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In this article, analysis was conducted on commaimeolved in production and
trade of information goods. The research offergghtsinto methods of conducting
business in information goods sector, which invelirgellectual products such as,
video tutorials, templated 3d models etc. relateghrbfessional graphics software
packages, in this case Adobe After Effects and i@amdd. The paper explores how
firms make use of special economic strategies,easribed by Varian and Shapiro,
particularly useful for trade in intellectual propeproducts. An attempt was carried
out to establish a connection between the numbstrafegies used by companies,
and the number of potential clients which deternthee success of a company. For
that purpose a proxy system was contrived. The YibeTsearch engine was used as
a way of finding required companies.
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1. Introduction

Apart from the three classic economic resourceshwhiclude: land, capital
and labor, information is nowadays often viewedtls fourth factor. It's a
resource indispensable for the functioning of eviastitution, and in the wider
meaning of the word, for the State, as well as mia¢ional economy [12].



Asymmetry of information has also been widely repreged in literature. The
common contemporary problems of information, concedts timeliness,
completeness, assimilation, readability and crétibiThe information asymmetry
is defined as a situation when one side of thestetion possesses more
information on the terms of the transaction thandther side [5]. The existence of
information asymmetry has a wide ranging consecgegion the micro and macro
scale. On the macro scale the problem of informasisymmetry is related to the
efficiency of the market. On the micro scale, wen ¢alk about its profound
influence on decision making in individual compan(i&5].

Information is inseparable if we see it as a mezfnsompetitive advantage
for companies. According to K.Obtgj, in order totaib competitive advantage, it
is important for a company to maintain an orgamiret! structure which connects
the strategic concept of a company and the tecggol®his in turn is used, to
successfully build a value chain which helps thegany to run its operations and
to replenish its resource and skills. In fact tesemce is how the company will
compete (the drivers of competitive advantage),twhsource and abilities keep
the competitive advantage in the long run, and btowet up the value chain in
order to make use of the resource in such a wap asaintain the competitive
advantage [5, 10].

As apparent from the above descriptions, in mosé€anformation is viewed
as a source of competitive advantage, as well @icted and processed data.
In this article the author wants to concentrate ammore practical use of
information. The main objective is to focus on imhation as a unit of economic
transaction, in the form of information good. Praiilon and trade of information
goods forces the companies involved to assume ieldahavior, which is
significantly different than actions of companiepemting in the industry of
durable goods. In fact this forces the companyivie® Wwithin the environment of
specific economic effects and to employ certain necaic strategies. The
difference between information goods and durabledgds so large, that it’s not
possible to explicitly implement the organizatiorshemes from the physical
goods industries to the companies dealing withrmédion goods. The aim of this
paper is to demonstrate the influence of econoinategies on the activities of
companies. The analysis is seeking to establistnaection between the number
of strategies used and the number of potentiahtdiéen the information goods
industry. Such companies deal with production aatkss of video tutorials,
templates, 3d models, ebooks, music, and othersggamldted to software packages
such as Adobe After Effects, and Cinema 4D.
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2. Information goods

What are the information goods? As stated by Vaaiath Shapiro, the basic
unit that is transacted is what we call “informatigoods.” This can be anything
that can be digitized: a book, a movie, a recortkl@phone conversation. Note
carefully that the definition includes anything tltan be digitized; There is no
requirement that the information actually be digitl [18]. This is confirmed by
Czaplewski, accordingly, information can be congde in the aspect of
information goods. Czaplewski also credits Variad &hapiro as the pioneers of
information economy. The authors stress particgeosperties which are the
domain of information goods, those include: retumscale, information as public
good, experience goods, difficulty in enforcinggiigctual protection [3].

Shapiro and Varian investigated the information necoy using three
dimensions: information, technology, and policy.eTimformation dimension
encompassed concepts such as production costs,gemeat of intellectual
property and one-to-one marketing. The technologyedsion consisted of the
concepts of system competition, lock-in switchigts, network externalities, and
standards, whereas the policy dimension comprisettepts of anti-trust and
privacy [2].

