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The Economics of Information

How to Use this Textbook

This textbook is primarily designed to be used by students taking the Economics of Information class
at the Faculty of Business Administration in Foreign Languages at the Bucharest University of Economic
Studies. The textbook provides outlines of each lecture, examples, and links to additional reading
materials and should be used in conjunction with the lectures. It is not meant to replace in-class
participation and will make most sense for those students who take partin all lectures and group work.

Students should take note of the fact that some reading materials in the Further Reading sections are
not to be taken at face value. A few articles which include logical fallacies have been included in order
to better describe the range of opinions which exist regarding some topics. Critical thinking is essential
when dealing with the information that we are presented.

Students and professors at other universities are welcome to use the materials. Any interesting
examples or constructive feedback which may help improve future editions of the textbook are more
than welcome and will be credited to the contributors if they are included.




Robots, RPA,"A1& The Future of Work

Key Takeaways

Key aspects to understand about Robotic process automation (RPA) and artificial intelligence
(Al) and their importance to the Future of Work:

Changing Nature of Jobs:

Job Displacement: Some jobs will be replaced by automation and Al, especially those that involve
repetitive tasks.

Job Creation: New kinds of jobs will emerge, which didn't exist before.

Job Evolution: Many jobs will be augmented by Al, where human workers will work alongside
intelligent systems.

Skills in Demand:

Soft Skills: Empathy, creativity, problem-solving, critical thinking, and adaptability will be more valuable
than ever.

Technological Literacy: While not everyone needs to be a coder, understanding the basics of tech, Al,
and RPA will be crucial.
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Continuous Learning and Adaptability:

The rapid pace of technological advancements means that continuous learning will become a
necessity.

An "always be learning" mindset will be a critical advantage in the future workforce.

Ethical Implications:

Al and RPA bring about ethical dilemmas, such as biases in algorithms, job displacement, and privacy
concerns. Leaders need to navigate these challenges responsibly.

Business Process Transformation:
RPA and Al will streamline many business processes, making organizations more efficient.

This will redefine business models, customer experiences, and value propositions.

Decision Making:
Al can analyze vast amounts of data faster than humans, providing valuable insights.

However, the ultimate decision, especially in critical areas, will still require human judgment.

Collaboration Between Humans and Machines:

Successful businesses will be those that best integrate human talents with the capabilities of Al and
RPA. Understanding how to manage and collaborate with a "digital workforce" will be a key skill.

Global Impact:

Al and RPA are not limited to developed nations. Emerging economies will also see shifts in work due
to these technologies.

This can lead to global shifts in economic power and influence.

Regulatory and Policy Challenges:

As Al and RPA become more prevalent, there will be calls for regulations to ensure they're used
ethically and responsibly.

Business leaders need to stay updated with these regulations and contribute positively to policy
discussions.

Strategic Integration:

It's not just about adopting Al and RPA; it's about integrating them strategically into the business.
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Example: RPA in Invoice Processing

Background: Large companies often receive thousands of invoices from suppliers every
month. Processing these invoices manually is time-consuming and prone to errors. It involves
verifying the details, checking for duplicates, matching invoices with purchase orders, seeking
approvals, and then initiating payments.

How RPA is Applied:
1. Data Extraction:

¢ The RPA bot starts by scanning incoming invoices, whether they arrive via email
or other channels.

¢ It then extracts the relevant information from these invoices, such as supplier
name, invoice number, date, total amount, line item details, etc.

2. Validation and Matching:
¢ The bot checks the extracted data for completeness or errors.

e It matches the invoice against corresponding purchase orders or delivery
receipts in the system to ensure they align.

3. Duplicate Check:

¢ The RPA bot searches the database to ensure the invoice hasn't been processed
already, thereby avoiding duplicate payments.

4. Approval Workflow:

o If everything matches, the bot can either: a. Automatically approve the invoice
for payment if it's below a certain amount. b. Route it to the appropriate
department or person for manual approval if it's above a threshold or if there
are discrepancies.

5. Initiation of Payment:

e Once approved, the bot can initiate the payment process by entering the
necessary details into the company's payment system.

6. Notifications and Reporting:

e The bot can send out notifications to relevant stakeholders about the status of
the invoice processing.

e It can also generate regular reports about the number of invoices processed,
amounts paid, discrepancies noted, etc., and send them to the finance team.
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Benefits:

1. Speed and Efficiency: What used to take hours or even days can now be accomplished
in a fraction of the time.

2. Accuracy: RPA bots drastically reduce human errors, ensuring more accurate invoice
processing.

3. Cost Savings: Automated invoice processing can lead to significant cost savings in
terms of manual labor and error rectification.

4. Scalability: As the volume of invoices increases, RPA bots can easily scale to handle the
added workload without requiring a proportional increase in resources.

5. Audit and Compliance: RPA ensures a consistent process that can be audited, and it
maintains a clear record of actions, assisting with compliance requirements.

Further Reading

Agrawal, A, Gans, J., & Goldfarb, A. (Eds.). (2019). The economics of artificial intelligence: an
agenda. University of Chicago Press.

https://www.nber.org/books-and-chapters/economics-artificial-intelligence-agenda

Arntz, M., Gregory, T., & Zierahn, U. (2019). Digitization and the future of work:
macroeconomic consequences. In Handbook of labor, human resources and population
economics (pp. 1-29). Cham: Springer International Publishing.

https://docs.iza.org/dp12428.pdf

Biclesanu, I., Savastano, M., Chinie, C., & Anagnoste, S. (2023). The Role of Business
Students’ Entrepreneurial Intention and Technology Preparedness in the Digital Age.
Administrative Sciences, 13(8), 177.

https://www.mdpi.com/2076-3387/13/8/177

Syed, R., Suriadi, S., Adams, M., Bandara, W., Leemans, S. J., Ouyang, C,, ... & Reijers, H. A.
(2020). Robotic process automation: contemporary themes and challenges. Computers in
Industry, 115, 103162.

https://www.sciencedirect.com/science/article/abs/pii/S0166361519304609

Webb, M. (2019). The impact of artificial intelligence on the labor market. Available at SSRN
3482150.

https://www.michaelwebb.co/webb ai.pdf
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Platforms and the Sharing Economy

Key Takeaways

Platforms and the sharing economy are central to modern business strategies and the
evolution of contemporary economic systems.

Definition & Characteristics:

Platforms: Digital or physical infrastructures that facilitate interactions between two or more
user groups (e.g., producers and consumers). Examples include Airbnb, Uber, and Facebook.

Sharing Economy: An economic model that leverages technology to share access to goods or
services among a community of users. This often reduces costs and increases utilization of
assets.

Network Effects:

Platforms often benefit from positive network effects, where the value of the platform
increases as more users join. This creates strong barriers to entry for competitors but also
makes getting initial traction very important.

11
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Winner-Takes-All Dynamics:

Many platform businesses tend toward monopolistic or oligopolistic structures because of the
power of network effects. Once a platform reaches critical mass, it becomes challenging for
competitors to challenge its dominance.

Importance of Trust:

Trust is foundational in the sharing economy. Platforms invest heavily in building and
maintaining trust, often through ratings, reviews, and verifications.

Regulation & Compliance:

Many sharing economy platforms face regulatory challenges, especially in industries that have
traditionally been highly regulated (e.g., transportation, housing). Understanding how to
navigate these regulations is crucial.

Value Creation & Capture:

Platforms are intermediaries that create value by reducing transaction costs, improving match
quality, and fostering trust. They capture value by monetizing these interactions, often
through fees, advertising, or data.

Data & Analytics:

Platforms generate vast amounts of data. Leveraging this data for improved user experiences,
efficient matching, and dynamic pricing can be a key competitive advantage.

Innovation & Agility:

The fast pace of technological change means that platforms must continuously innovate. They
also need to be agile in adapting to user needs, regulatory changes, and competitive threats.

