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Preface

Technological advances, primarily inthe use of Internet and mobiletechnol o-
gies, combined with the deregulation of the communication market created a
new and highly competitive environment for companiesglobaly. Although tech-
nology isthedriver of the changes, economics playsamajor rolein this new
environment. The recent dot.com boom and bust isagreat example of this
relationship.

However shocking the NASDAQ crash wasto some, as Brad del.ong (2001)
suggests.

... thelong-run economic impact of the ‘ new economy’ islikely to
be very large indeed for two reasons. First, the pace of
technological progress in the leading sectors driving the ‘new
economy’ isvery rapid indeed, and will continue to be very rapid
for the foreseeabl e future. Second, the computers, switches, cables,
and programs that are the products of today’s leading sectors are
gener al-purpose technol ogies, hence demand for themislikely to
be extremely elastic. ... Over a wide range, the dominant effect of
the ‘new economy’ has been to make competition more effective,
not to create scale-related cost advantages. Third, the principal
effects of the ‘ new economy’ are more likely to be ‘ microeconomic’
than * macroeconomic.’ ...

By addressing issuesin the intersection of technology and economics, eco-
nomics of information systems areastrivesto further our knowledge on how
information technology can create value for businesses and consumersalike.



vii

Thisbook will introduce readersto the underlying economic aspects of infor-
mation technology. It isone of thefew that bringstogether different trends of
researchinthisyoungfield. It covers conceptsthat complement or even chal-
lengetraditional economic theorieswhile contributing to theresearchininfor-
mation systems.

Organization of the Book

Thebook isorganized into 10 chapters. A brief description of each of the
chaptersfollows:

In Chapter | the authors study the standards competition between DIV X and
DVD formats. In April 1997, aconsortium of hardware manufacturers and
movie studioslaunched the DV D format. By that fall, electronicsretailing gi-
ant Circuit City announced itsintention to launch apartially incompatiblefor-
mat known as DIV X. The chapter assesses Circuit City’sstrategy to establish
the dominant standard for digital video technology. It identifies several key
principlesthat any firm must consider when deciding how to competein a
market with evolving standards. The authorsarguethat virtually all of these
factorsweighed in against Circuit City, so that itseffort was destined to fail.

Chapter 11 exploresthe private and social desirability of information transpar-
ency of abusiness-to-business (B2B) exchange that provides an online plat-
form for information transmission. The abundance of transaction dataavail-
able on the Internet tendsto make information moretransparent in B2B elec-
tronic markets. In such atransparent environment, it becomeseasier for firms
to obtain information that may allow themtoinfer their rivals' coststhanina
traditional, opague market. How then doesthisbenefit firms participating in
the B2B exchanges? To what extent doesinformation transparency affect con-
sumers and the social welfarein abroader sense? Focusing on the informa-
tional effects, thischapter exploresfirms’ incentivesto join aB2B exchange
by developing agame-theoretic model under asymmetric information. The
authorsthen examineits effect on expected profits, consumer surplus, and
social welfare. Theresults challenge the *information transparency hypoth-
esis’ (that is, open sharing of information in el ectronic marketsisbeneficial to
all participating firms). In contrast to the popular belief, the chapter shows
that information transparency could be adouble-edged sword. Although its
overall effect on social welfareispositive, itsprivate desirability isdeeply
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divided between producers and consumers, and even among producersthem-
selves.

In Chapter |11 the authors explore the evolution of B2B e-market firmsin
terms of the strategiesthey employ to “perfect” their value propositionsand
business processesfor thefirms. Thisisacritical aspect of their attractiveness
asbusiness partnersfor the buyers and sellersthat participatein their elec-
tronic marketplaces. The key theoretical perspectivesof thiswork are adapted
from economics and strategic management. They enabl e the authorsto con-
struct a“ partnering for perfection” theory of strategic alliancesin e-procure-
ment markets. Thisperspectiveiscaptured in aseriesof inquiriesabout “why”
and “when” B2B e-marketsare observed to form aliances. The authorscarry
out aninnovative econometric analysisthat deliversempirical resultsto show
the efficacy of thetheory ininterpreting real-world events. The chapter con-
cludeswith adiscussion of theimplicationsof thiswork in academic and mana
gerial terms.

