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PREREQUISITES

I assume the student knows the basic elements of the standard undergraduate
courses in Micro and Mathematics. For instance, I assume s/he is able to find
the demand function or the monopolist's optimal action, and that s/he is able to
solve an unconstrained maximization problem in R. I do not assume s/he knows
Game Theory. Nonetheless, if the student has already taken a course in Game
Theory then s/he may go over the Nash Equilibrium in pure strategies for games
in normal form.

LEARNING OUTCOMES

I want the student to know all the topics in the syllabus, and to be able to apply
the models underlying each topic to what both firms and antitrust agencies do in
industries with network effects. I want the student to be able to use the
comparative statics of these models as well as the other techniques s/he has
studied during my course to make predictions, and to evaluate both the private
and public implications of these practices. I want the student to be able to
describe both the fundamental economic features of the phenomenon s/he is
looking at and the model s/he uses to study that phenomenon.

ASSESSMENT METHODS

To judge the student I will make an oral examination. I will ask no less than
three general questions, that is questions about topics or subtopics of the
syllabus. For instance: tying independent goods; exclusivity contracts, and so
on. During the course we will associate each point with one or more models. I
want the student to pick a model, to explain what the model is about, to discuss
the assumptions, and to get the results. I do not require the student to write
down the entire model or to go through computations, but I want the student to
explain rigorously how to obtain the results, and to interpret them. For instance,
if the student wants to talk about equilibria with fulfilled expectations, s/he needs
not find the firm's demand function, then the conditions for an interior Nash
Equilibrium, and finally the ones for the expectations to be fulfilled. But s/he has
to tell one condition from another, explain how to obtain them, and then use
them to show that the equilibrium actually exists.
I will also ask specific questions, that is questions about the fundamental points
underlying the results. For instance: why does a monopolist platform that asks
transaction fees set the price structure so that it maximizes demand? Why by
tying two independent goods does a firm get a lower marginal profit from raising
the price of the competitive good?
If the student discusses even only one general topic in a satisfactory way, s/he
will get from 18 to 22. As s/he discusses more topics s/he gets a larger mark. If
the student cannot explain a single point about every general topic, then she will
not pass the exam.

EDUCATIONAL OBJECTIVES

The course is an introduction to network effects and business strategies that are
relevant in the presence of network effects. It deals with general topics, such as
the equilibrium with fulfilled expectations and the equilibrium structure and the
comparative statics of the industry, as well as with applications, such as tying,
excusive dealing contracts, and two-sided markets.

TEACHING METHODS

I will give 24 classes and two exercise sessions, of two hours each.
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SYLLABUS
Hrs

Frontal teaching

6

1. Motivation. The syllabus. Introduction to network effects. Empirical relevance of network effects. Tying.
Exclusive dealing. Two sided markets. Cases. Review of games and markets.

11

2. Equilibrium with fulfilled expectations. Compatibility and comparative statics. Incompatibility and
asymmetries. Choice of the compatibility regime. Standardization. Pricing and technology adoption.

2

2. Network effects and critical mass. Network externalities and social inefficiencies.

2

3. Indirect effects and two-sided markets. Introduction and overview of business strategies.

6

3. Monopolistic platform that charges access fees; that charges transaction fees; that charges both types of
fees.

2

3. Competing platforms that charge access fees (no multihoming case).

5

4. Tying. Introduction. Tying independent goods. Tying complementary goods.

2

4. Tying in evolving industries.

8

5. Exclusive dealing contracts and efficiency. Partial contracts. Partial contracts when buyers compete. Penalty
clauses both with complete and with incomplete information.

4

6. Applications to Microsoft and Android

