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Econ 483: Economics of Innovation & Technology
University of Illinois at Urbana-Champaign

Department of Economics

Spring 2014

Monday & Wednesday

Section 1: 9:30 - 10:50 am

Section 2: 11:00 am - 12:20 pm

119, David Kinley Hall

Evangelia Chalioti

O¢ ce: 101, David Kinley Hall

Email: chalioti@illinois.edu

O¢ ce hours: Monday, 2:00 - 4:00 pm

Course Description

This course introduces the major topics of economic analysis of innovation. It intends to provide

students with a solid understanding of theoretical models of innovation with a particular emphasis of

the e¤ects of market structure and intellectual property rights on the incentives for inventors. This

course will shed light on the e¤ects of market power on the intensity of innovative activity as well as the

alternative incentive mechanisms such as prizes, patents, copyrights and trade secrecy. Topics include

economics of the intellectual property (IP) protection system; IP licensing and research joint ventures;

enforcement and litigation; strategic choices in innovation & competition; the value of innovation &

patent races; process innovation and product market competition; the di¤usion of technological inno-

vations; interaction between public and private sector innovation; network e¤ects; current policy issues

regarding the con�icts between IP rights and antitrust regulation.

This course will often motivate the analysis of economic concepts using case studies, empirical facts

and consider simple economic models to explain individuals behavior. The primary tool for understand-

ing �rms�, consumers�or governments�choices is the maximization paradigm which assumes individuals

behave as if they maximize an objective function; such function may represent the level of pro�ts, hap-

piness or social welfare. Thus, much of the course will be devoted to applying that paradigm to various

settings. The academic objective of this course will be this analytical thinking and the goal is for the

students to interpret the economic aspects of innovative activity and IP protection system.

Course website

This course uses Illinois Compass2g as the course website. Students registered for the course may

log in at https://compass2g.illinois.edu/. This website will contain copies of all lecture notes, class

handouts, answer keys, and most readings. A sample of (next day�s) lecture notes will be available

on compass2g before each class. If you have problems accessing or navigating the course website, see

http://www.cites.illinois.edu/compass/students/index.html
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Prerequisite

Basic and intermediate-level microeconomics (ECON 102 or equivalent; ECON 302) are the prerequisites

for this class. You should also be familiar with basic calculus such as derivatives as well as with

constrained optimization problems such as pro�ts and utility maximization. Prior knowledge on basic

game theory - Nash equilibrium, subgame perfect Nash equilibrium, backward induction - and industrial

organization - monopoly, competition, welfare analysis - are strongly recommended.

Readings

The lecture notes will be posted over the course on the homepage to re�ect the current lectures.

Main textbooks for the lectures are:

- Scotchmer, S., Innovation and Incentives, MIT Press, 2004

- Church, J. and R. Ware, Industrial Organization: A Strategic Approach, Irwin

McGraw-Hill, 2000. Available at: http://works.bepress.com/je¤rey_church/23

Selected readings from recent research and case studies will also be assigned.

Supplementary books:

- Boldrin, M. and D. K. Levine, Against Intellectual Monopoly, Cambridge University

Press, 2008. Available at http://www.dklevine.com/general/intellectual/againstnew.htm

- Hall, B. and N. Rosenberg, Handbook of the economics of innovation, Elsevier, 2010

- Leveque and Meniere, The Economics of Patents and Copyright, Berkeley Electronic

Press, 2004. Available at http://www.bepress.com/leveque

Problem Sets

Problem sets will be available on line over the course. They are not graded and need not be turned in.

Some problems will be discussed in class. Working through the problem sets is very important for the

understanding of the course material (and getting better prepared for the midterm and �nal exams).

Attendance policy

Attendance to class is mandatory. It will help in mastering the course material and getting prepared

for the exams, since presentation slides will be used as a text, problems will be solved and case studies

will be discussed. An attendance sheet will be circulated in every class.

Examination information

1st midterm exam: Wednesday, February 26

2nd midterm exam: Wednesday, April 9

Final exam (university-scheduled)
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Any information about the exams will be announced in class as well as at the course homepage.

Exam week policies: The last day before the date of examination, I will not respond to emails

about the course material or personal requests. If you want to talk to me, I will hold extra o¢ ce hours

on Tuesdays, February 25 and April 8, 9:00am - 12:00pm.

Grading

The course grade will be the weighted average of the followings:

1st midterm exam: 30%

2nd midterm exam: 30%

Final exam: 40%

- All exams will be based on lectures, class discussions, problem sets and readings assigned during

the course. The �nal exam will be cumulative.

- Curving is minimal. However, if the grade of a midterm exam is lower than that of the �nal, the

�nal exam will be used as a make-up (so as to help a student�s grade). It will weight 50% and the

midterm exam 20%.

- You may on occasion have questions about exam grading. Any re-grading request means that I

reserve the right to re-grade the entire assignment (not only the question in which you think there was

a mistake).

- You are required to inform me of any known con�ict as soon as possible but no later than two

weeks before the date of examination.

- If you miss one of the midterm exams for a valid reason - e.g. medical emergency - you must notify

me before the exam begins. The �nal exam will be used as a make-up of the �nal score only for those

that supply supporting evidence and the note from the Emergency Dean (which will certify the validity

of your reason for absence). A make-up exam will be arranged only under extraordinary circumstances.

- Missing an exam without approval will result in a failing grade for that exam.

Remarks

- Lectures are not self-contained. It is not expected that you will be able to follow a lecture if you

have gaps in your knowledge from prior lectures.