Multi-Sided Markets:

Understanding the nuances of balancing the needs and desires of multiple user groups on a
platform (e.g., drivers and riders on Uber) is vital for platform success.

Global vs. Local Strategies:

Platforms need to decide on scaling strategies: do they adapt their model for local markets or
pursue a global one-size-fits-all approach?

12
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Externalities and Social Impacts:

Platforms can have significant societal impacts, both positive (increased accessibility, more
efficient resource use) and negative (potential job displacement, increased inequality). MBA
students should be attuned to these broader implications.

Business Model Adaptability:

The success of platform-based businesses often requires iterating on the business model,
based on user feedback, market dynamics, and emerging technologies.

Case Study: AirBNB

Background and Development:

Founded in 2008 by Brian Chesky, Joe Gebbia, and Nathan Blecharczyk, Airbnb
started as a simple idea to rent out air mattresses in a living room to offset high rent
costs in San Francisco.

Rapid Expansion: The platform quickly expanded, offering rental listings worldwide.
It transformed from a small-scale idea into a global enterprise, challenging traditional
hotel and lodging industries.

Economic and Social Impact:

Market Disruption: Airbnb disrupted the traditional hotel industry by offering
diverse, often cheaper accommodation options. This led to increased competition,
forcing traditional hotels to innovate and reconsider pricing strategies.

Income Opportunities for Hosts: Many property owners and tenants found a new
source of income by listing their spaces on Airbnb. This has been especially beneficial
in cities with high tourism demand.

Community Tourism Growth: Airbnb contributed to the growth of community-based
tourism, where travelers seek more local and authentic experiences, often preferring
to stay in neighborhoods rather than tourist-centric areas.

Regulatory Challenges: The rapid growth of Airbnb led to regulatory challenges in
various cities. Issues like taxation, zoning laws, and housing shortages became
prominent, leading to the implementation of new policies and regulations in some
areas.

Impact on Housing Markets: In some cities, Airbnb has been criticized for
contributing to housing shortages and rising rental prices, as landlords prefer short-
term vacation rentals over long-term tenancies.

13
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Cultural Exchange and Social Connections: The platform has enabled cultural
exchanges and social connections that transcend traditional tourism experiences,
allowing guests to live like locals.

Case Study: UBER

Background and Development:

Founding: Uber was founded in 2009 by Garrett Camp and Travis Kalanick in San
Francisco. It began as a luxury car service before evolving into a ride-sharing app.

Global Expansion: Uber expanded rapidly, operating in hundreds of cities worldwide.
Its app-based platform connected drivers with passengers, making transportation
more accessible and often more affordable than traditional taxi services.

Economic and Social Impact:

Disruption of the Taxi Industry: Uber's biggest impact has been the disruption of the
traditional taxi industry. Its lower prices, convenience, and user-friendly app
attracted a large user base, challenging the established taxi services.

Employment Model: Uber popularized the gig economy model, where drivers work
as independent contractors rather than employees. This model offers flexibility but
has also raised concerns regarding job security, benefits, and workers' rights.

Regulatory Challenges: Uber's rapid growth led to numerous legal and regulatory
challenges. Governments and cities around the world grappled with how to regulate
ride-sharing services, leading to bans, restrictions, or new regulations in some areas.

Urban Transportation Landscape: Uber has impacted how people navigate cities. Its
services have been linked to a decrease in DUl incidents in some areas and have
provided transportation options in underserved or poorly connected regions.

Surge Pricing Model: Uber introduced dynamic surge pricing, which adjusts fares
based on real-time demand. While this can lead to higher prices during peak times, it
also incentivizes more drivers to be available when needed.

14
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Further Reading

Schor, J. (2016). Debating the sharing economy. Journal of self-governance and management
economics, 4(3), 7-22.

https://greattransition.org/publication/debating-the-sharing-economy

Suciu, M. C., Nasulea, D. F., & Nasulea, C. (2020). Smart City Innovation within the Sharing
Economy: Urban Innovation and Collaborative Consumption. In Proceedings of the
International Conference on Business Excellence (Vol. 14, No. 1, pp. 1147-1157).

https://intapi.sciendo.com/pdf/10.2478/picbe-2020-0107

Strgmmen-Bakhtiar, A., & Vinogradoy, E. (Eds.). (2020). The impact of the sharing economy
on business and society: digital transformation and the rise of platform businesses.
Routledge.

https://www.routledge.com/The-Impact-of-the-Sharing-Economy-on-Business-and-Society-
Digital-Transformation/Strommen-Bakhtiar-Vinogradov/p/book/9781032176024

Sutherland, W., & Jarrahi, M. H. (2018). The sharing economy and digital platforms: A review
and research agenda. International Journal of Information Management, 43, 328-341.

https://doi.org/10.1016/j.ijinfomgt.2018.07.004
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L
Blockchain & Smart Contracts

Key Takeaways

Here is an overview of the most important aspects related to Blockchain and Smart Contracts:

Basic Understanding of Blockchain:

Definition: A blockchain is a distributed ledger of transactions that is maintained by a network
of computers (or nodes) rather than a central authority.

Decentralization: One of the fundamental properties of blockchain is that it is decentralized.
This means no single entity has control over the entire blockchain, and it operates on a peer-
to-peer network.

Transparency and Immutability: Transactions on a blockchain are transparent to all
participants and, once recorded, cannot be altered or deleted. This provides a high level of
trust and security.

Importance in Business:

Trust & Transparency: Blockchain allows multiple parties to have a single version of the truth,
increasing trust between parties, especially in industries where intermediaries dominate.

16
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Cost Reduction: By eliminating intermediaries, processes can become more efficient and costs
can be reduced.

New Business Models: Blockchain allows for the creation of decentralized business models,
which can disrupt existing centralized models.

Smart Contracts:

Definition: Smart contracts are self-executing contracts with the terms of the agreement
directly written into lines of code.

Autonomy: Once a smart contract is initiated, it can act by itself based on its code without
further intervention.

Safety & Security: They run on the blockchain, making them tamper-proof.

Efficiency and Savings: Reduces the need for intermediaries, thus reducing time and costs.

Potential Applications:
Financial Services: Cross-border payments, trade finance, and syndicated loans.

Supply Chain: Ensuring transparency, traceability, and authenticity of products from source to
consumer.

Real Estate: Streamlining property transactions, reducing fraud, and simplifying land
registries.

Healthcare: Securely storing patient records and ensuring only authorized individuals can
access them.

Challenges:

Scalability: Current popular blockchain platforms may face issues with processing large
volumes of transactions quickly.

Regulation: The technology is evolving faster than regulatory frameworks in many countries.
Complexity: Implementing blockchain solutions requires deep technical expertise.

Interoperability: Multiple blockchains exist, and ensuring they can work together is a
challenge.

Strategic Implications:

Disintermediation: Businesses based on being intermediaries might face threats from
blockchain solutions.

Business Value: While blockchain offers many potential benefits, it’s crucial to determine
where it can add genuine business value versus where it’s just a buzzword.

17
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Partnerships: Given the distributed nature of blockchain, collaborative approaches and
consortiums might be more effective than going it alone.

Continuous Learning:

Blockchain and smart contract technologies are rapidly evolving. MBA students should remain
informed about the latest developments, use cases, and best practices.

Ethical and Social Implications:

Consider the broader implications of blockchain, such as its energy consumption (in the case
of proof-of-work blockchains like Bitcoin) and the potential social impacts of decentralization.

Blockchain and smart contracts have the potential to revolutionize various industries, offering
new opportunities and challenges. Business leaders who understand these technologies will
be better equipped to navigate the changing business landscape.

Case Study: Georgia’s Land Registry

Georgia has historically faced challenges with land registration. The process was cumbersome,
prone to corruption, and lacked transparency, leading to property disputes and a lack of public
trust in the land registry system. In 2016, Georgia's National Agency of Public Registry (NAPR)
partnered with the blockchain technology company, Bitfury, to address these issues. The aim
was to leverage blockchain's capabilities to enhance the security, transparency, and efficiency
of its land registry process.

