Industrial Organization II

Andrei Bremzen

Module III, 2004-2005.

This class covers topics left behind in IO I, in particular the theory of a firm, theory of durable goods and the economics of compatibility. 

The only prerequisite for this class, other than familiarity with core micro program (especially principal agent theory) is IO I. There will be a midterm that will count for 30% of the class grade and the final exam will count for the rest of the grade.

There is no single comprehensive textbook. I will occasionally use two of them:

Shy, Oz: Industrial Organization, The MIT Press, 1995.

Tirole, Jean: The Theory of Industrial Organization, The MIT Press, 1995.

Also there is a book that I will need for the first topic:

Hart, Oliver: Firms, Contracts and Financial Structure, Oxford University Press, 1995.

1. Theory of a firm (2-3 classes). 

Coase (1937) The Nature of the Firm, 1937, Economica.

Hart: chapters 2 and 3;

O.Hart, J.Moore (1988) Incomplete contracts and renegotiations. Econometrica 56(4): 755-786;

G.Noldeke, K.Schmidt (1995) Option contracts and renegotiations: A solution to the hold-up problem. Rand Journal of Economics 26(2): 163-179;

G.Noldeke, K.Schmidt (1998) Sequential investments and options to own. Rand Journal of Economics 29(4): 633-653;

P. Joskow (1985) Vertical Integration and Long-term Contracts: The Case of Coal-burning Electric Generating Plants, Journal of Law, Economics and Organization, 1(1): 33-80.

2. Managerial compensation (1-2 classes) .

Shy chapter 15; 

C.Fershtman, K.Judd (1987) Equilibrium Incentives in Oligopoly, American Economic Review,77: 927-940;

E.Lazear, S.Rosen (1981) Rank-Order Tournaments as Optimum Labor Contracts, Journal of Political Economy 89: 841-864. 

3. Monopoly and Vertical Product Differentiation. (2 classes). Product space, choice of product quality and Swan theorem. Search, experience and credence goods. Unobservability of the quality. Price as a signal for quality. Goodwill prices. 

Tirole Chapter 2; 

P.Swan (1970) Durability of Consumer Goods, American Economic Review, 60: 884-894;

P.Swan (1970) Market Structure and Technological Progress: the Influence of Monopoly on Product Innovation, Quarterly Journal of Economics, 84: 627-638;

P.Swan (1971) The Durability of Consumer Goods and the Regulation of Monopoly,  Bell Journal of Economics (1971).

A.Wolinsky (1983) Prices as Signals of Product Quality, Review of Economic Studies, 50:647-658;

A.Bremzen (2004) Bargain or Post the Price? Mimeo.

4. Durable Goods and Coase conjecture (2-3 classes). Dynamic monopoly, self-competition, value of commitment. Coase conjecture. Planned obsolescence.

Shy Chapter 12.

Tirole section 1.5 

Fishman Gandal Shy (1993) Planned Obsolescence as an Engine of Technological Progress,  Journal of Industrial Economics, 41: 361-370.

5. Entry, accommodation and exit (2 classes). Sunk costs, blocking, deterrence and accommodation of entry. War of attrition, limit pricing. 

Shy Chapter 8.

Tirole chapters 8 and 9. 

P. Milgrom, J.Roberts (1982)  Limit Pricing and Entry under Incomplete Information: An Equilibrium Analysis, Econometrica, 50(2): 443-459.

6. The Economics of Compatibility (2-3 classes). Network externalities, path dependency and standards. Standardization-variety tradeoff. Standardization and software provision. Economics of open source software.

Shy Chapter 10, 

P. David (1985) Clio and the Economics of QWERTY, American Economic Review, 75(2): 332-337;

J.Farell, G. Saloner (1985) Standardization, Compatibility and Innovation, Rand Journal of Economics, 16:70-83;

J.Farell, G. Saloner (1986) Standardization and Variety, Economic Letters, 20:71-74.

J. Church, N.Gandal (1992) Network Effects, Software Provision and Standardization, Journal of Industrial Economics 40: 85-104.

J. Lerner, J. Tirole (2002) Some Simple Economics of Open Source, Journal of Industrial Economics 2002. 50(2):197-234.