Information products are characterized by no atri{quality is not degraded
over time), they can be easily copied (no addifimusts when making a copy),
they have network externality (word-of-mouth effctare easily changed, and
goods must be experienced before purchasing. Imt,shdormation product
characteristics and cost structure (high productiost and low reproduction cost)
differ significantly from those of conventional lesses. The value of
information goods also varies and pricing strategien be volatile [2]. The above
description is confirmed by Czaplewski, stating tthithe most significant
characteristics of information good is the factt tindormation is costly to produce
but cheap to reproduce. This is due to high fixt€@nd low marginal costs.
Moreover it also implies that it's difficult to emfce intellectual property rights, as
the trade in electronic copies is hard to cont@#aplewski also stresses that
information goods are experience goods, as a capgeq it's not possible to make
an opinion on the quality of information good withhaconsuming it first. Closer
inspection of the quality of such goods on the othend, is related to incurring
relative high costs, for example, in the searchofminions on the particular good.
The increasing supply of information, which resdftsm technological advances,
is bumping into the barriers of information ovedoly consumers unable to
assimilate new information due to time constrajiis

It's important to notice additional properties suels substitution and
complementary effects of information. A perfect @ement of information good
is much more common than in other asset domais.chimmon to have a zero
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value of one information good without another sufipg it. The best example can
be found among software packages, where additimsdwords and keywords are
required in order for the software to become féligctional. Another example is a
common story of a treasure hunt, where one hati@imap leading to the treasure
is worthless without another [5].

3. Information economy and business strategies

As mentioned earlier in this article, Shapiro aratign identified a number of
effects and models for companies operating in ttferination goods industry,
which in this paper will be called economic stragsglt's important to stress, that
a company need not be sticking to a single strateglthe strategies can be used
simultaneously. The main economic strategies ifledtiby Varian and Shapiro
are: price differentiation, product versioning, dlimg, switching costs and lock-in
effect, network externalities and standards. Belewa description of those
concepts with explanation of how they have beetieghpo the analysis.
Differentiation of products and prices

According to Varian, if all customers for the pratlplace essentially the same
value on the product, the profit-maximizing pricidgcision is easy: just price the
product at this common value and charge what thd&enavill bear. The difficulty
arises when consumers’ willingness’s to pay arerbgeneous. In this case the
producer’s choice is not so obvious, since fewasamers will buy at higher prices.
Furthermore, if willingness-to-pay differs acrossstomers, the producer would
generally find it advantageous to charge differesdrs different prices. This will be
true even for a producer who is only interestecoist recovery [17].

Price differentiation, also called price discrintina results directly from very
low marginal costs, where charging above margimestss becomes immediately
visible in the form of increased profits. Moreovhby, using the latest technologies
such as the Internet as distribution channels muetion with Big Data analysis
of consumer behavior, it becomes possible to clgeagjust the pricing to the
needs and choices of consumers.

As Varian mentions with respect to designing infation goods, the first
point is to make sure to design the product soitl@n be versioned. That is, the
produce should be designed in a way that it is éasgduce its quality in order to
sell to a particular market segment. He furthetestadesign for the high end of the
market first, and then downgrade the product talgetersions for other segments
of the market [17]. According to Linde, there areveral empirical studies,
according to which at least three versions shoaltegally be offered [16]. At least
three versions, as customers tend towards the eidaboiding extremes.
If customers only have a choice of two offers, tireguently decide in favor of the
more reasonably priced one. On the other handjefetis an extra High-end-,
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Gold-, Maxi- or Premium-Version this promotes theghase of the middle one -
erstwhile the most expensive version. With theoidtiction of a third, high-quality
version it's not necessarily about selling thesdaimge quantities, this however,
changes the perception of the customers regardagnbre favorable versions and
encourages low-end buyers to decide in favor of higher-value (medium)
product. Thereby, the products in the middle attagteptability [9]. In the
analysis, versioning and price differentiation eflected in the availability of
several versions of the same information good.ePdiscrimination can also be
observed in the number of licenses purchased. Bulding of licenses attains
lower prices in the form of coupons or discountesdDue to the fact that the
producers and resellers of information goods, sagkutorials, templates, ebooks
or 3d models, do not sell commodity goods, thiemfieads to significant market
power over pricing strategies. They try to adjusthauch as possible to customer
demand through product and price differentiation.