Implementation

e Blockchain Platform: The project utilized a private blockchain, built by Bitfury, which
ensured controlled access while maintaining the security features of blockchain
technology.

o Digitization of Records: All land titles, registrations, and transaction records were
digitized and stored on the blockchain. This process included both current and
historical data.

e Security and Transparency: Blockchain's inherent features, like tamper-proof records
and time-stamping, ensured that once a land registration record was created, it
couldn't be altered fraudulently. This significantly increased the security and
transparency of land transactions.

o Efficiency and Accessibility: The system streamlined the process of recording and
retrieving land registry information. It reduced the time and cost of land transactions

18
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and made the data accessible to relevant parties, like citizens, banks, and government
officials.

e Public Trust: By making land registration more transparent and secure, the project
aimed to rebuild public trust in the land registry system.

Impact

e Reduction in Fraud: The incorruptible nature of blockchain considerably lowered the
risk of fraud in land transactions.

¢ Increased Transparency: The blockchain ledger provided a clear, unalterable history of
land transactions, making the process more transparent.

¢ Cost and Time Efficiency: The streamlined process reduced administrative burdens,
costs, and processing time for land registration.

¢ Global Recognition: Georgia’s project gained international attention as a pioneering
effort in applying blockchain technology in public administration.

The success of Georgia's blockchain-based land registry has set a precedent for other
countries considering similar technology for public administration and governance. It
demonstrates the potential of blockchain to transform traditional government processes,
making them more efficient, secure, and transparent.

Further Reading

Comuzzi, M., Grefen, P., & Meroni, G. (2023). Blockchain for Business: IT Principles into
Practice. Taylor & Francis.

https://www.routledge.com/Blockchain-for-Business-IT-Principles-into-Practice/Comuzzi-
Grefen-Meroni/p/book/9781032342467

Consensys. (2023). Blockchain Use Cases and Applications by Industry

https://consensys.net/blockchain-use-cases/

Suciu, M. C., Nasulea, C., & Nasulea, D. (2020). Knowledge decentralization in the age of
Blockchain: Developing a knowledge-transfer system using digital assets. Knowledge, People,
and Digital Transformation: Approaches for a Sustainable Future, 261-274.

https://link.springer.com/chapter/10.1007/978-3-030-40390-4 17

Suciu, M. C,, Nasulea, C., & Nasulea, D. F. (2019). Towards developing a friendlier regulatory
framework for blockchain-based businesses. Theoretical and Applied Economics. Special
Issue, 15-24.

https://www.researchgate.net/publication/335755763 Towards developing a friendlier re
gulatory framework for blockchain-based businesses
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Information Asymmetry

Key Takeaways

Definition: Information asymmetry occurs when one party in a transaction has more or better
information than the other. This can create an imbalance in the transaction, often leading to
market inefficiencies.

Adverse Selection: This is a situation where sellers have information that buyers don't have,
or vice versa, leading to transactions that might not occur if all parties had complete
information. For example, in the used car market, sellers might know about hidden defects
that buyers cannot observe.

Moral Hazard: After a transaction is completed, one party might behave differently than the
other party was expecting because the other party cannot monitor or observe all actions. For
instance, after getting health insurance, an individual might take more health risks because
they know they're covered.

20
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Signaling: In situations of information asymmetry, the party with more information might take
actions to reveal some of its private information. For example, a job applicant might list their
educational achievements to signal their competency to potential employers.

Screening: The less-informed party can take actions to sort or filter the other party based on
observable attributes. For example, insurance companies might require medical check-ups
before providing a policy to determine a person's health status.

Impacts on Markets: Information asymmetry can lead to market failures. In severe cases, if
buyers can't differentiate between good and bad products due to lack of information, they
might be unwilling to pay a premium, driving sellers of good products out of the market.

Regulations and Certifications: Governments and institutions often introduce regulations or
certification processes to reduce information asymmetry. For example, food labeling
requirements can help consumers make informed decisions.

Reputation and Branding: Companies can use branding and reputation as a way to reduce
information asymmetry. A strong brand can act as a signal of quality, reliability, and
trustworthiness.

Technological Solutions: With the rise of the internet and digital technologies, platforms like
online review sites, user ratings, and feedback mechanisms have become tools to bridge
information gaps between buyers and sellers.

Principal-Agent Problem: This arises when one person (the agent) is allowed to make
decisions on behalf of another person (the principal), and there's an information asymmetry
between the two. The agent might not act in the best interests of the principal due to this.

Applications in Corporate Finance: Information asymmetry is crucial in areas like corporate
finance, especially concerning issues like insider trading, where one party has access to
company-sensitive information not available to the general public.

Negotiation Strategies: In business negotiations, understanding the information other parties
have can be critical. Skilled negotiators often work to uncover or deduce this information to
gain a competitive edge.
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Further Reading

Akerlof, George (1970). The Market for "Lemons": Quality Uncertainty and the Market
Mechanism. The Quarterly Journal of Economics, Vol. 84, No. 3, pp. 488-500. Oxford
University Press.

http://www.jstor.org/stable/1879431

Bergh, D. D., Ketchen Jr, D. J., Orlandi, I., Heugens, P. P., & Boyd, B. K. (2019). Information
asymmetry in management research: Past accomplishments and future
opportunities. Journal of management, 45(1), 122-158.

https://journals.sagepub.com/doi/full/10.1177/0149206318798026
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The Principal-Agent Problem

Key Takeaways

The principal-agent problem is an important topic in both economics and organizational
theory.

Two Parties:
e Principal: The party that delegates a task or decision-making authority.
o Agent: The party tasked with executing on behalf of the principal.
Misaligned Interests:

¢ While the principal and the agent might have some overlapping objectives,
their interests aren't fully aligned. This can lead to conflicts of interest.

Information Asymmetry:

¢ One of the central problems is that the agent often has more information
about the task at hand or their own actions and intentions than the principal.
This imbalance can give the agent an advantage and can lead to adverse
selection (bad choices made by the principal due to lack of information) and
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moral hazard (risky behavior by the agent because they bear less of the
consequences).

Risk Preferences:

e The principal and agent might have different attitudes toward risk. For
example, an employee (agent) might prefer a stable salary, whereas a
business owner (principal) might be more willing to tie compensation to
performance.

Monitoring and Enforcement Costs:

e Even if the principal wants to ensure that the agent acts in the principal's best
interest, monitoring the agent's actions can be costly and difficult. Even with
monitoring, it might be challenging to determine if an agent is genuinely
acting in the best interest of the principal.

Residual Loss:

o Despite attempts to align interests (e.g., through contracts or incentive
schemes), there might still be some inefficiency or loss due to the divergence
of interests between the principal and agent.

Contract Design:

e How a contract is designed can influence the agent's actions. For instance, a
fixed salary might not give an employee much incentive to exert extra effort,
while performance-based pay might. However, performance-based pay might
also incentivize the wrong kind of behaviors if not properly structured.

Time Horizon Differences:

e The principal and agent might have different time horizons in mind. An agent
might focus on short-term gains, potentially at the expense of the principal's
long-term interests.

Effort Unobservability:

e It can be hard for the principal to observe the effort the agent is putting into a
task, leading the agent to potentially shirk responsibilities.
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Example: Real Estate Agents and Home Sellers

The principal-agent problem (or agency dilemma) arises when one person (the "agent") is
allowed to make decisions on behalf of another person (the "principal"), but their interests
may not necessarily align.

Scenario: Imagine you want to sell your house, and you hire a real estate agent to represent
you in the sale.

Principal: You, the homeowner.
Agent: Real estate agent.
Interests:
e Your interest (as the principal) is to sell your house for the highest price possible.

o The real estate agent's interest (as the agent) might be to sell the house as quickly as
possible.

