
January 14, 2020

SI 646 Course Syllabus: Information Economics

Instructor: Yan Chen, 4348 North Quad, yanchen@umich.edu

Office hours: Wednesday: 3-5 p.m. at 4348 North Quad, and by appointment

Instructional Aide: Megan St. Andrew, meglynst@umich.edu

Meets: Tuesday 1:00-4:00 pm, 2245 North Quad;

Learning Objectives: This course is a half-semester module, Information Economics. My

goal is to give you a strong grounding in the economics of information goods and services.

We will analyze strategic issues faced by for-profit and not-for-profit organizations: pricing,

bundling, versioning, network externalities and rights management. My teaching objectives

are:

• To provide you with a framework for understanding information problems that involve

the allocation of scarce information resources;

• To familiarize you with the analysis of information problems through the application

of economic principles (e.g., rationality, efficiency);

• To prepare you to analyze realistic, incompletely specified problems of the sort that

confront consultants, product and pricing managers, entrepreneurs, policy makers,

and others.

Prerequisite: Students should have completed SI 563 (Game Theory) or equivalent.

Assignments: Two problem sets and a final paper. You are expected to read the assigned

papers before class and come prepared with one or more questions or comments. Please

submit your questions and comments through Canvas by 8 PM on the Monday before each

class. Reading questions and comments, as well as contributions to in-class discussions will

count towards your grade (10%).

Grading:

Assignment Due Date % of Grade Late Penalty

2 problem sets 1 week from release 60% 2 points for every 24 hours

Final Paper 1 week from release 30% 2 points for every 24 hours

Reading questions and comments Monday 8:00 p.m. 10% 1 point for every 24 hours
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Original Work Policy

Collaboration: I strongly encourage collaboration while working on homework problems.

Active learning is effective. Collaboration will be especially valuable in summarizing the

reading materials and picking out the key concepts. You must, however, write your home-

work submission on your own, in your own words, before turning it in. If you work with

someone on the homework before writing it, you must list any and all collaborators on your

written submission.

Plagiarism: All written submissions must be your own, original work. Original work for

narrative questions is not mere paraphrasing of someone else’s completed answer: you must

not share written answers with each other at all. At most, you should be working from

notes you took while participating in a study session. Largely duplicate copies of the same

assignment will receive an equal division of the total point score from the one piece of work.

You may incorporate selected excerpts from publications by other authors, but they must

be clearly marked as quotations and must be attributed. If you build on the ideas of prior

authors, you must cite their work. You may obtain copy editing assistance, and you may

discuss your ideas with others, but all substantive writing and ideas must be your own, or be

explicitly attributed to another. See the Rackham Graduate policy on Academic and Profes-

sional Integrity for the definition of plagiarism, and associated consequences: http://www.

rackham.umich.edu/policies/academic_and_professional_integrity/statement_on_

academic_integrity/.

Accommodations for Students with Disabilities

If you think you need an accommodation for a disability, please let me know at your earliest

convenience. Some aspects of this course, the assignments, the in-class activities, and the

way we teach may be modified to facilitate your participation and progress. As soon as

you make me aware of your needs, we can work with the Office of Services for Students

with Disabilities (SSD) to help us determine appropriate accommodations. SSD (734-763-

3000; http://ssd.umich.edu/ ) typically recommends accommodations through a Verified

Individualized Services and Accommodations (VISA) form. I will treat any information you

provide as private and confidential.

Readings: Papers will be accessible from Canvas. The following books are recommended.

• Shapiro, C. and H. Varian (1998). Information Rules (Harvard Business School Press).

Available on reserve in the Shapiro Library; relevant chapters on ctools.

• Watson, Joel. Strategy: an Introduction to Game Theory. This is the textbook for SI

563, which treats the solution concepts in a rigorous way.
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Week 1. (1/14) Introduction to Economics of Information; Game theory review

Objective: What types of useful questions can we answer with information economics?

How can we make decisions with incomplete information? What is the value of ob-

taining more information?

Shapiro and Varian: ch. 1; Varian: ch. 35.

Week 2. (1/21) Pricing

Objective: What value do individuals get from information? What are they willing to

pay? How should information providers who want compensation for the distribution

and/or use of their information set prices?

Shapiro and Varian: ch. 2;

Gneezy, A., U. Gneezy, G. Riener and L. D. Nelson (2012). “Pay-what-You-want,

identity, and self-signaling in markets,” Proceedings of the National Academy of Sci-

ences.

Gneezy, A., U. Gneezy, LD Nelson and A. Brow (2010). “Shared social responsibility:

A field experiment in Pay-What-You-Want pricing and charitable giving,” Science,

329, 5989, 325-327.

Chen, M. Keith, and Michael Sheldon (2015). Dynamic Pricing in a Labor Market:

Surge Pricing and Flexible Work on the Uber Platform. UCLA Working Paper.