3.1. Lock-in effect and switching costs

Lock-in effect usually takes place due to high ehitg costs. Users of
information technologies are notoriously subjectstaitching costs and lock-in:
once you have chosen a technology, or a formatdeping information, switching
can be very expensive, Lock-in arises whenever susevest in multiple
complementary and durable assets specific to &pknt information technology
system. [13]. According to Farrell, switching coatise when a consumer makes
investments specific to buying from a firm, cregtconomies of scope between
buying different goods, or (especially) goods #fiedent dates, from that firm. The
consumer then values compatibility. If this lockim strong enough, a buyer is
effectively buying a series of goods . Not surpigby, sellers sometimes
accordingly offer “life-cycle” contracts. In thisse nothing is fundamentally new:
with strong enough relationship-specific economads scope, competition is
naturally over bundles of goods rather than ov&ngle good. [6].

Singh considers loyalty programs to be the mostomamt aspect of
e-commerce strategy for achieving customer lockAiccording to Singh, loyalty
programs are becoming more and more common, agmiafmn and the Internet
allow them to be fine-tuned more and more, inforaraton consumers can be
collected, processed and stored much more effégtilre addition, they have an
attractive feature that other lock-in strategiey mat share: the lock-in is achieved
with the active participation of the customer, wdigns up, and then enjoys the
challenge of maximizing her loyalty points. Loyallyograms permit enormous
flexibility. They can be adjusted over time, andyttcan be used in various kinds
of cross-promotions. Earning frequent flyer milgsstaying in particular hotels or
by using a particular credit card are common exam@ther firms may therefore
buy into share of the loyalty program, without mmayito run an independent
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program, though that is an option that more haedschoosing, for example [14].
Both Farrell and Singh stress the importance dfiimg strong recognizable brand
for increasing the loyalty and lock-in of the custrs, by making search for
alternatives costly and unattractive.

A different approach is taken by Biglaiser, whortsiout that analysis shows
that information on the distribution of switchingsats, for which no data is given,
should have been gathered and that its consequfmabe strategy of the entrants
should have been considered. He also gives an dégamhApple and the music
industry, the heterogeneity of switching costs ddu beneficial to Apple not so
much because it implies that there exist a subk&onsumers with very high
switching costs, but rather because the presencestdbmers with low switching
costs makes an aggressive pricing strategy poligntexy costly for an entrant [1].
The lock-in effect and switching costs in the amily are usually reflected in
loyalty programs and membership access. Additiorantive is given by the fact
that the price level often depends on the lengttpaticipation in the loyalty
program.

3.2. Bundling

Bundling arises when information goods are solah@lphysical goods, as an
example: CD’s and DVD’s are sold along those lindswever, this is not a rule,
as two separate information goods can also be bdridgether, like MS Word and
MS Excel in the MS Office software package. Thebpem of bundling had been
extensively studied by Derdenger, he found thatdeshare treated as separate
products (distinct from component products) by comsrs. In his studies, he also
found that bundles attract some segments of consumedvance their purchases,
and others to enter the market when they mighhawé otherwise in addition and
independently of the fact that bundling reduces soomer heterogeneity in
valuation [4]. Similar facts have been establishgdOlderog and Skiera [11].
In the analysis, bundling of information goods ¢enattributed to sales with both
physical good, as well as, to sales with anothfarination good, as is the case
with software packages.