Problem: Suppose your house could be sold for $300,000 if you wait for a couple of months,
or $280,000 if sold within a week. Selling for the higher price would net you an additional
$20,000 (less a small increase in the agent's commission).

However, from the agent's perspective, waiting might only increase their commission by a
small amount, say $500 (if we assume a 2.5% commission rate). They might prefer to make a
quick sale, get the commission earlier, and move on to other clients. Hence, the agent might
not be as motivated to wait for a higher offer, whereas you, as the homeowner, might prefer
to wait for the potential of an extra $20,000.

Solution: To mitigate the principal-agent problem, contracts can be designed to better align
the interests of the principal and agent. For instance, a homeowner could offer a bonus to the
agent if the house sells above a certain price threshold, or the commission structure could be
progressive based on the sale price.

Further Reading

Greenstone, M., He, G, Jia, R., & Liu, T. (2022). Can technology solve the principal-agent
problem? Evidence from China’s war on air pollution. American Economic Review:
Insights, 4(1), 54-70.

https://www.aeaweb.org/articles?id=10.1257/aeri.20200373
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What is Game Theory?

At its core, Game Theory is the study of how people make decisions in situations where the
outcome depends not only on their own choices but also on the choices of others. Think of it
as the science of strategy.

Why Should Business Leaders Care?

In the business world, companies often find themselves in situations where their success
depends on both their actions and the actions of their competitors, suppliers, customers, and
other stakeholders. Game Theory provides tools to analyze and strategize in such scenarios.

Key Concepts:
Players: The decision-makers in a game. They can be individuals, firms, countries, etc.
Strategies: The available choices or actions a player can take.

Payoffs: The outcomes or rewards resulting from the combination of strategies chosen by all
players.
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Types of Games:

Cooperative vs. Non-Cooperative: In cooperative games, players can communicate and form
binding agreements. In non-cooperative games, they cannot.

Simultaneous vs. Sequential: In simultaneous games, players make decisions at the same time
(e.g., rock-paper-scissors). In sequential games, players move one after another (e.g., chess).

Zero-Sum vs. Non-Zero-Sum: In zero-sum games, one player's gain is another's loss. Non-zero-
sum games allow for scenarios where all players can benefit.

Nash Equilibrium:

A critical concept in Game Theory. It's a situation where no player has an incentive to change
their strategy, given what the other players are doing. In business, this could be likened to a
stable market condition where no company sees a benefit in changing its current strategy.

Real Business Examples:

Oligopolistic Competition: A few companies dominate a market. If one company lowers its
prices, others might follow, leading to a price war. Game Theory can help predict such moves.

Auctions: Companies bidding for a project can use Game Theory to optimize their bidding
strategy.

Negotiations: Whether it's mergers & acquisitions, supplier contracts, or labor negotiations,
understanding the other side's potential moves can be crucial.

Limitations:

While Game Theory offers valuable insights, it has its limitations. Real-world scenarios can be
more complex than theoretical models. Plus, businesses operate in dynamic environments
where factors like emotions, irrational behaviors, and incomplete information play a role.

Game Theory is an essential tool in the Business Manager’s toolkit. It offers a structured way
to think about strategy and decision-making in a competitive environment. As future business
leaders, understanding the basics of Game Theory can help you make better decisions and
navigate the complex landscape of business competition.
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Example: The Trans-Pacific Partnership

The Trans-Pacific Partnership (TPP) negotiations involved multiple countries, each with its own
set of goals and bargaining power. Game theory was used to understand the dynamics of these
negotiations, helping countries to formulate strategies that balanced trade-offs between
market access, regulatory standards, and domestic political considerations.

1. Strategic Modeling of Interactions:

o Stakeholders: The TPP negotiations involved multiple countries, each with its own
economic and political objectives. This created a complex web of interactions where the
decisions of one country could significantly impact the choices and outcomes of others.

¢ Modeling Choices: Game theory models were used to represent these interactions, where
each country's decision (like tariff levels, intellectual property rules, etc.) was treated as a
strategic move in a larger game.

2. Predicting Reactions and Counter-Reactions:

¢ Anticipating Moves: Countries used game theory to anticipate the moves of their
counterparts. For example, if one country proposed high tariffs on certain goods, others
might react by imposing their own tariffs or offering concessions in other areas.

¢ Sequential Moves: The negotiations were akin to a sequential game where each round of
talks built on the previous ones, and strategies were adjusted based on earlier outcomes.

3. Identifying Best-Response Strategies:

¢ Optimal Strategies: Game theory helped in identifying the best-response strategies for
each country, considering the potential reactions of others. This involved complex
calculations to balance national interests against the need for compromise.

¢ Negotiation Leverage: Understanding the payoff matrix of different countries helped in
determining negotiation leverage. Countries with larger markets or essential goods might
have more bargaining power.

4. Negotiating Trade-offs:

o Balancing Interests: Game theory was crucial in helping countries balance trade-offs. For
example, a country might have to weigh the benefits of market access against the costs of
adhering to stringent labor or environmental standards.

¢ Coalition Building: Game theory also informed strategies for coalition building, where
countries with similar interests could align their strategies for greater influence.
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5. Outcome Predictions and Cooperative Strategies:

e Predicting Outcomes: Analysts used game theory to predict possible negotiation
outcomes, helping policymakers prepare for various scenarios.

¢ Win-Win Solutions: Game theory also highlighted areas where cooperative strategies
could lead to mutually beneficial outcomes, encouraging compromises that all parties
could agree on.

The use of game theory in the TPP negotiations provided a structured approach to analyze
and strategize in a complex, multi-party setting. It offered insights into the dynamics of
negotiation, the interplay of different interests and strategies, and the identification of
mutually beneficial solutions.

Further Reading

Osborne, M.J. (2003). An Introduction to Game Theory. Oxford University Press. ISBN:
9780195128956

https://global.oup.com/ushe/product/an-introduction-to-game-theory-9780195128956
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Markets and Price Signals

Key Takeaways

Markets and price signals are fundamental concepts in economics and business. Here are the
main things business leaders and business school students should remember about markets
and price signals:

Definition of a Market: A market is any setting where buyers and sellers interact to exchange
goods, services, or resources. Markets can be physical places (like a farmer's market) or virtual
spaces (like an online auction).

Role of Prices: In a market, prices serve as signals. They convey information about the scarcity
of a resource, the value consumers place on a good or service, and the cost of production.

Law of Supply and Demand: This is the most basic and fundamental concept in economics.
The law states that, all other factors being equal, an increase in demand leads to an increase
in price and vice versa. Similarly, an increase in supply leads to a decrease in price and vice
versa.
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Price Equilibrium: This is the point where the quantity supplied equals the quantity
demanded. At this point, the market-clearing price is established.

Function of Price Signals: Price signals help allocate resources efficiently in a market. When
prices rise due to high demand and/or limited supply, they signal producers to produce more
of that good or service. Conversely, falling prices signal producers to produce less.

Role of Competition: In competitive markets, firms are price takers, meaning they accept the
market price as given. Competition tends to drive prices down to the level of costs, ensuring
efficiency.

Market Failures: Sometimes markets don't work perfectly. Externalities (like pollution), public
goods (like national defense), and information asymmetries can cause market outcomes to be
inefficient. Such cases can be used to justify government intervention.

Price Elasticity: It measures how much quantity demanded or supplied responds to a change
in price. Products with high elasticity see significant changes in demand or supply with price
changes, while inelastic products see little change.

Role of Information: For markets to function efficiently, participants need access to accurate
information. Information asymmetry, where one party has more or better information than
another, can lead to market inefficiencies.

Impact of External Factors: Various external factors, such as government policies,
technological advancements, and geopolitical events, can impact market dynamics and,
subsequently, price signals.

Global Markets: In an increasingly interconnected world, understanding global markets is
crucial. Exchange rates, trade policies, and international regulations can significantly influence
markets and price signals.

