Questions we’ll encounter this
semester in 14.27



A Taste of What We’ll Do This
Semester

First a couple of philosophical points:

Theory matters-Models help us think clearly, make consistent
arguments, and create simple worlds that we understand very well to
focus on particular relationships.

Institutions matter-One of the great lessons of industrial organization
is that one cannot paint with too broad a brush. E.g. some markets

where quality is hard to perceive and reputation matters and others
not.

e Network externalities
e Scale economies
* Match quality



Group Puchasing

Most of you are too young to

e This didn’t work in 2000 remember two highly publicized

January 4, 2001 3:15 PM PST

Group-buying site Mercata to

Internet start-ups funded by big
names, Mercata and Mobshop.

shut its doors They both folded in 2001, citing

By Greg Sandoval and Dawn Kawamoto

Staff Writers, CNET News

Related Stories

Value America files for
bankruptcy, lays off 185

Auqust 11, 2000

Paul Allen the inability to force seller
discounts.

Mercata, a group-buying site backed by the venture
capital firm of Microsoft co-founder Paul Allen, said

Thursday it will cease operations at the end of the menth.
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MobShﬂp, a Group-Buying Site, Drops Its Consumer Business
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MobShop Inec., one of a handful of companies offering group buying on the Internet, is closing its B Sien o

consumer operations, on the heels of the recent announcement that its chief competitor, MAIL

Mercata Inc., was going out of business. = PRINT


Csiegel
Typewritten Text

Csiegel
Typewritten Text

Csiegel
Typewritten Text
© CNET.  All rights reserved. This content is excluded from our Creative Commons license. For more information, see http://ocw.mit.edu/help/faq-fair-use/

Csiegel
Typewritten Text

Csiegel
Typewritten Text

Csiegel
Typewritten Text

Csiegel
Typewritten Text

Csiegel
Typewritten Text

Csiegel
Typewritten Text

Csiegel
Typewritten Text

Csiegel
Typewritten Text
© The New York Times.  All rights reserved. This content is excluded from our Creative Commons license. For more information, see http://ocw.mit.edu/help/faq-fair-use/

Csiegel
Typewritten Text

Csiegel
Typewritten Text


Group Purchasing

What'’s different now?

What economic models could explain the differences?
Look at economic models of monopsony power and buyer
size discounts.

Look at particulars of group purchasing business plans,
such as Groupon, to try to answer some of these
differences.



Sponsored Search

How do Google and Bing sell ads?

Are they good at it?
Type “turkey plates

Thanksgiving” into browser.

Receive organic or

GO S[C turkey plates thanksgiving n sarafellison@gi

Search 2
‘ Web Ads related to turkey plates thanksgiving Why these ads? Shop for turkey pl... Sponsc

Images Dinnerware Holiday | Kohls.com on Google
www_kohls.com/Dinnerware - 226 seller reviews shopping.google.com

Maps Save on a Great Selection of Dinnerware at Kohl's®. Shop!
sarafellison@gmail.com || Getoffers Privacy

Videos

News Thanksgiving Turkey Plate | potterybarn com

www_pottarybam.com/

Shopping Set Your Table in Style with Dinnerware from Pottery Barn® Thanksgiving ~ Sculpted

algorithmic search results and .. AR

sponsored search results at
top (typically < 3) and down
right side (typically <
What is the mechanism by
which these ads are sold?

8)

Oriental Trad Pottery Barn

Thanksgiving Turkey Platter | Target.com

Cambridge, MA ww target com:
Change location 1,571 reviews for target.com E =
Find Premium Platters At Delicious Prices. Shop Party Trays At Target! r I
Show search tools L . E B
Turkey China Transferware - Thanksgiving Dinner - Country Living
www._countryliving.com » Antiques and Collectibles » What to Collect Williams Pfaltzgraff
For more than 100 years, this English transferware graced the finest Thanksgiving Sonoma Set..  White Thank.
tables. Country Living takes a look at these turkey-theme plates $219.99 $30.00
eBay Etsy

Turkey Plates - Compare Prices. Reviews and Buy at Nextag - Price ...
ww nextag.com/turkey-plates/products-html

Turkey Plates - 191 results like Johnson Brothers His Majesty (From An Original

Engraving) ... Classic Turkey: 7" Classic Turkey Thanksgiving Paper Plates 8ct.

© Google. All rights reserved. This content is excluded from our Creative Commons
license. For more information, see http://ocw.mit.edu/help/faq-fair-use/.

How is it different from ads in

magazines, say?


http://ocw.mit.edu/help/faq-fair-use/

Display Ads and Privacy

e How do firms like Yahoo serve these
ads and determine their effectiveness?

 What do consumers actually think?

* Different type of ads are sold
differently, function differently, but
some similarities to sponsored search.
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Home NFL MLB NBA NHL NCAAF NCAAR NASCAR Golf UFC Soccer Tennis More ThePostGame Shop Fantasy

NFL Home Py n News Scores And Schedules Standings Stats Teams Transactions Odds Video Blog  Tickets

YAHOO! sporTs Make it a Bﬂmhll'-k season. MOST POPULAR

réﬁﬁit. Bring your league back to the
mmn

«\Rory Mcllroy comes from three back to win
Peutsche Bank Championship

#1 Fantasy Football game.

