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Introduction
In our proposal to the Foundation we stressed the need to understand the functioning of the scholarly journals industry, from the perspective of the for-profit and not-for-profit suppliers of journals (production, pricing, and distribution), and from the perspective of those that demand journals and their articles (libraries and academics).  Throughout our period of study, the price of journal subscriptions has continued to increase, putting more pressure on the limited budgets of university libraries.

 At the same time, the move towards electronic publishing has created pressures for journal publishers, which have begun to face significant competitive threats.  At the heart of our research were a number of questions?  How have the publishers responded to this competitive threat?  How have libraries managed their budget constraints.  What is the best explanation for the rapid increase in journal prices?  

The project has generated a series of research papers that offer answers to these and related questions.  A complete list of papers produced during the tenure of this project appears in the bibliography (one paper is in progress, and not yet in draft form).  

Bundling
The two papers by co-principal investigators Edlin and Rubinfeld focus on the strategy that academic publishers have used to turn electronic publishing from a competitive threatto the competitive theat into an entry barrier.  Both papers are available on the authors( websites: www.law.berkeley.edu/faculty/rubinfeldd and http://works.bepress.com/aaron_edlin/. 
Briefly, Edlin and Rubinfeld see bundling as a device that erects a strategic barrier to entry.  It is exemplified by Elsevier(s Big Deal contracts, which leave libraries few budgetary dollars with which to purchase journals from new entrants.  To be more specific, bundling entails average prices that exceed marginal prices, which creates a barrier entry if entrants compete with the marginal journal, as small entrants must do.  Other things equal, bundling practices are likely to be anticompetitive to the extent that they allow for the maintenance of supracompetitive average prices that limit usage of academic journals by scholars and/or distort library choices between journals and monographs and books.  The issue is a complex one, however, since there clearly are pro-competitive benefits associated with bundling.  

Interestingly, the bundling of academic journals has continually evolved.  At this point, it is probably accurate to characterize most (Big Deals( as having flipped from being print bundled with electronic to electronic bundled with print.  Under the (electronic-bundled-with-print( scenario, the bulk of payments are for electronic access and these payments are required to buy (cheap( print journals.  The decision of a number of major university libraries to opt not to enter into a Big-Deal arrangement has encouraged publishers to put forward an even wider variety of bundling arrangements to achieve their goals.  Library consortia have also become more creative in their thinking about how to respond to publishers( bundling arrangements.

As negotiations continue from year to year, it is quite possible that publishers will be convinced to break the link between print and electronic journals.  There is no reason to expect, however, that bundling itself will disappear.  It is crucial therefore to thoroughly understand the nature of the price discrimination that underlies various types of bundling.

An important aspect of bundling is the effort by a firm with market power to charge higher prices by bundling substitutes.  Our initial analysis suggests that in the special case where libraries are homogeneous, bundling does not serve as a barrier to entry.  Although it allows firms to charge higher prices, access is not restricted and competition appears to be on the merits.  However, if one considers a world where schools vary in demand, then both efficiency-oriented and anticompetitive motivations for bundling will be important.  

In our opinion, the Big Deal and other forms of bundling appear to be exclusionary in that they unnecessarily impair the ability of entrants to compete.  With bundling, cutting an Elsevier journal, for example, generates little savings that could be used to buy an entrant(s journal, and if the library buys Elsevier(s whole bundle, it may not have sufficient resources left to subscribe to the new journal.  The situation is similar for libraries that come up for renewal of the Big Deal.  A library subscribing to the complete Elsevier package can cancel all its Elsevier titles and buy a la carte.  If the alternative publisher is only offering a single new journal, it is unlikely the library would cancel the Elsevier titles to get the new journal.  Entry is certainly more difficult, but should the publishers behavior be deemed to be exclusionary or should the publisher be seen as competing on the merits? 

Bundling can provide additional access, as schools may be able to buy more journals.  Nonetheless, we believe it likely that Big Deal bundling excludes entrants without providing sufficient compensatory benefits, given that the total bundle price under programs such as Elsevier(s is so much higher than the sum of the marginal prices.  A complete answer to the question of whether Big Deal bundling is exclusionary will rest in part on whether entry of new journals would be substantially easier if publishers did not bundle, and only sold journals on an individual basis.  The answer presumably depends in part on the decisions of librarians as to whether and to what extent they would allocate more funds towards new and alternative publications if they could achieve proportionate savings from cancelled subscriptions. 

Edlin and Rubinfeld propose that a bundling policy by a firm with monopoly power be deemed exclusionary and anticompetitive if there exists a set of hypothetical new journals such that: (a) if each journal competes alone in the current marketplace, it will likely gain limited acceptance and subscriptions and not thrive; (b) each journal could gain substantial market penetration and thrive if the monopolist did not bundle; (c) together, all of the journals could compete effectively as a bundle against the monopolists Big Deal bundle; and (d) it is substantially less likely that these new journals will be founded and thrive if the monopoly sells its Big Deal bundle.  

