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ABSTRACT

At the edge of last decade in 20th century, human society has devel-
oped into a brand new era: Information Age. In the days of Information
Age, information technology advancement has dramatically impacted near-
ly all aspects of people’s daily life, study and work. Information technolo-
gy has been driving the evolvement and updating the traditional indus-
tries. With the enhancement of information contribution in economy, peo-
ple widely accept the fact of the emerging “New Economy” .

In Information Age, there emerged lots of new economic phenomena
that have never been experienced in Industrial Age. When we try to apply
existing economics tools to explain these new phenomena, we find that
these existing economic theory somehow not applicable. The gap has trig-
gered wide attention among economists; new research methods and
achievements have been invented to address the new economy. Some of
these research achievements have had worldwide impacts, ranging from
anti-trust case against Microsoft in microeconomic scope to the low infla-
tion growth of American economy in macroeconomic scope. Although some
of these achievements are still in heavy debate among economists, they all
have very important academic value as well as realistic application value.

The paper starts from the point that; if there are some significant

changes in economic pattemns, existing economic theories cannot be ap-
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plied to explain these changes. Therefore, we need to conduct serious re-
search into the new economy, to discover the embedded rules, and to un-
derstand these new rules. No matter what kind of new economic pattern
emerges, the basic research methods of economics need not to be updat-
ed. Anyhow, economists own the responsibility to develop new economic
research in order to better explain the new economy and to discover the
embedded rules.

The author believes that it has tremendous value for Chinese
economists to uncover and understand the rules of new economy, which
can boost the development of Chinese economy.

Chapter One has briefly reviewed some milestone events and achieve-
ments in the days from information evolution to information age. Hopefully
we can find out some clues in the benchmark between information age
against industrial age.

Chapter Two has been fully dedicated 1o address the new microeco-
nomic features of information goods and information industry, including
followings:

Information goods producer’s cost analysis and its correspondent in-
dustrial patterns. It discovered the high R&D cost and low manufacturing
cost as well as high fixed cost and low variable cost. These are distin-
guished features of information goods.

Analysis of consumer’s marginal willingness to pay for information
goods. Derived the conclusion that information goods can only be priced
on consumer marginal willingness to pay.

Heterogeneity of information goods. Based upon cost and pricing
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analysis, we conclude that producers of information goods should adopt
heterogeneity product strategy. And this strategy has very important appli-
cation value in deciding individual national’s role in intemational compe-
tence.

Resource sharable of information goods. This paper discovered the
conditions for network expansion based on the sharing resource feature.

Extemality of information goods. An information goods carries posi-
tive externality during production and consumption, which makes heavier
competition among producers, and finally lead to a “winner takes all”
competition pattern.

Customer Lock-in effect. This paper analyzes the important surviving
skill of attracting and sustaining users group in information producer’s
competition .

Demand side economy of scale. This paper addresses the key suc-
cessful factor in information technology industry does not reside purely up-
on technical features and prices, but upon the scale of economy from de-
mand side.

Consumer beneficiary monopoly. This is a most heavily debated topic
in information age. The monopolist does not raise prices but shrinking
production, in stead, it reduces prices and expands production, which fi-
nally makes its product more accessible to more consumers. Various types
of monopoly behaviors that being un-explored in industrial age deserves
our efforts to re-evaluate the impact of monopoly upon consumer’s utility .

All these distinguished microeconomic features decide the distin-

guished rules of information economy.
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In Chapter 3, a definition to information industry has been given and
the impact of information industry upon national economy being evaluat-
ed. The scope of information industry includes: telecommunication, com-
puter and networking. These three areas have been promoting development
among each other. Chapter 3 has been addressing the economic motivation
for continuous innovating activities in information industry. After conduct-
ing a study about consumption pattern, it classifies information goods con-
sumers into two types: “Price Rational” and “Performance Rational”,
and construct the utility functions for both types of consumers. A “Dual
Rational Consumer Model” is developed and optimal Profit Function of
producer is derived from this model. This model explains that information
goods producers can maximize their profit by continuous innovating their
product in different rational consumers groups. Chapter 3 also provides
examples about producer’s real actions on market to verify this model.

Chapter 4 is dedicated to the study about how other industry can
benefit from information technology to improve labor productivity.

Since there is a pending issue about whether information technology
can help improve labor productivity among foreign researchers, Chapter 4
reviews those conclusions of these foregoing researchers. And argues that
the quantitative method that used to be the indicator of productivity in in-
dustry era is no longer applicable in information age, contribution to add
more value to product should be considered as an indicator of information
technology .

Chapter 4 focuses on economeirically re-test “Cobb-Douglas Produc-

tion Function” under information technology conditions. This paper split



