Page, “Microsoft, Monopolization, and Network Externalities: Some Uses and Abuses of Economic Theory in Antitrust Decision Making,” Antitrust Bulletin, Summer 1995. Available on reserve and electronic reserves, http://www.lib.ncsu.edu/rbr. 

Steven J. Davis, Jack MacCrisken, and Kevin M. Murphy, “Integrating New Features into the PC Operating System: Benefits, Timing, and Effects on Innovation,” September 1998, http://www.neramicrosoft.com/level_1/nera_an.htm. 

Benjamin Klein, “Microsoft’s Use of Zero Price Bundling to Fight the ‘Browser Wars’,” February 5, 1998, http://208.29.31.65/NERA.

George Bittlingmayer and Thomas J. Hazlett, “DOS Kapital: Has Antitrust Action Against Microsoft Created Value in the Computer Industry, Journal of Financial Economics, March 2000.

Chris E. Hall, Robert E. Hall, and Susan E. Woodward, “Will Microsoft Capture the Value of the Internet?” September 1998, http://www.netecon.com/robert_e_hall_main_page.htm.

Robert J. Levinson, “Concerns Raised by Recent Software-Related Antitrust Cases,” Antitrust Bulletin, Spring 1996. Available on reserve and electronic reserves, http://www.lib.ncsu.edu/rbr. 

IV. Protection of Intellectual Property 

A. Can rights be protected?

Kenneth Dam, “Self-Help in the Digital Jungle,” April, 1999, http://www.law.uchicago.edu/Publications/Working/index.html, #59.

B. Social welfare problem?

*S. J. Liebowitz, “Copying and Indirect Appropriability: Photocopying of Journals,” Journal of Political Economy, October 1985, http://wwwpub.utdallas.edu/~liebowit/knowledge_goods/jpe/jpe1985.html.

Jim Bessen and Eric Maskin, “Intellectual Property on the Internet: What's Wrong with Conventional Wisdom?” 1997, www.ksg.harvard.edu/iip/econ/bessen.html. 
Michael T. Meurer, “Price Discrimination, Personal Use and Piracy: Copyright Protection of Digital Works,” Buffalo Law Review, Fall 1997, available at “Legal Research” on http://web.lexis-nexis.com/universe.

C. Management opportunities and problems

1. Piracy

2. Sharing 

*Shapiro and Varian, chapter 4.

3D ARK's Piracy Poll Results, http://www.3dark.com/cgi-bin/vote/vote.pl?name=piracypoll&action=view.

Kai Lung Hui, I. P. L. Png, and Yan Cui, “Piracy and the Legitimate Demand for Recorded Music,” March 2001, http://www.comp.nus.edu.sg/~ipng/research.htm. 

Richard P. Rumelt and K. R. Conner, “Software Piracy—An Analysis of Protection Strategies,” Management Science, February 1991.

Joshua Shire and Dan Bernhardt, “Pirated for Profit,” Canadian Journal of Economics, October 1998.

Oz Shy and J. Thisse, “A Strategic Approach to Software Protection,” Journal of Economics and Management Strategy, Summer 1999.

Yannis Bakos, Erik Brynjolfsson, and Douglas Lichtman, “Shared Information Goods,” Journal of Law and Economics, April 1999, http://ecommerce.mit.edu/erik/index.html
.
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