If these conditions are satisfied, then what prevents entry of superior journals is not the monopolists( high quality or low-cost service, but instead the strategies it chooses to sell them. Hence, the publisher is not competing on the merits. Condition (d) prevents the test from being overinclusive: if the preexisting entry barriers were sufficient even without the Big Deal bundle to preclude entry, then condition (d) is not satisfied.

Open Access


During the period of this grant McCabe and his co‑author Christopher Snyder conducted research on the economics of open access journals.  This research was also supported in part by the Open Society Institute and the NET Institute. The primary contribution of this research is to recognize that journals operate in"two‑sided markets":  journal editors/publishers act as intermediaries between authors and readers/subscribers.  They extend some of the existing models in the emerging two‑sided market literature to address a number of questions relevant to the open access debate.  For example, is it ever optimal for a profit‑maximizing publisher to adopt an open access business model, i.e. one in which reader access fees are equal to zero?  Is such a strategy ever socially efficient?  Is such a strategy more likely to be adopted by high or low quality journals?

To answer these and related questions, it is important to understand how each side of this market influences journal behavior.  On one side of the market, authors benefit from greater impact and citations and thus prefer a journal which has more readers.  On the other side of the market, readers benefit from content and thus prefer journals with more (high quality) articles.  Assuming that costs are greater than zero, it is obvious that author and reader benefits cannot be simultaneously maximized in this context.  Indeed,  depending on the relative "importance" of each side of  this market, as well as the relative costs of evaluating, processing and distributing articles, the degree of competition between journals, etc., the socially efficient or welfare maximizing outcome may or may not include the case of open access.

Library Demands for Journals
In two papers, one forthcoming (available on each of the co-authors( websites), and the other in development, Nevo, McCabe, and Rubinfeld formulate a model of library journal demand and suggest how it can be used to analyze the optimal pricing of journals by publishers.  The estimated demand model is then used to evaluate two broad policy questions: (1) To what extent have mergers and/or bundling practices been responsible for the increase in journal prices?; and (2) To what extent are journal prices likely to change in response to changing library acquisition strategies (reallocation of budgets between serials and books, journal sharing among libraries, setting hard budgets, etc.)? 

In evaluating the likely unilateral effects of journal acquisitions, the findings are surprising.  We note an important difference from traditional merger simulation.  In a traditional unilateral effects analysis, the merging firms will raise their prices post-merger because they internalize the substitution between their products (or decrease their prices if the products are complements).  With libraries, however, the cross-price effects associated with demand are different than the traditional micro demand analysis.  To see why, consider two journals: A and B.  If journal A raises its price, there will be two effects.  First, some libraries might change their ranking of A relative to other journals.  In some cases this change in ranking might be enough for some libraries to no longer purchase journal A.  Out of those that no longer purchase A some might decide to purchase B instead.  This is the standard substitution effect found in traditional unilateral effects analysis.  Second, if A raises its price, some libraries might decide to continue purchasing it, but will no longer purchase journal B since they cannot afford it. This creates a negative price effect between the two journals; thus generating complementarities between the products.

Now consider a merger of these two journals.  The two effects just described impact in opposing directions: the first will generate higher prices post merger, while the second will lead to lower prices.  In reality whichever effect dominates will determine if prices go up, down or stay the same post merger. In traditional merger simulation, the size of the cross-price effect, and therefore the impact of the merger, is directly related to how (close( the products are in some characteristics space.  That is also the case for the first effect we discuss above: if two products are close in ranking it is more likely that a library that drops one will purchase the other.  However, for the second effect closeness is not important.  In sum, depending on the distribution of library budgets and rankings of journals, mergers may either increase or decrease journal prices.

The story is very different for bundling.  Suppose that a publisher owns two journals, A and B and that initially the publisher has chosen profit-maximizing prices for the two journals without accounting for bundling.  Suppose also that distribution costs are relatively low and unaffected by the bundling decision.  Because A is ranked higher than B, B is the marginal journal for some libraries.  As we saw in the previous section, it is the potential loss of revenue on the sale of B which effectively constrains the pricing of the publisher.  Now assume that the publisher bundles journals A and B so that the purchase of journal A is conditioned on the purchase of journal B.  Assuming that the bundle is sufficiently highly valued to be non-marginal for most libraries, journals owned by other publishers will become marginal and a price increase will become unambiguously profitable.  

The equilibrium implications of such a bundling strategy remain to be developed.   However, several implications seem likely in an oligopolistic world with a competitive fringe (the non-profits).  First, the bundling of some or all print journals is likely to be an equilibrium strategy for all firms with substantial market power.  Second, such a bundling strategy may in some cases deter the entry of new for-profit journal publishers, whose journals are more likely to be marginal in a bundling world than in a non-bundling world. 