3.3. Network externalities and standards

Demand-side economies of scale are also knownets/tmk externalities” or
“network effects,” since they commonly occur inwetk industries. Formally,
a good exhibits network effects if the demand f& good depends on how many
other people purchase it [18]. Another classic gamof network effects are to be
found in social media such as Facebook or Twittdrere the utility of any such
social platform increases with the number of usehe same phenomenon applies
to search engines such as Google or Bing. In pgnsaLinde goes even further,
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stating that versioning like bundling supports speedy circulation of information
goods and therewith the emergence of network &ff@t In the analysis, network
externalities are directly related to the YouTulearsh algorithm, based on
PageRank, which assumes, that the more the vidb¥amTube channel is visited,
the more popular it must be, and therefore it &@dl higher in the search list for
future seekers of content. As the page rank of sidbo o YouTube channel
increases, the number of viewers and subscribees gp as well. The more
subscribers for a particular the YouTube chanhel ,nhore potential customers can
be drawn in to the sphere of influence. In orderaithieve high network
externalities it is often required to introducenstards. For instance, for the mobile
phone usage to become useful for ever growing numbpeople in the form of
network effects, a network standard had to be dhited. In the analysis network
externalities are reflected in the willingness xead the number of viewers and
subscribers of YouTube channels under scrutinyouncase, YouTube channels
are primarily used as a promotional medium for salieother information goods.
In order to acquire many subscribers to the charamal building potential buyers
base, a company needs to constantly expand its evuwib free videos, free
tutorials, and other means that attract attentfomany viewers. Standards are also
reflected in a way a YouTube channel is maintairéds includes professional
logotype, unified offer, attractive front bannendapromotional videos, which
accompany the sold information goods.

4. Analysis

The research focuses on companies in the informagbmds sector, dealing
with production or trade in video tutorials, tentply 3d models, music, ebooks
and etc. In order to narrow the scope of the rebesirwas decided to isolate a
group of companies operating in the field of grapbdftware After Effects (AE)
and Cinema 4D (C4D). AE and C4D is a professionfinare for video editing
and 3D graphics. The reason for choosing both so8wAE and C4D is high
complementarity of the two graphics packages. Heduwere direct providers of
the aforementioned software.

Only the entities that operate in the businessrenmient of the software are
taken into account, for example, independent fitlnad create or trade in training
workshops for AE or C4D, ebooks, ready-made teraplagraphics, belong to the
research group. Companies in graphics and moviertaimiment industry, most
commonly use YouTube channels in order to prombier tproducts which
constitute information goods.
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Each entity sought is represented by a single aiasmYouTube — a service
which belongs to Google (Alphabet). Each entity trius a going concern, and
exist on the market, promote themselves on YouTailsingle channel and offer
information goods for at least one year. The maisrch algorithm in this case is
the YouTube algorithm, which returns results in tluenbered order of relevance
and relationship with the keywords sought. The Btage of the study is therefore
to find as many YouTube channels which represetin@riirms. The algorithm
returns 20 results per page and the number of pdigpkyed is dependent on the
total number of hits. The main keyword used in gedor companies represented
through the YouTube channels are the following:eAfEffects tutorials, and
combinations thereof, and cinema 4d tutorials ardl@nations thereof.

The study adopted yet another additional assungti®earch for companies
will be carried out through YouTube channel searitterefore the YouTube
account needs to be active, meaning that at leesvideo had been published (not
necessarily paid) in the last year. YouTube Chanmehtained in a professional
state, which presupposes the existence of neahigeapn the main banner and an
individual avatar of the company. The languagdadtudy is English.

Selection and exploration of companies correspantbnall the assumptions
was conducted up to the fifth sub-page in the Yd€Tuideo rank for individual
keyword, which gives a total overview of around D@dnpanies per keyword. Due
to the good performance of YouTube search algosthfarther review of
companies beyond the first 100 channels seems mmimtless, since what's left
are mostly private channels, or channels not refatéhe topic.

The final study group represents 73 entities mgedihthe above criteria in
selling information goods related to AE and C4Dtwafe. This includes 44
entities for AE and 29 entities for C4D. Out of thbove stated number of
companies, 23 were manually eliminated due todbk bf sales, leaving the final
group of 50 entities involved in production or tedd information goods.