Role of Institutions: Markets don't operate in a vacuum. They are shaped by institutions like
governments, regulatory bodies, and trade associations. These institutions can impact market
operations, pricing mechanisms, and the flow of information.
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Example: Movie Theater Tickets

Price differentiation, also known as price discrimination, refers to the practice of charging
different prices to different consumers for the same good or service, based on various factors
such as willingness to pay, geographic location, or other customer-specific characteristics.

Here's a detailed example:

1. Age-Based Differentiation:

e Children's Ticket: Children, being less likely to have a personal income and often
having different viewing preferences, are usually offered tickets at a lower price. This
attracts families and makes it affordable for parents to bring their children.

e Adult's Ticket: Adults pay the standard ticket price. This is considered the baseline
price for comparison.
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¢ Senior's Ticket: Senior citizens, often on a fixed income, are given a discount. This is
not only an incentive for them to watch movies, but also a goodwill gesture recognizing
their life stage.

2. Time-Based Differentiation:

e Matinee Showings: Tickets for showtimes during the daytime or off-peak hours (e.g.,
before 5 PM) are often priced lower. This incentivizes moviegoers to attend during less
busy times, allowing theaters to spread out their audience and optimize seat
occupancy throughout the day.

¢ Prime Time Showings: Evening and weekend showtimes are typically the most popular
and are priced higher. This captures the maximum willingness to pay of the general
audience who prefer these times.

3. Loyalty or Membership-Based Differentiation:

e Membership Discounts: Regular moviegoers might be offered a loyalty card or
membership, which provides discounts on tickets or concessions. This not only ensures
repeated business but also provides theaters with a predictable source of revenue.

4. Format-Based Differentiation:

e Standard Viewing: A standard movie without any additional features is priced at the
base rate.

¢ 3D or IMAX: Movies shown in special formats, like 3D or IMAX, come at a premium
price due to the enhanced viewing experience and the costs associated with the
technology.

Reasoning Behind Price Differentiation in this Context: Movie theaters employ price
differentiation strategies to maximize their revenue. By segmenting their audience and
targeting specific price points to each segment, theaters can attract a broader range of
moviegoers and optimize their revenue streams.

This strategy acknowledges that different consumer groups have different levels of price
sensitivity and willingness to pay. By offering varying price points, businesses can cater to
these diverse needs and maximize their profits.
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Further Reading

Bichler, M., Knorr, J., & Maldonado, F. (2023). Pricing in nonconvex markets: How to price
electricity in the presence of demand response. Information Systems Research, 34(2), 652-
675.

https://pubsonline.informs.org/doi/abs/10.1287/isre.2022.1139

Chen, L. (2019). Retailers’ differentiation strategy and pricing in the rental market of digital
content: A case of E-textbooks.Journal of theoretical and applied electronic commerce
research, 14(3), 61-75.

https://www.mdpi.com/0718-1876/14/3/22

34


https://pubsonline.informs.org/doi/abs/10.1287/isre.2022.1139
https://www.mdpi.com/0718-1876/14/3/22

BarrunNg sy

Big Data, Privacy, & GDPR

Key Takeaways

Big data, privacy, and the General Data Protection Regulation (GDPR) are all interconnected in
the digital era. Here are some key takeaways to understand their relationship:

Definition and Scale of Big Data: Big data refers to extremely large datasets that are difficult
to analyze with traditional methods. These datasets can be harvested from a variety of sources
including social media, e-commerce, sensors, and more. Big data analytics offer insights,
patterns, and predictions which are invaluable to businesses.

Privacy Concerns: With the increasing amount of data collected, concerns about user privacy
have grown. Without proper precautions, big data can be misused to infringe on individual
privacy by revealing personal information or patterns.

Enter GDPR: The General Data Protection Regulation (GDPR) was introduced by the European
Union (EU) in 2018 to address privacy concerns. It sets guidelines for the collection and
processing of personal information of individuals within the EU.
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Consent is Key: Under GDPR, organizations must obtain explicit and informed consent from
individuals before collecting and processing their data. This means clear communication
without relying on pre-ticked boxes or buried clauses in terms and conditions.

Right to Be Forgotten: GDPR introduced the "right to be forgotten," meaning individuals can
request organizations to delete their personal data.

Data Portability: Another key provision in the GDPR is the right to data portability, allowing
individuals to request a copy of their personal data in a format that allows for easy movement
between different service providers.

Penalties: Non-compliance with GDPR can result in hefty fines, up to €20 million or 4% of the
annual worldwide turnover of the preceding financial year, whichever is higher.

Impact Beyond EU: Even though GDPR is an EU regulation, it has a global impact. Any
company, regardless of location, that deals with the data of EU citizens must comply.

Anonymization and Pseudonymization: To work with big data while ensuring privacy,
techniques like data anonymization (where data is rendered anonymous) and
pseudonymization (where data can't be attributed to a specific data subject without additional
information) are essential.

Data Protection Officers (DPOs): GDPR recommends or mandates (depending on the scale
and type of data processing) the appointment of a DPO to oversee the data protection strategy
and its implementation.

Data Breaches: Organizations are required to report certain types of data breaches to the
relevant supervisory authority within 72 hours of becoming aware of the breach.

Emphasis on Accountability: The GDPR mandates that organizations not only comply with its
provisions but also demonstrate their compliance. This means having clear policies,
procedures, and records of data processing activities.

Tech and Al Concerns: As Al and machine learning become more integrated with big data,
there are increasing concerns about automated decisions, profiling, and the potential bias in
algorithms. GDPR provides rights for individuals to not be subject to decisions based solely on
automated processing in certain cases.

36



The Economics of Information

As big data continues to grow in importance, understanding and complying with regulations
like GDPR becomes crucial for businesses. It represents a shift towards prioritizing user privacy
and giving individuals more control over their data in the digital age.

Further Reading

European Union. (2023). What is GDPR, the EU’s new data protection law?
https://gdpr.eu/what-is-gdpr/

Payton, T., & Claypoole, T. (2023). Privacy in the age of Big data: Recognizing threats,
defending your rights, and protecting your family. Rowman & Littlefield.

https://rowman.com/ISBN/9781442242579/Privacy-in-the-Age-of-Big-Data-Recognizing-
Threats-Defending-Your-Rights-and-Protecting-Your-Family

Price, W. N., & Cohen, I. G. (2019). Privacy in the age of medical big data. Nature
medicine, 25(1), 37-43.

https://www.nature.com/articles/s41591-018-0272-7

Robertson, V. H. (2020). Excessive data collection: privacy considerations and abuse of
dominance in the era of big data. Common Market Law Review, 57(1).

https://kluwerlawonline.com/journalarticle/Common+Market+Law+Review/57.1/COLA2020
006
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Case Study: A GDPR Fine in Romania

The following material is available on the website of the National Supervisory Authority for Personal Data
Processing at: https://www.dataprotection.ro/index.jsp?page=Comunicat Presa 09.08.2022 2&lang=en

The National Supervisory Authority finalized in July 2022 an investigation at the controller DN SRL and found the
breach of the provisions of Article 12, Article 13, as well as those of Article 5 paragraph (1) letters a), b) and c), by
reference to Article 5 paragraph (2) and Article 6 of the General Data Protection Regulation.

Therefore, the controller was sanctioned as it follows:

o fine in amount of lei 4,945.1 (the equivalent of EUR 1,000) for the breach of the provisions of Articles 12-13
of the General Data protection Regulation;

e fine in amount of Lei 7,417.65 (the equivalent of EUR 1,500) for the breach of the provisions of Article 5
paragraph (1) letters a), b) and c), by reference to Article 5 paragraph (2) and Article 6 of the General Data
protection Regulation.