Strategic and Policy Implications
Our analysis supports the view that libraries( demands for academic journals have historically been highly inelastic.  Journal publishes have, over time, become more and more sophisticated and strategic in their pricing policies.  This has led both to rapid price increases, and to the introduction of bundling policies.  While academic libraries have also become more sophisticated and strategic, their policies have largely been responsive and defensive.  Finally, the ultimate consumers of journals, academics, and their affiliated societies, have been slow to respond to the changing competitive environment.  Our analysis suggests that there is much more that libraries, academics, and their societies can do in response to the problem of high academic journal prices.  In the following paragraphs we suggest some possible policy directions that could prove fruitful.  All are premised either directly or indirectly on the importance of making demand more elastic, reducing barriers to entry, and/or reducing the impact of the current bundling practices.  

Universities and academic societies should consider:

1. Starting and Encouraging Institutional Repositories

2. Revising Copyright Policies

3. Starting New Journals

4. Revising Personnel Policies to Encourage Submission to Non-profit Journals 

Institutional Repositories.  

Universities have banded together in purchasing consortia.  For some, this has lowered prices or moderated the rate of increase in prices, as buyer market power balances against seller market power.  More recently, universities have begun to start Institutional Repositories ((IRs() ( central locations to deposit electronic versions of preprints and in some cases published manuscripts.  Generally IRs are open access, so that posted materials are freely available to all. Such repositories have significant potential to limit market power, but themselves face considerable obstacles.  

The potential of IRs is that if a substantial body of research materials are posted and freely accessible then journals with duplicative material become less valuable. IRs can be a substitute for journals.  However, a substantial obstacle for IRs is that posting an unrefereed preprint is a poor substitute for publication in a refereed journal.  Hence, even when authors do post preprints, they will typically seek publication elsewhere and once published, scholars will prefer to read and cite the published article.

Some repositories such as that of the University of California have started to post (Postprints,( which are final or close to final versions of journal articles that have generally been refereed.  

Copyright
Publisher policies on copyright vary wildly.  Some publishers allow non commercial republication.  Most of the large publishers, however, recognize that as a threat, and have allowed posting only of the last (author(s( version, rather than the final typeset version with the journal(s pagination, moniker and final changes.  While Elsevier(s announcement was seen as an advance, we caution that this concession should be seen as a calculated compromise that would benefit Elsevier off because too few authors would post such copies and too few scholars would view these as the final citable copy.  Without the final version of articles posted, it is possible that demand for journals will increase, since the IRs may serve mainly as advertising for the journals.

Universities typically have very lax policies concerning copyright.  Faculty generally possess copyrights to their work and can freely dispose of them.  We believe that universities should consider a radical change in their copyright policies.  Why should universities pay faculty to do research, allow faculty to transfer copyright to publishers and even promote faculty based on publication in journals that require copyright transfer, only to then need to buy the journals containing the copyrighted work? 

Universities could seek to retain the copyright on the publications of their employees (perhaps excluding computer code).  Under such a regime, they could continue to support journal publication by granting licenses to publishers, while retaining the university(s right to publish the final version of an article in the university(s IR.  It is easy to justify such a policy, since universities have paid for part or all of that work.

It is possible, of course, that some journals might not allow publication on these terms.  The result would be that the change in policy would not be costless to universities.   We believe that the benefits of such a policy change will outweigh the costs, since the policy will serve to improve the reputations and submission quality of university-friendly journals that allow republication in IRs.  Further, the policy will reduce entry barriers, at least for university-friendly journals. Once a sufficient number of universities change their policies, network effects should drive the publication copyright model to a new equilibrium.

Starting New Journals
Universities are being hurt because the entry barriers in the journal industry lead to substantial market power for the large commercial publishers. The usual remedy to entry barriers is to try to lower them.  University subsidies for professors who found journals with university friendly policies could help to reduce entry barriers, as could the creation of new non-profit journals by academic societies.  Additional university-friendly journals would give outlets for scholars who want to avoid high priced publishers or scholars from universities that modify their copyright policies as discussed above.

Personnel Policies
Current personnel policies discourage submission to journals that do not have substantial market power.  This is generally sensible, since an important source of market power is the scholarly reputation of the journal.  Significantly, however, the correlation between market power and reputation is an imperfect one ( they are many high-quality low price journals.  

To the extent that university promotion policies were to put more weight on independent evaluation of journal articles and less on location, it is likely that the market power of publishers would be diminished.  Any change in this direction could be costly, since the publication forum does convey valuable information at very low cost.  To substitute for this information might involve more careful reading of professor(s materials by promotion committees. Or, it might require asking for referee reports which are more candid than most letters of evaluation.  

           It has been suggested that universities or societies rank journals so that new good journals could be recognized even if they do not have lengthy histories.  While appealing, we believe that the idea is problematic.  Consider the long history of capture of regulatory and standard setting bodies by vested interests.  Consider also that new entrants will not generally initially have the same average quality of longstanding journals.  Such ratings could easily end up increasing barriers to entry instead of raising them.  On balance, we favor a more decentralized approach to quality screening.  
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