Chen, M. Keith, Judith A Chevalier, Peter E Rossi and Emily Oehlsen (2019). The

value of flexible work: Evidence from Uber drivers. Journal of Political Economy.

Week 3. (1/28) Network Externalities

Objective: What are the implications for competition, efficiency and new product

innovation when information goods or services are characterized by network external-

ities?

Shapiro and Varian: ch. 7

Katz, M. L. and Shapiro, C. (1985). Network Externalities, Competition, and Com-

patibility. The American Economic Review. Vol. 75, No. 3 (Jun., 1985), pp. 424-440.

Katz, M. L. and Shapiro, C. (1994). Systems Competition and Network Effects.

Journal of Economic Perspectives. 8(2): 93-115.

Parker, G. and M. Van Alstyne (2005). Two-Sided Network Effects: A Theory of

Information Product Design. Management Science. Vol. 51, No. 10 (Oct., 2005), pp.

1494-1504.

Tucker, C. and J. Zhang (2010). Growing Two-Sided Networks by Advertising the

User Base: A Field Experiment. Marketing Science, Vol. 29 No. 5, September-

October 2010, pp. 805-814.
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Eisenmann, S. Kominers and A. Lam (2017). Updating Dating. Harvard Business

School Case.

Week 4. (2/4) Bundling

Objective: How should an information provider in competition with others configure

the information goods or services she offers? Digital information is relatively easy

to unbundle and re-bundle. If providers have imperfect information about what in-

formation consumers want, what strategies can they follow to learn about customer

preferences?

Shapiro and Varian: ch. 3 pp. 73-78

Bakos, Yannis and Brynjolfsson, Erik (1999). Bundling Information Goods: Pricing,

Profits, and Efficiency. Management Science 45 (12):1613-1630.

Bakos, Yannis and Brynjolfsson, Erik (2000). Bundling and Competition on the

Internet. Marketing Science, 19(1): 63–82.

Danaher, Brett, Yan Huang, Michael D. Smith, and Rahul Telang (2014). An Empir-

ical Analysis of Digital Music Bundling Strategies. Management Science.

Week 5. (2/11) Rights Management

Objective: Creating information content requires effort, and effort is costly. At least

some creators will create less if they cannot obtain compensation for their efforts.

Digital rights management is a family of approaches to protect the rights of creators

to obtain compensation. Yet many claim that unprotected sharing does not harm

creators, and may even benefit them. What do we know currently about basic models

of rights management, and their impacts on compensation to creators?

Shapiro and Varian: ch. 4

Dirk Bergemann, Thomas Eisenbach, Joan Feigenbaum, Scott Shenker (2011), Flexi-

bility as an Instrument in Digital Rights Management. Workshop on the Economics

of Information Security.

Case study: File Sharing

Felix Oberholzer and Koleman Strumpf (2007). The Effect of File Sharing on Record

Sales: An Empirical Analysis. Journal of Political Economy, 115(1): 1-42.

Liebowitz, S. (2007), A Comment on the Oberholzer-Gee and Strumpf Paper on File-

Sharing, Working paper, University of Texas at Dallas (September). Available from:

http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1017418.

Bessen, James and Maskin, Eric (2009). Sequential innovation, patents, and imitation.

The RAND Journal of Economics 40(4): 611 – 635.

Week 6. (2/18) Crowdsourcing: Contests, Tournaments and All-Pay Auction Mechanisms
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Liu, Tracy Xiao, Jiang Yang, Lada Adamic and Yan Chen (2014). “Crowdsourcing

with All-Pay Contests: A Field Experiment on Taskcn.” Management Science 60 (8):

2020–2037. August 2014.

Bimpikis and S. Ehsani and M. Mostagir (2019). Designing Dynamic Contests. Op-

erations Research.

Mostagir, M., Y. Chen and I. YeckehZaare (2019). Information Provision in Dynamic

Contests: An Experimental Study. Working Paper.

Week 7. (2/25) Ride sharing

Cohen, Peter, Robert Hahn, Jonathan Hall, Steven Levitt and Robert Metcalfe (2018).

“Using Big Data to Estimate Consumer Surplus: The Case of Uber.”

Cao, Guangyu, Ginger Jin, Xi Weng and Li-an Zhou (2018). “Market Expanding

or Market Stealing? Competition with Network Effects in Bike-Sharing.” NBER

working paper #24938.

Liu, Tracy Xiao, Zhixi Wan and Chenyu Yang (2019). “The Efficiency of A Dynamic

Decentralized Two-sided Matching Market.”

Ai, Wei, Yan Chen, Qiaozhu Mei, Jieping Ye and Lingyu Zhang (2020). “Team

Competition and Driver Productivity in Ride-sharing: A Natural Field Experiment

at Didi.” Working paper.
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