At the same time, based on Article 58 paragraph (2) letter d) of the General Data Protection Regulation, the
following corrective measures were taken against the controller:

1. providing the information of the data subjects through the communication in a concise, transparent,
intelligible and easily accessible form of all information provided under Article 13 of the General Data
Protection Regulation and subject to the transparency conditions mentioned under Article 12 of the same
Regulation;

2. the elimination of the use of the video surveillance camera existing within the cosmetic room for which there
is no specific legal ground for the processing of the clients’ personal data and of its employees according to
Article 6 of the General Data Protection Regulation;

3. ensuring the compliance of the personal data processing operations with the General Data Protection
Regulation, through the implementation of some adequate technical ad organisational measures and the
establishment of some adequate rules relating to the management of the images registered by the surveillance
cameras;

4. the interdiction of the remote access through internet to the images and registrations, as well as the access
of the images and registrations solely in case of accident in relation to the purpose of the video surveillance
cameras instalment.

The investigation was started following an intimation through which a natural person noticed that there were data
subjects, clients of DN SRL, which were under video surveillance during the performance of some cosmetic services.

Within the investigation performed, it was found that the controller DN SRL holds a video surveillance system
installed both inside, as well as outside the space where the controller carries out its activity, that monitors both the
employees and clients.

Also, it was found that the controller did not prove that it performed a clear, complete and accurate information
of its employees and of the data subjects whose personal data (respectively the image) are processed through the
video surveillance cameras, by communicating all the information provided under Article 13 of the General Data
Protection Regulation and subject to the transparency conditions from Article 12 of the same regulation.

At the same time, it resulted that DN SRL did not provided any proofs of some previous existing incidents in order
to justify its legitimate interest that prevails over the interests or fundamental rights and freedoms of the data subjects.
Therefore, it was found that the controller excessively processed the data (images) of its clients and employees, through
the video camera installed in the location where the cosmetic treatments were performed. The data thus processed
were not adequate, relevant and limited to what is necessary by reference to the purposes for which they were
processed (“data minimisation”). The purpose declared by the controller could have been achieved through less
intrusive means for the privacy of its clients and employees.

Therefore, the breach of the provisions of Article 5 paragraph (1) letters a), b) and c) of the General Data Protection
Regulation by reference to the conditions regarding the lawfulness of the processing established under Article 6 of the
same regulation was found.

Moreover, the controller was not able to prove the observance of the processing principles according to Article 5
paragraph (2) of the General Data Protection Regulation.
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Big Tech vs Big Government

Key Takeaways

=

Privacy and Data Protection:
o Big Tech: Claims robust data protection and offers users tools to control their data.
e Big Government: Advocates for oversight to ensure data isn't misused.

¢ Big Government Risk: Potential for overreaching surveillance, infringing on citizen
privacy.

2. Monopolistic Practices:
e Big Tech: Defends their market dominance as a result of superior products/services.
¢ Big Government: Wants to curb anti-competitive behavior to ensure fair competition.

e Big Government Risk: Targeting companies based on political/nationalistic agendas
instead of genuine market concerns.

3. Content Moderation and Censorship:

e Big Tech: Argues for the right to enforce community standards.
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¢ Big Government: Concerned about potential biases or inadequate moderation.

o Big Government Risk: Suppression of dissenting voices, curtailment of free speech, or
promotion of state propaganda.

4. Taxation:
o Big Tech: Uses tax strategies based on global operations.
¢ Big Government: Wants companies to pay taxes where profits are generated.

¢ Big Government Risk: Excessive or targeted taxation that could distort market dynamics
or stifle innovation.

5. National Security vs. Encryption:
o Big Tech: Stresses the importance of encryption for user privacy.
¢ Big Government: Wants access to encrypted data for law enforcement.

¢ Big Government Risk: Demanding backdoors to encrypted systems, compromising
global cybersecurity.

6. Digital Sovereignty:
e Big Tech: Advocates for a globalized and open internet.
e Big Government: Prefers control over national digital infrastructure and data.

¢ Big Government Risk: Overemphasis might lead to a fragmented and heavily restricted
internet.

7. Economic and Innovation Concerns:
o Big Tech: Believes they drive innovation and create significant economic value.

¢ Big Government: Concerns about the power of tech giants stifling startups and local
industries.

¢ Big Government Risk: Overregulation that might hamper innovation and market
dynamics.

8. Transparency:
¢ Big Tech: Operates proprietary algorithms and platforms.
¢ Big Government: Calls for transparency in algorithms and operations.

¢ Big Government Risk: Lack of transparency in governmental actions and decisions.
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10.

11.

Interoperability and Open Standards:
Big Tech: Some prefer proprietary systems, while others support open standards.
Big Government: Advocates for interoperability to prevent vendor lock-in.

Big Government Risk: Mandated interoperability might stifle innovation or be used to
favor local entities.

Digital Literacy and Education:
Big Tech and Big Government: Recognize the importance of user education.

Big Government Risk: Introduction of biased educational programs promoting state
narratives.

Global Operations vs. Local Laws:
Big Tech: Emphasizes challenges of adhering to myriad local laws.
Big Government: Asserts the need to uphold local laws and protect its citizens.

Big Government Risk: Excessive localization laws might unfairly control or restrict global
tech companies.

Real World Examples

Big tech companies often find themselves in disputes with governments over user data, driven
by the tension between privacy rights and law enforcement or regulatory demands. Here are
a few notable examples:

1. Apple vs. the FBI (2016): One of the most famous cases involved Apple and the FBI

regarding the iPhone of a shooter involved in the 2015 San Bernardino attack. The FBI
wanted Apple to create a backdoor to bypass the device's encryption, but Apple
refused, citing concerns that this would set a dangerous precedent for user privacy
and security. The dispute escalated to the courts but was resolved when the FBI
accessed the iPhone through a third party.

2. Microsoft vs. the U.S. Government (2013-2017): Microsoft contested a U.S.

government warrant demanding access to emails stored in a data center in Ireland,
arguing that U.S. warrants didn't apply to data stored overseas. This case, which raised
significant questions about international law and digital privacy, went through several
court levels and was pending before the U.S. Supreme Court. However, it became moot
when the U.S. Congress passed the CLOUD Act in 2018, clarifying law enforcement's
ability to access electronic data stored internationally.
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3. Google in Various Countries: Google has had numerous run-ins with governments
over user data. For instance, in the European Union, Google has faced challenges over
the "Right to be Forgotten" law, which allows individuals to request the removal of
personal information from search results. Google has to balance compliance with
these requests against the public interest in that information.

4. Facebook and Privacy Laws: Facebook has been in the spotlight for how it handles
user data, particularly after the Cambridge Analytica scandal in 2018. Governments
worldwide, especially in the European Union, have scrutinized Facebook's data

practices, leading to legal challenges and demands for stricter regulation.

Further Reading

Agarwal, R. (2020). Why A Big Government Cure Would Be Worse Than Big Tech Control.
Forbes

https://www.forbes.com/sites/rajshreeagarwal/2020/09/22/why-a-big-government-cure-
would-be-worse-than-big-tech-control/?sh=69a92c7b134c

Engin, Z., & Treleaven, P. (2019). Algorithmic government: Automating public services and
supporting civil servants in using data science technologies. The Computer Journal, 62(3),
448-460.

https://ieeexplore.ieee.org/abstract/document/8852885

Petit, N. (2020). Big tech and the digital economy: The moligopoly scenario. Oxford
University Press. ISBN: 9780191874291

https://doi.org/10.1093/0s0/9780198837701.001.0001
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Social Media & Fake News

Key Takeaways

Definition and Identification:

Understand what constitutes fake news: misinformation (false or misleading information
shared without harmful intent) vs. disinformation (false information shared with the intent to
deceive).

Recognize that identifying fake news can be challenging due to sophisticated tactics employed
by propagators.

Prevalence:

Know that the rapid dissemination of information on social media platforms can lead to the
quick spread of false narratives.

Understand the "filter bubble" effect: users are often shown content aligned with their beliefs,
potentially amplifying misinformation.
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Impact on Business:

Reputational risks: Fake news can damage a company's brand, affecting customer trust and
loyalty.

Financial implications: Stock prices and sales can be affected by fake news stories, even if they
are debunked later.