These ads
are —

displayed.

lames: RG3 is about to drop bombs on the
Bayou

« Stricker, Snedeker, Johnson and Furyk
announced as Ryder Cup captain’s picks

« NFL predictions, 2012: Go big, or go home
« Matt Kenseth officially joins Joe Gibbs Racing
« Full Nelson: What's In My Wallet, 2012

« Five things wg wigg the Deutsche Bank

Old Navy mistakenly gives 1961 champto Chiitias
Click on this article nonexistent team in nonexistent conference 2
> B
fro m Ya h OO [ lt] By Doug Farrar | Shutdown Comer — Mon, Sep 3, 2012 1:50 PM EDT Mortgage Rates Hit 3.00% APR
/—\ 30 Year Fixed 3.25% 3.49% AR
h 0 m e p a ge (] Email | | I Recommend |22k | W Tweet | 271 g+, 38
° /2N 15 Year Fixed 2.75% 3.00% AP
Somebody at Old Navy needs a little help with /N 51ARM 2.00% 2.20% APR
their American Football League history. In 1961, N L -
the Dallas Texans went 6-8 and finished second B La - heflnance et Sl
in the AFL West division behind the ® San e /7\ Home Purchase ~ $150k $573/mo

Diego Chargers, who lost the 1961 AFL

We’ve a I | h a d th e eXpe ri e n Ce championship to the Houston Oilers. The next

puUSTay oot et
year, the Texans beat the Houston Oilers in the H
AFL championship and promptly moved to

W h I I e We b S u rfl n g o r 0 n Kansas City tobecome\\'hatisk;m‘m today as T @x ﬂ m 5 3 COUNTDOWN:TO. FANTASY;FOOTBALL
the Chiefs. e rc%} s YAHOO! sporTs
*
/4

Fa Ce b O O k O r G m a i I, t h a t a That's a 1962 championship for the Dallas FANTASY FOOTEBALL

T : p ARE YOU READY FOR YOUR DRAFT?
‘exans, not a 1961 championship. And the

M I I t d H d Houston Oilers won the 1961 championship. SigotnforFres
Creepl y re eva n a Is Se rve Keep these things in mind, and we'll continue. 01 05 23 39
In 2002, the Texans name returned to pro DAYS HOURS MINS SECS

our first reaction is “yuck”, but S T

franchise that replaced the Oilers, who moved

sometimes it is precisely the ad e B gy

* Houston Texans won their first division title

MEET THE SHUTDOWN CORNER TEAM

Doug Farrar
It] Doug Farrar is the editor of Shutdown Comer,

Yahoo! Sports’ NFL blog.
Posts = Website = Email | []|RSS

with a 10-6 record, good enough for the pole

We Wa n t a t t h a t m O m e n t R position in the AFC South. The Houston Texans went on to beat the Cincinnati Bengals, 31-10, i} the

wild-card round of the 2011 playoffs before dropping 20-13 to the Baltimore Ravens in the divisi§nal

frame. W Follow @SC_DougFarrar

Why this little history lesson, you might ask?

W h a t C a n W e S a y a b O u t Because Old Navy had themselves an epic fail with the replica T-shirt pictured here. The Houston

Texans didn't exist in 1961, the Houston Oilers won the 1961 AFL championship, the Dallas Texans

Regular Contributors:
MJD, Chris Chase. Maggie Hendricks, Kristian Dyer,
Shane Bacon

. ? weren't even in the playoffs in 1961, and the American Football Conference shown on the shirt didn't
Consumer reactlon to these ads H exist until the AFL and NFL merged into one big NFL in 1970. NEW NIKE NFL GEA/?

[Related: Texans appear ready to deliver on their promise]
In as many ways as possible, whoops. \
"The NFL clothing sold in our Old Navy stores is created by a third party sports licensing company,” YAIs-:on <sHop
© Courtesy of Yahoo.com. All rights reserved. This content is excluded from our Creative
Commons license. For more information, see http://ocw.mit.edu/help/fag-fair-use/.
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4 vintage Johnson Brothers His Majesty Turkey Dinner Plates

$160.99
or Best Offer

Auction or Posted
Price?

new usting Christmas Village Dinner Serving Plate Turkey Ham
Johnson Brothers

$129.95
Buy It Now
Free shipping

 What factors
determine whether a
product is sold
through an auction or
by posted price?

Woods Enoch Burslem England Blue / Turkey Dinner Plate 9"

$9.95 5d 4h left (Sunday, 9PM)
1 bid

9 NEW Unused HIS MAJESTY Turkey Transferware Johnson Bros
Dinner Plates

$37.00 5d 4h left (Sunday, 8PM)
6 bids

Pottery Barn Fresco Turkey Salad Plates Set Of 4 NIB~BEAUTIFUL-

 Should consumers
prefer one over the
other?

$124.99 =P FAST'NFREE
Buy It Now Getit on or before Sat, Sep. 6
Free shipping Top Rated

W Plus

new usting. WILLIAMS SONOMA CHRISTMAS THANKSGIVING
TURKEY SALAD PLATES SET OF 4 NEW

$64.99
Buy It Now

© eBay, Inc. All rights reserved. This content is excluded from our Creative Commons
license. For more information, see http://ocw.mit.edu/help/faq-fair-use/.
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Sales Taxes

As many of you probably know, firms are not required
to collect sales tax in states where they do not have a
physical presence, their purchase is de facto tax free.

How important is avoiding sales tax to consumers?
And how has this tax-preferred status of online retail
affected traditional retails?

Have retailers distorted location decisions to take
advantage of tax-preferred status? Interestingly,
possible broader, general equilibrium effects.

How might the legal landscape change?
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