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The knowledge economy: some microeconomic issues

The project is concerned with different aspects of the knowledge
economy. Although it may be difficult to define exactly what the knowledge
economy is, it is clear that to prosper a modern economic system must rely
on and create the conditions for the proliferation of knowledge. The project
concerns both the general principles that govern creation and dissemination
of knowledge, and the country-specific aspects relevant for Russia. Students
are free to elaborate on one of the topics described below or come up with
their own project with a related theme.

1. One aspect concerns the creation of basic knowledge (i.e. the domain of
fundamental or basic science). What are the mechanisms that ensure
the financing of basic research in the modern world? What is the scope
for the private and public partnership in financing basic research?

These questions can be investigated at some general level, using microe-
conomic modeling and relying on the existent literature (see, for exam-
ple, Dasgupta and David (1994), Scotchmer (2003)); however, more
specific research (including conducting relevant case studies), taking
into account the current Russian situation is also most welcome.

2. How should the incentives of researchers be structured, how financing
should be allocated between projects? One of the problems that exist
in Russia now is to create proper incentives for the research activity.
One issue is to attract young talented people into the domain of sci-
entific, in particular, basic research, and give them proper incentives
to pursue a research career. However, given the high mobility of the
young and well-educated, Russian science has to compete here both
with the private sector and with the foreign research institutions. A
related question concerns the provision of incentives to those who have
chosen a research career (in particular, one has to take into account
the difficulties related to the measurement of a researcher’s output). Is
there scope for tenure-track/tenure contracts that are widespread in the
West (see e.g. Carmichael (1988), McPherson and Schapiro (1999))?
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Also, research (as well as, say, education, art or medicine) is the do-
main where intrinsic incentives are highly significant. However, some
recent research by both psychologists and economists (see, e.g., Bén-
abou and Tirole (2003, 2005), Fehr and Falk (2002), Frey (1997)) has
shown that under some circumstances extrinsic (often, explicit mone-
tary) incentives can crowd out intrinsic motivation. One has to take
this effect into account when designing contracts for academics (also,
taking into account the agents’ intrinsic motivation when sorting them
via employment contracts is important, see Besley and Ghatak (2005)).

3. An important aspect of the knowledge economy concerns the dissem-
ination of information in the society. Presumably, for the effective
functioning of such economy, for the creation of the environment sup-
porting creativity and originality, the free circulation of information is
crucial. On the other hand, many sociological surveys indicate that the
majority of people in the Russian society value the freedom of speech
much less that material well-being or security. Does this mean that
Russia is far from state of a modern knowledge economy and is un-
likely to reach it soon? More generally, what drives the demand for
the free dissemination information — why the freedom of speech prolif-
erates in some countries and is more or less restrained in others?1(This
question is somewhat outside of the scope of issues traditionally investi-
gated within the framework of knowledge economy, but it is intimately
related to them.)

Some recent papers investigate various supply-side aspects: for exam-
ple, Baron (2006) shows that journalists’ career concerns, that drive
them to publish extreme news, may results in persistent media bias;
Besley and Prat (2005) show that information unfavorable to some
strong interest groups can be suppressed via media capture, etc. Mul-
lainathan and Shleifer (2005) show that a confirmation bias in the read-
ers’ preferences with respect to information (which makes them happier
if the news confirms their private beliefs rather than when it dissents
with them) results in the biased news being communicated by com-
peting media firms. Some further research, in particular, investigating
when the "confirmation bias" emerges on the aggregate level, would be
interesting to pursue.

4. Another topic could be to study the optimal level (and the optimal
mechanisms) of intellectual property protection in environments with

1Note, that more precise public information is not always good for the society — see,
for example, Morris and Shin (2002).
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imperfect judicial systems, which are often immanent to transition
economies. Given that courts are imperfect, is it better to have tighter
rules for intellectual property protection or is it better to leave more
scope for private contracting?
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