Decision-making: Business decisions made based on misinformation can lead to strategic
blunders.

Role of Algorithms:

Recognize how platform algorithms can amplify sensational or controversial content,
sometimes at the expense of accuracy.

Understand that algorithms prioritize user engagement, which may inadvertently promote
misleading content.

Combating Fake News:

Fact-checking and verification tools: Familiarize yourself with organizations and platforms
dedicated to verifying information.

Crisis management: Learn strategies to handle and respond to fake news affecting a business
or brand.

Transparency: Ensure that the company's communication is transparent, which can help build
trust and reduce the spread of misinformation.

Ethical Considerations:

Businesses have a responsibility to ensure accurate information dissemination, especially if
they are using social media for advertising or public relations.

Personal ethics: As future business leaders, MBA students should prioritize truth and accuracy
in their professional communications.

Regulations and Policies:

Stay updated with local, national, and international regulations regarding misinformation and
online content.

Recognize that many platforms are introducing policies to curb the spread of fake news, and
these policies can affect business strategies.

Digital Literacy and Education:

Promote and engage in efforts to increase digital literacy among employees and stakeholders.
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Understand the importance of educating consumers about the potential dangers and impacts
of fake news.

Role of Influencers and Thought Leaders:
Recognize that influencers can be both a source of fake news and a means to combat it.

Collaborate with trusted influencers to spread accurate information and debunk false
narratives.

Future Trends:

Stay aware of advancements in deepfake technology, which can create realistic yet entirely
fabricated video or audio content.

Understand the evolving role of Al in both spreading and combating misinformation.

Pope Francis Endorses Donald Trump for
President

In the 2016 U.S. Presidential election, a widely circulated fake news story claimed that Pope
Francis had endorsed Donald Trump's candidacy. This story was completely untrue, as the
Vatican's policy is to not endorse political candidates. The article was published on a website
designed to mimic a legitimate news source and gained extensive traction on social media.

Key characteristics of fake news:
e False Information: The core claim was entirely fabricated.
o Authentic Appearance: The website was designed to look like a real news source.
o Viral Spread: It was widely shared on social media, misleading many readers.

¢ Sensitive Topic: It dealt with high-profile figures and political events, making it more
enticing for readers.

The spread of such fake news can have significant impacts on public opinion, particularly
during sensitive times like elections. It underscores the importance of verifying information
and relying on reputable news sources.
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Further Reading

Baptista, J. P.,, & Gradim, A. (2020). Understanding fake news consumption: A review. Social
Sciences, 9(10), 185.

https://doi.org/10.3390/s0csci9100185

FactCheck.org

https://www.factcheck.org

Pennycook, G., & Rand, D. G. (2021). The psychology of fake news. Trends in cognitive
sciences, 25(5), 388-402.

https://doi.org/10.1016/j.tics.2021.02.007
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Key Takeaways

Definition of Intellectual Property (IP): IP refers to creations of the mind such as inventions,
literary and artistic works, and symbols, names, and images used in commerce.

Types of IP:

e Patents: Protects inventions or processes for a certain period, typically 20 years. After
this, others can freely make, use, or sell the invention.

e Trademarks: Protects symbols, names, and slogans used to identify goods or services.
Think of logos and brand names.

e Copyrights: Protects original artistic and literary works. This includes music, literature,
movies, and software.

e Trade Secrets: Protects formulas, practices, processes, designs, instruments, or any
information that provides a business advantage over competitors who do not know or
use it.

47



The Economics of Information

Importance of IP:

e Competitive Advantage: IP can provide a business with a unique advantage over
competitors.

e Revenue Streams: Through licensing or franchising.

e Valuation and Investment: IP can significantly increase the value of a business,
especially in sectors like tech and pharma.

IP Strategy and Management:

e Protection: Understand what kind of IP protection is most suitable for your innovation.

e Maintenance: For example, trademarks might need to be renewed, and patents have
maintenance fees.

e Monetization: This could be through licensing, franchising, or direct
commercialization.

Global Perspective: IP protection is territorial. A U.S. patent, for instance, only provides
protection within the U.S. For global operations or sales, understanding international IP laws
and treaties is essential.

Infringement: This is the unauthorized use of intellectual property. Being aware of
infringement risks, both as a potential victim and inadvertent perpetrator, is crucial.

IP in Mergers and Acquisitions: Due diligence in M&A often involves a thorough review of IP
assets, as these can influence the valuation and attractiveness of a deal.

Open Source and Public Domain: Not all intellectual creations are proprietary. Some are freely
available for use, but it's essential to understand the terms under which they're available.

Changing Landscape: With the rise of digital technologies, artificial intelligence, and the
internet, the landscape of IP is continuously evolving. For instance, questions about IP
ownership in Al-generated content or the challenges in digital copyright enforcement are
emerging areas.

Ethical Considerations: It's essential to strike a balance between protecting IP rights and
promoting innovation and sharing of knowledge.
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The Wright Brothers' Patents and the Curtiss
Company

Patents have often played a complex role in the balance between fostering innovation and
potentially hindering progress. A well-known example is the case of the Wright brothers and
their patents on airplane technology in the early 20th century.

After the Wright brothers achieved the first powered flight in 1903, they secured a series of
patents for their flying machine, particularly focusing on the method of flight control, which
was a breakthrough in aviation. However, rather than promoting further development, these
patents led to a protracted legal battle with other aviation pioneers, most notably Glenn
Curtiss and his company.

Wright brothers aggressively pursued legal action against anyone who built airplanes that they
felt infringed on their patents, especially the use of ailerons by Curtiss for lateral control. This
created a stifling environment for other aviation innovators, as they either had to pay costly
licensing fees, face legal battles, or find alternative, often less effective, methods of flight
control.

These patent wars significantly hampered the development of the aviation industry in the
United States during a critical period of technological advancement. Many historians and
aviation experts argue that this slowed the pace of innovation in American aviation, while
European countries, not bogged down by such legal issues, made significant strides in airplane
development during this time.

The situation reached a point where the U.S. government had to intervene during World War
I. Faced with the need for rapid advancement in aviation technology for the war effort, the
U.S. government urged the creation of a cross-licensing organization—the Manufacturers
Aircraft Association—which allowed all parties to use each other's patents, thus ending the
legal stalemate and reigniting innovation.

Further Reading

European Patent Office. (2023). New study reveals how IP helps startups raise finance.

https://www.epo.org/en/news-events/news/new-study-reveals-how-ip-helps-startups-raise-
finance

Grinvald, L. C., & Tur-Sinai, O. (2019). Intellectual property law and the right to repair. Fordham
L. Rev., 88, 63. https://heinonline.org/HOL/LandingPage?handle=hein.journals/flr88&div=7

World Intellectual Property Organization. (2023). What is Intelletual Property?
https://www.wipo.int/about-ip/en
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Crowdsourcing

Key Takeaways

Crowdsourcing has emerged as a potent tool for businesses and organizations to harness the
collective intelligence of large groups of people.

Definition: Crowdsourcing involves obtaining ideas, content, opinions, or solutions from a
large group of people, typically from an online community, rather than from traditional
employees or suppliers.

Advantages:

¢ Diversity of Input: Tapping into a vast and varied group of individuals can lead to a
range of ideas and insights.

o Cost-Efficiency: It can be more cost-effective than traditional R&D methods.
e Speed: Quick access to feedback, solutions, or ideas.

e Innovation: Opens doors to out-of-the-box thinking and breakthrough solutions.

Types of Crowdsourcing:

o Idea Generation: Collecting ideas on new products, services, or solutions.
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e Micro-tasks: Breaking down tasks into smaller parts for the crowd to solve (e.g.,
Amazon's Mechanical Turk).

¢ Crowdfunding: Raising capital for projects or ventures from a large number of
people, often via platforms like Kickstarter or Indiegogo.

e Open Innovation: Inviting external participants to contribute to internal R&D.

o Data Collection and Analysis: Gathering and analyzing data from a large
community (e.g., using citizen scientists).