Internet-based selling offersfirms many new opportunitiesregarding the strat-
egiesfor design of mechanismsto support consumer transactions. Chapter 1V
examinesthe use of transparency asastrategy for Internet-based selling for
maximizing firms valuefromtheir selling activities on the World Wide Web.
Theauthorsdefine*transparency” asthe extent to which aseller revealspri-
vateinformation to the consumer and expl ore three of its most-often observed
dimensions:. product, price, and supplier transparency. They evaluate con-
sumers' responsesto each kind of transparency intermsof their willingnessto
pay. The chapter positionsthe theory in the context of the onlineair travel
(OTA) industry to showcase its applicability and the power of itstheoretical
insightsin an appropriate real-world context. The authors also generalize our
findingsto suggest some managerial guidelinesthat will help managerswho
want to make choicesregarding transparency strategy in other Internet-re-
lated business contexts.

Chapter V analyzesthe structural dynamicsof multilateral B2B relationships
based on game theoretical approach. It focuses on the evolution of network
structuresinitiated by three major forces: aneutral intermediary, adominant
supply-chain partner, and an industry consortium. The authors show thetypi-
cal enterprise network structures, identify the conditionsthat cause structure
reconfiguration, and demonstrate the change of socia welfareintheevolution
process. Web-based technol ogies have changed the landscape of the entire
enterprise networks, and the proposed framework will provide an analytical
understanding of the endogenous formation and dynamics of enterprise net-
worksintheinformation era.



Escrow isan emerging trust servicein online consumer-to-consumer auction
marketsin preventing Internet fraud. Chapter V1 studiesthe effect of traders
perceived risk on the adoption of online escrow service. Thisresearch estab-
lishes decision-making modelsfor both the honest trader and the monopolist
online escrow service provider. Perceived risk rate (PRR), adynamic mea-
sure of perceived risk for online traders, isintroduced to link the two deci-
sion-making model stogether. A calculative model for PRR isproposed, and
the primary outcomes from the computer simulation for PRR measurement
are presented. This chapter revealsthat online escrow service (OES) adop-
tionispositively correlated to the estimated |level of trader’s PRR. A higher
PRR definitely leadsto ahigher OES adoption rate and hence reduces the
Internet fraud in the auction markets. In addition, an overestimate of PRR
leadsto ahigher adoption rate, lower defrauding rate and higher fraud block-
ing rate.

Chapter V11 studiesthejoint effects of inter-firm collaboration and electronic
businesson firm profitability primarily in Finnish manufacturing. Itisfound that
deeper forms of inter-firm collaboration boost financial performance but that
high e-businessintengty might even strain profitability. Firmsthat s multaneoudy
have high inter-firm collaboration and e-business intensities aswell as use
electronic networksfor conducting their collaboration are also more profit-
able. Based on this, two conclusions are drawn. First, suitable e-business
practicesfacilitate inter-firm collaboration. Oncein place, inter-firm collabo-
ration tendsto beimmensaly more productive with supporting € ectronic means.
Second, e-businessinvestment hasto be accompanied by complementary
organizational innovations, inthiscaseanew form of external (and alsointer-
nal, although not observed directly in the data used) organization of thefirm,
that is, inter-firm collaboration.

In Chapter V111 the authors draw on behavioral economicsliteraturetoiden-
tify the conditions under which consumerswould prefer one of three pricing
schemes (prepayment, pay-as-you-go, and post-payment). They suggest that
consumer preferencesfor particular pricing schemesarelikely to be deter-
mined by systematic relationshipsthat exist among avariety of psychological
variables. They offer nineempirical propositionsthat identify when consumers
will prefer different pricing schemes.

In Chapter I X the author attempts to build a bridge between mobile com-
merce and the emerging field of behavioral economics. Hefirst providesex-
amples from mobile commerce and links them to behavioral economics. A
stylized model assesses the impact of hyperbolic discounting on the profit
maximizing behavior of amonopolist firm. Hefindsthat the monopolist makes



lower profitscompared to exponentially discounting consumersfor low levels
of (positive) network externalities. Asthe network externalitiesincrease, first-
period pricesincrease, second-period prices decrease, and the profitsin-
creaseinequilibrium.

The book contributesto the field of economics of information systems by
providing acollection of chaptersat theforefront of theresearchinthisfield.
From online auctionsto behaviora economicsof mobile commerce, the chap-
terstouch upon avariety of novel topics.

Refer ences

delLong, J.B.L. (2001). Summersthe ‘new economy’: Background, ques-
tions, and speculations. Working paper.



