The Exchange Commons
This panel examines the organization of markets from a perspective which is
novel and yet traces back to classical economists like Smith and Ricardo. We
discuss firms’ vertical integration decisions and address the division of labor,
firm governance, and property rights. In our approach, the conditions of firm
governance and property rights are determined in what we call an exchange
commons. This determines overall industry structure and organization.


Factor Groupings and Vertical Integration
Our first paper, “Entry and Vertical Disintegration,” to be presented by Alain
de Fontenay (Columbia University, affiliate of IEID, Toulouse) begins with an
insight that goes back to Young (1928): the grouping of factors in a production
process is not necessarily related to the structure we call a “firm.” This idea has
recently been extended by Yang (2001), who says that “the system of production
… seems to exhibit economies of scale.... But economies of specialization differ
from economies of scale. ... economies of specialization are individual-specific
and activity-specific....” Based on this idea, this paper identifies two fundamental
determinants of the factor groupings: (i) non-separability: the production process
produces multiple products with the same factors; in particular this includes
processes that generate regular output plus learning or innovation. (ii) Smithian
specialization: the division of labor, the basis of classical economics.


Conceptualizing the Exchange Commons
While the conditions of production give some guidance to what factor groupings
are desirable ceteris paribus, they do not determine the boundaries of a
neoclassical firm (a legal entity with a residual claimant). Indeed, they could just
as well be related to other groupings, such as geographical clusters like Silicon
Valley. Our second paper, “The Exchange Commons” by Jonathan Liebenau
(London School of Economics) describes organizational systems such as
property rights, residual claims, contracting, and governance that determine
vertical integration. He treats these institutions as common pool resources. For
example, when agents make a complex exchange, there is some organizational
capital bundled in the exchange. That organizational capital is to a large degree
nonrivalrous and nonexcludable, but as transactions become more numerous or
more complex, the organizational capital can become “congested” in the sense
that overall quality diminishes. This is just like overgrazing of an agricultural
commons. The way to fix this problem is to alter the excludability of the
organizational capital by vertical integration.


Modeling the Exchange Commons
Applying this commons analogy to industrial organization is not easy. In each
case, we need to be very careful in defining exactly what is the potentially rival
good. Understanding the technology and knowing what type of externalities are
involved are crucial to applying the commons analogy correctly. Our third
paper, “An Economic Model of the Exchange Commons,” to be presented by
Christiaan Hogendorn (Wesleyan University, Connecticut, USA), builds a
formal model of the exchange commons and applies it to the situation of an
industry transitioning from one technology to another. This paper identifies the
advantages created by a commons for innovation and competitive behavior.
Next it describes how property rights are poorly defined and incentives that
overcome the under-investment problem.


The Internet as an Exchange Commons
The assets of an exchange commons are potentially rival goods. That is, they are
often not subject to congestion, and at these times, users are not rivals and do
not impose externalities on one another. This is like a fishery with only a few
fishing boats. But at other times, congestion can occur, the users become rivals,
and the tragedy of the commons can ensue. This is like over-fishing.
Mechanisms to manage this behavior are needed. Our final paper, “Layers
Revisited,” to be presented by J. Scott Marcus (Wissenschaftliches Institut für
Kommunikationsdienste, Rhöndorf, Germany), applies the exchange commons
concept to the Internet. He discusses a simplified structure for grouping and
regulating vertically integrated Internet firms.