Risks & Challenges:
¢ Quality Control: Ensuring the quality and reliability of crowd-contributed content.

o Intellectual Property: Managing the rights to ideas, content, or solutions sourced
from the crowd.

¢ Motivation: Ensuring participants are adequately incentivized to participate.

e Communication: Effective communication can be challenging due to the
decentralized nature of participants.

Motivational Factors: Understanding what drives people to participate is crucial. Some are
motivated by monetary rewards, while others seek recognition, intrinsic satisfaction, or are
driven by a sense of community.

Technological Infrastructure: Implementing crowdsourcing often requires robust online
platforms or apps to gather, manage, and analyze contributions. Familiarity with these tools
can give an edge.

Ethical Considerations: It's essential to treat participants fairly, ensure transparency, and
avoid exploiting contributors by offering too low compensation or not recognizing their
contributions.

Applications in Different Industries: From designing T-shirts to software bug testing,
crowdsourcing is used in diverse industries.

Integration with Business Strategy: Crowdsourcing shouldn't be an afterthought. It should be
integrated into the business's overall strategy, considering its advantages and limitations.

As the business world becomes more interconnected and digital, the power of the crowd will
only grow in importance.
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Notable Examples

Wikipedia: Perhaps the most famous example, Wikipedia is a free online encyclopedia
created through the collaborative effort of volunteers around the world. Anyone with
internet access can write and make changes to Wikipedia articles (except in certain
cases Where editing is restricted to prevent vandalism). This crowdsourcing approach
has made Wikipedia one of the largest and most popular reference websites.

Waze: This GPS navigation software app uses crowdsourcing to gather real-time traffic
and road info. Users of Waze can report traffic incidents, road hazards, speed traps,
and other useful information, which is then shared with other users in real time. This
approach helps drivers avoid traffic jams and find the best routes.

Kickstarter: This is a global crowdfunding platform focused on creativity and
merchandising. Individuals or companies can use Kickstarter to fundraise for their
projects or products, gathering small amounts of money from a large number of
people. This has enabled numerous projects, from films to gadgets, that might not
otherwise have found funding.

OpenStreetMap: Similar to Wikipedia but for maps, OpenStreetMap is a collaborative
project to create a free editable map of the world. It's built by a community of mappers
who contribute and maintain data about roads, trails, cafés, railway stations, and much
more, all over the planet.

Zooniverse: A platform for citizen science projects, Zooniverse enables volunteers to
contribute to scientific research. These volunteers help professional scientists with
tasks that require human cognition, such as classifying galaxies, transcribing
handwritten documents, or identifying wildlife in camera trap images.

Further Reading

Vermicelli, S., Cricelli, L., & Grimaldi, M. (2021). How can crowdsourcing help tackle the COVID-

19 pandemic? An explorative overview of innovative collaborative practices.
Management, 51(2), 183-194.

https://doi.org/10.1111/radm.12443

R&D
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Outsourcing

Key Takeaways

Definition: Outsourcing involves delegating certain business processes or functions to third-
party vendors or companies, either domestically or internationally.

Reasons for Outsourcing:

e Cost Reduction: Often, businesses can achieve significant cost savings by
outsourcing tasks to regions with lower labor costs.

¢ Focus on Core Competencies: Allows companies to concentrate on their primary
value-creating activities while delegating peripheral tasks.

o Access to Expertise: Outsourcing can provide businesses with access to specialized
skills and technologies they may not possess in-house.

o Scalability: Businesses can quickly scale operations up or down based on demand
without committing to long-term overhead.

o Risk Management: Distributing certain responsibilities can help businesses share
or mitigate operational risks.
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Types of Outsourcing:

Business Process Outsourcing (BPO): This includes functions like customer service,
HR, and finance.

Information Technology Outsourcing (ITO): Contracting out IT-related functions
such as software development or IT infrastructure management.

Knowledge Process Outsourcing (KPO): Involves high-value tasks based on
specialized knowledge, like research, analytics, or legal services.

Risks & Challenges:

Quality Concerns: The quality of outsourced services might not always meet
expectations or standards.

Cultural & Communication Barriers: Working across different cultures and time
zones can lead to misunderstandings and inefficiencies.

Dependency: Over-reliance on a single vendor can lead to vulnerability in supply
chain disruptions.

Security Concerns: Sharing sensitive data with third parties can increase the risk of
data breaches or IP theft.

Hidden Costs: Initial savings might be offset by unforeseen expenses, such as
training or transitioning services.

Ethical Considerations:

Labor Practices: Outsourcing to regions with lax labor laws can lead to ethical
dilemmas.

Economic Impact: Outsourcing can lead to job losses in the home country, sparking
debates on its socio-economic implications.

Vendor Selection & Management:

Due Diligence: It's crucial to thoroughly vet potential vendors to ensure reliability,
quality, and cultural fit.

Contract Management: Clearly defined contracts with performance metrics,
terms, and conditions are critical.

Relationship Management: Building a strong, collaborative relationship with the
vendor ensures better alignment with business objectives.

Insourcing & Backsourcing: While outsourcing is a popular trend, many companies also
choose to bring previously outsourced operations back in-house (insourcing) or transfer them
to a different vendor (backsourcing) due to various strategic reasons.
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Global Trends: Factors such as geopolitical shifts, technology advancements, and global
economic conditions can influence outsourcing decisions and trends.

Strategic Implications: Outsourcing is not just an operational decision but has strategic
implications. It can affect a company's competitive positioning, brand reputation, and long-
term growth.

Emerging Technologies: Technologies like cloud computing, automation, and Al are
transforming the outsourcing landscape by enabling more processes to be managed remotely
and reducing the need for certain human interventions.

Apple Inc. and Outsourcing

Apple, known for its wide range of popular consumer electronics like iPhones, iPads, and Mac
computers, doesn't manufacture these products itself. Instead, it relies on a global network of
suppliers and manufacturers. The company's outsourcing strategy is focused on leveraging the
specialized capabilities of suppliers and manufacturers, primarily in Asia, to produce high-
quality products efficiently and cost-effectively.

Key Aspects of Apple's Outsourcing:

1. Manufacturing and Assembly: Apple outsources the manufacturing of most of its
hardware components to various suppliers. For instance, companies like Foxconn and
Pegatron, mainly based in Taiwan and China, are responsible for the assembly of the
majority of iPhones and other Apple products.

2. Component Suppliers: Apple also outsources the production of components like
screens, chips, and camera modules to various specialized manufacturers. For
example, Samsung and LG supply display panels, and Qualcomm provides certain
chips.

3. Cost Efficiency and Scalability: Outsourcing allows Apple to maintain flexibility and
scalability in its production processes. It can ramp up or scale down production based
on demand without the constraints of managing large manufacturing facilities.

4. Focus on Core Competencies: This strategy enables Apple to focus on its core
competencies, such as design, software development, and marketing, while leaving
manufacturing to those with specialized expertise.
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This approach has been highly successful, allowing Apple to maintain its position as a leader
in the tech industry. It benefits from cost-effective production, high-quality manufacturing
standards, and the ability to quickly respond to market demands.

Financially, outsourcing has contributed to Apple's significant profit margins, as the cost of
manufacturing is kept relatively low compared to the premium prices its products command
in the market.

However, Apple's outsourcing strategy is not without criticism, particularly regarding labor
practices and environmental concerns in its supply chain. The company has taken steps to
address these issues, such as implementing stricter supplier responsibility standards.

Further Reading

Schniederjans, M.J., Schniederjans, A. M., Schniederjans, D. G. (2010). Outsourcing and
Insourcing in an International Context. Routledge. ISBN: 978-0765615862

https://doi.org/10.4324/9781315701936

Sinclair, A.R. (2023). Outsourcing Mastery. The Ultimate Guide to Leveraging Global Talent.
ISBN: 979-8388647191
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