In the course of the analysis, it was assumedttigahumber of subscribers of
each YouTube channel represents the popularithefcthannel, and translates to
higher number of publicity and potential clientsr fthe company selling
information goods. The research in the use of tfwementioned economic
strategies by the various entities producing afitrig information goods, had been
developed and presented in the form of a matrix.

Table 1 presents the number of economic strategigdoyed by companies
specializing in production and trade of informatigoods related to the AE and
C4D software.
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Table 1. Economic strategies used by companies in thenmdtion goods industry

Subscriptio .
Price L . . Network
Lp Nazwa ns L Versioning |Bundling Lock-in ... |Standards
discrimination externalities
09.11.2015

1 [The CGBros 615496 X X
2 |Lynda.com 336358 X X X X X X
3 |PushedTolnsanity 278244 X X X X X X
4 |thevfxbro 232077 X X X X
5 |Video Copilot 221919 X X X X X X
6 |Mt. Mograph 135159 X X X X X
7 |ECAbrams 133156 X X X X
8 |After Effects Tutorials w/ Mikey 108115 X X X X X
9 |MaxonC4D 96738 X X X X X X
10 |finalcutqueen 94901 X X X X X
11 |Pluralsight Creative 86131 X X X X X X
12 |O'Reilly - Video Training 71685 X X X X X X
13 |VinhSon Nguyen 55031 X X X X
14 |PremiumBeat.com - Royalty Free 50434 X X X X X X
15 |Dan Stevers 44961 X X X X X
16 |armaganvideos 38847 X X X X
17 [Tom McCoy 38055 X X X
18 |fxchannelhouse 28494 X X X X
19 |mymotiongraphics 28365 X X
20 |Tutorial Market 23184 X X X X
21 |VidMuze 22341 X X X
22 |MotionMile 18121 X X X
23 [AqatixOfficial | | Tutorials (2ND C| 17183 X X X X
24 |GreyscaleGorilla 16499 X X X X X
25 [Psynaps 16379 X X X X
26 [Dustin McLean 16261 X X
27 [Noah Qehzy 15301 X X X
28 |Mrjubble 15294 X X X
29 |FX HIVE 13506 X X X
30 [Rory Martin 13012 X X X X
31 |HEYPRESTO2010 12222 X X X
32 |mamoworld.com 9824 X X X X
33 [BlueFx After Effects Templates 6537 X X X
34 [Nelson Designs 5686 X X X
35 [eyedesyn 5599 X X
36 |Flawless Films 5551 X X
37 [PixelBump 4783 X X X
38 [FutureArtist 4265 X
39 |3DFluff 4248 X X X
40 [FluxVFX After Effects Templates 3315 X X X
41 |Real Motion 2981 X X X
42 |CG3DANK - CG and 3D tutorials - nf 2673 X X
43 |Navié 2527 X X X X
44 |SonduckFilm 2471 X X X
45 |Toolfarm Inc 2211 X X X
46 |motionsquared 2011 X X
47 |Creation Effects 1535 X X X X
48 |c4dtraining 912 X
49 |After Effects Templates 855 X X
50 [PowerPoint & After Effects /w An 671 X X

Total 30 33 14 7 50 46
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The analysis of the table shows that most compaosss the network
externalities effects, as well as, use standards.nExt position in terms of number
of strategies used was price discrimination andigaing. Both strategies are
reflected in scaling the versions of products aridepin order to extend the client
base willing to purchase the goods.

The least frequently represented economic strategmong the analyzed
entities was the bundling and lock-in strategidse Teason may be the fact that
these are the most advanced and expensive to iraptestrategies for companies,
often requiring adequate technological infrastrrestu

Table 2. The relationship between the number of strategies
and the number of firms

Number of Number of
strategies companies

1 2

2 9

3 15

4 12

5

6

Analyzing the number of economic strategies usedhbtividual entities, one
can see the approximate normal distribution, howevacluded outliers.
The highest number of companies 15, employ 3 sfiede simultaneously.
Subsequently 12 companies make use of 4 strategieshe same time.
The exception in the 7 companies that utilize tighdst number of economic
strategies, which is 6 simultaneously.

