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    This document contains two separate papers, both dealing with "two-sided" network effects.
This refers to a demand economy of scale that crosses distinct market populations, such as HDTV
producers and HDTV consumers, as distinct from a more traditional interpretation of a single
homogeneous market for HDTV.

    Taking a monopoly perspective, the first paper considers when a firm profits more by bundling
(to reduce demand heterogeneity) or by unbundling (to stimulate network effects).  In contrast to
earlier bundling literature, it shows that a firm frequently chooses to unbundle and subsidize one
side of two coupled markets.  This explains several examples of free information observed on the
Internet and also the reluctance to adopt a format unless both sides are on board.

    The second generalizes functional forms of the first, in additive and multiplicative terms, and
shows how they are equivalent.  It also introduces competition and shows how a firm can use free
information to penetrate markets that become competitive upon entry.  The initial model setup is
necessarily the same.

    An efficient reading might be to cover the more general results of the second paper then return
to just the section on unbundling in the first.

    This research is sponsored by NSF Career Award 9876233. A draft also appears at
http://papers.ssrn.com/paper.taf?abstract_id=249585.
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