- It is not expected that understanding the lectures will prepare you to perform well in the exams.

Successfully completing the problem sets and reading the covered sections of the textbooks are necessary

components for such preparation.

- The use of cell phones, smart phones, or other mobile communication devices is disruptive, and is

therefore prohibited during class.

- Academic Integrity: Violations of academic integrity as given in the Code of Policies and Regula-

tions will be taken seriously. See http://www.uiuc.edu/admin_manual/code. Cheating in any way is
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considered a very serious o¤ense. Anyone caught cheating in this course will be subject to the penalties

discussed in the Code. These penalties include, among others, a failing grade (F) for the course and

dismissal from the University.

Students assistance

The Division of Disability Resources and Educational Services (DRES) has been designated by the

University as the primary o¢ ce to guide, counsel and assist students with disabilities. Their phone

number is (217) 333-4603. If you already receive services through DRES and require accommodations

for this class (note taking assistance, extended time for tests, etc.), please, make an appointment with

me as soon as possible to discuss your approved accommodation needs but not later than February 5.

I will hold any information you share with me in the strictest con�dence.

The Counseling Center (http://www.counselingcenter.illinois.edu/) is committed to organizing study

skills workshops and providing a range of services intended to help students to cope with their personal

issues. If you need help with your writing skills, you can contact the Writers Workshop at the Center

for Writing Studies.

Lectures

The lectures are the core element of the course. The following is an outline of them.

Required readings: �, Recommended: �, Optional: �

Introduction, Technological advance

- Case studies: IKEA; Videogames industry: Microsoft (Xbox), Nintendo (Wii), Sony (Playstation);

Online movie rental market: Net�ix, Wal-Mart, Blockbuster
�Afuah, A., Strategic innovation: New game strategies for competitive advantage, Routledge, 2009,

Part V, Cases 3, 9, 11, 12

Institutions

- An excursion through history: inventors�reward systems; patents, prizes, patrons; inventions by

laboratories, industry, universities; the growth of government funding
�Scotchmer: CH 1

Intellectual property

- Patents (basic requirements); copyrights; open source & copyleft licenses; trade secrets, trademarks

and plant protection
�Scotchmer: CH 3, 4.6
�Joshua Bode (2003), Table: the alternative incentive mechanisms
�Besen, S. and L. Raskind (1991), An Introduction to the Law and Economics of Intellectual Prop-

erty, The Journal of Economic Perspectives 5 (1), pp. 3-27
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Innovation & market power

- Knowledge as a public good; deadweight loss; ideas & innovation; choosing among ideas; targeted

& blue-sky prizes; contests; auction
�Scotchmer: CH 2, 8.4
�Church and Ware, CH 2.4
�Arrow, K. (1962), Economic Welfare and the Allocation of Resources for Invention, In R. Nelson,

ed., The Rate and Direction of Economic Activities: Economic and Social Factors, pp. 609-626

Innovation & market structure

- Drastic & non-drastic innovation; social incentives to innovate; persistence of monopoly & leapfrog-

ging; competition & innovation: an inverted U relationship
�Church and Ware, CH 18.1 - 18.2.1

Strategic investment in R&D

- Process innovation; R&D investment & product market competition; R&D strategies & strategic

e¤ects
�Church and Ware, CH 15 (�CH 8)

Value of innovation & patent races

- Characteristics of the market of knowledge; stochastic patent races; dimensions of patent protection;

optimal length & breadth of patent protection
�Church and Ware: CH 18.2.2 - 18.3
�Scotchmer: CH 4

Product innovation

- Product di¤erentiation & consumers�taste for variety; gains from the introduction of a product;

optimal number of varieties of products (brands); strategies in introducing a product
�Church and Ware: CH 11

Cumulative innovations

- Types of cumulativeness; basic & applied research; research tools; quality ladders
�Scotchmer: CH 5
�Scotchmer, S. (1991), Standing on the Shoulders of Giants: Cumulative Research and the Patent

Law, The Journal of Economic Perspectives 5 (1), pp. 29-41

Knowledge Spillovers

- The appropriability problem; input & output spillovers
�Cohen, W.M. and D.A. Levinthal (1990), Absorptive Capacity: A New Perspective on Learning

and Innovation, Administrative Science Quarterly (35), Special Issue: Technology, Organizations, and

Innovation, pp. 128-152
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�Qiu, L. (1997), On the Dynamic E¢ ciency of Bertrand and Cournot Equilibria, Journal of Economic

Theory 75 (1), pp.213-229

Licensing & joint ventures

- Royalties & distribution of pro�ts; patent pools & blocking patents; collective rights management

organizations & compulsory licensing
�Scotchmer: CH 6

Litigation & enforcement

- Remedies for infringement; enforcement of copyrights; technical protection measures; legal protec-

tion & the cost of circumvention; contributory infringement; limited sharing of copyrighted works
�Scotchmer: CH 7

Networks & network e¤ects

- Direct & indirect network e¤ects; open standards & networks; case studies: the Microsoft, cell

phones, internet, the economics of QWERTY
�Scotchmer: CH 10
�Katz, M. and C. Shapiro (1985), Systems competition and network e¤ects, Journal of Economic

Perspectives 8 (2), pp.93-116
�David, P., 1985, Clio and the Economics of QWERTY, The American Economic Review papers

and proceedings 75 (2), pp.332-337
�Liebowitz, S.J. and S.E. Margolis (1994), Network externality: an uncommon tragedy, Journal of

Economic Perspectives 8 (2), pp.133-150