5. Economic strategies and popularity of the channel

The next stage of the research was to comparedpelarity of individual
YouTube channels and confront it with the numbeeainomic strategies used by
individual company. The popularity of YouTube chalsnis best described by the
number of subscribers. Subscribers are composdddofidual YouTube users
who want to be kept updated on the latest presensadf the channel. The same
position in this matter is held by the YouTube, ethimeasures the popularity of
channels by the number of subscribers and the anmmfutime spent on it, in
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contrast to the views of individual videos. A largeimber of subscribers, provides
for a larger number of potential customers inte@st the subject promoted on the
YouTube channel.

Correlation coefficients are used in statistics nmeasure how strong
a relationship is between two variables. Usingstia¢istical package R, correlation
coefficients were calculated between the numbeubgcribers for each entity, and
the number employed economic strategies, in aconosddo the three most
common methods of calculating coefficients. Silmedata contain outliers and the
Pearson correlation measures linear relationstd@pedn the correlation coefficient
calculated with the Pearson method gives the weéaksslt. Spearman correlation
coefficient is more general than Pearson. AccordimgLaerd, the Spearman
correlation can be used when the assumptions ofPerson correlation are
markedly violated. It is also worth noting that@e&rman’s correlation can be used
when your two variables are not normally distriloitié is also not very sensitive to
outliers, which are observations within your datattdo not follow the usual
pattern [8].

Table 3. Calculation of correlation coefficient with diffefemethods

cor(SubData, method="spearman’)

Subscribers Strategies
Subscribers 1.0000000 0.6635036
Strategies 0.6635036 1.0000000

cor(SubData, method="kendall')

Subscribers Strategies
Subscribers 1.0000000 0.535021
Strategies 0.535021 1.0000000
cor(SubData, method="pearson’)
Subscribers Strategies
Subscribers 1.0000000 0.3124468
Strategies 0.3124468 1.0000000
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Figure 2. Chart showing test for a linear relationship, whionfirms the selection
method other than Pearson, as part of the obsenvate outliers

In this example, Spearman’s correlation, amongrothethods, provides the best
result confirming a positive correlation and depsray, with the outcome of
0.6635036.

6. Conclusions
The research conducted in this paper shows thed the relation between the
number of economic strategies used by compani#®imformation goods sector,

and the number of potential clients for their pradurepresented in this research
by subscribers. The outcome of the correlationositive, of average strength due
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to outliers. However the important point in cortiga is that we cannot make any
assumption about cause. By looking at the numbecavhpanies using each
strategy, it can be noticed that building netwaxkeenalities is the most common
economic strategy, each entity undertakes withegand to its size or resource.
This implies that companies are more inclined tougea stable subscribers base
first, meaning the potential customers, and themetize the clients with ever
more advanced economic strategies. The researehlegivthat the most common
economic effect used by firms in the informatiorods sector related to software,
are the network externalities closely followed kgnslards. The least common was
the lock-in, followed by bundling. The last two befj to the most expensive
strategies to implement, involving high costs ofpliementation and system
knowledge. The support for lock-in strategy in mf@tion goods, often requires
the maintenance of advanced content managemernsygth access controls and
integrated payment system. That is mostly too lfja burden for most smaller
entities. It's also interesting to look at the @es utilizing all 6 economic strategies
at once. In three cases, those entities boast bat@0,000 and 330,000 thousand
of subscribers. The next three cases have betw@&80X and 90,000 subscribers.
Only in one case there is around 50,000 subscrilBerscompanies using 1 or 2
strategies simultaneously, the number of subsaibscillates between 600 and
28,000. Only in one case which is an outlier theminer exceeded 600,000 which
at the same time is the highest number of subserilve the research sample.
However, in the author’s opinion, due to the f&etttalmost all companies employ
standards, and network externalities to build trentbase, it can safely be stated
that higher number of potential customers may megaimore advanced approach
to selling and locking in customer loyalty, themefdt requires more advanced
actions from the companies involved.
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