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ICT and New Economy
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Features of ICT I

ICT are
a) a set of technologies, that  
b) change social processes and
c) show microeconomic  as well as
d) macroeconomic implications.
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Features of ICT II

Relevant aspects:
Ø Demand- and supply-sided increasing 

returns to scale
Ø Network externalities
Ø Human capital intensive 
Ø General Purpose Technology
Ø Productivity growth
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A New Economy? I

What is new?
ØNew economic rules?
ØGrowth without inflation?
ØStock market boom?
ØNew industry structures?
ØNew factors of production?
ØAn information society?
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A New Economy? II

Topics in a New Economy
ØAttention and Experience goods
ØProperty rights
ØCompetition - Monopoly
ØNetwork effects
ØLock-in
ØPath dependence
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Network effects I

Source: based on Arthur 1989
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Network effects II
 

 

 
 

 

 

 

Technology B 
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Quelle: based on Arthur (1989), p. 120.

Path dependence: Alternative Technologies
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A New Age? I

Quelle: CEA 2001, S. 27
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A New Age? II

Source: based on data by Krämer (2002) and Baily (2002)
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What's going on?

Questions:
Ø Does a new productivity regime 

prevail?
Ø Which are the effects on employment?
Ø Can we support a growth process 

based on ICT?
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What's going on? I

Implications of ICT
Ø Marginal productivity of capital rises.
Ø Rate of exogenous technical progress 

rises.
Ø Capital becomes efficient.
Ø Labor can be saved.
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What's going on?  II

Consequences:
Ø Investment rises.
Ø Potential output grows.
Ø Effective demand increases.
Ø Demand-driven productivity growth
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Experience in the US

Positive Feedback Loop in the US?
Ø Stock market boom

Ø 'Wealth effect' and 'cheap finance'
Ø Low inflation rates

Ø Caused by investment in ICT
Ø Low interest rates

Ø Monetary Policy of the Fed
Ø Investment boom in ICT
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ProductivityQuelle: Gordon 2003
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Growth Rates

Quelle: Gordon 2003
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Computers and GDP

Quelle: Gordon 2003
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IT and GDP

Quelle: Gordon 2003
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Wealth Effect

Quelle: Gordon 2003
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Employment

Quelle: BLS 2003
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Experience in the US

Ø Effective demand was relevant for 
growth.

Ø Combination of factors was perhaps 
unique.

Ø "unsustainable demand for ICT" 
(Gordon 2003)

Ø However: long-run effects 
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Conclusions and Questions

Ø Future productivity growth is uncertain.
Ø Supply and Demand are crucial for 

recovery of the 'new economy'.
Ø Will effective demand 'follow' 

technological development?
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Where are we?
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