No Excel Workbook

Diffusion and Technological Change Answers
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Office95 10%

Office97 55%

Office2000 35%


Estimated Microsoft Office Distribution of Installed Base in Q2 of 2001. 
Source: http://www.infotechtrends.com/

1) Use the data given in the box to draw a Salter Graph for the use of MS Office versions in actual, real-world offices. Notice that you will have to make an educated guess as to the unit labor requirement (y axis) in the graph.


[image: image2]
Notice that the y axis is not the amount of labor needed to produce Office, but how much more productive Office makes workers who use it. I don’t believe that these three different versions of Office really increase productivity all that much so I made the heights of each rectangle pretty close. The base of each rectangle represents the share of output.

2) For computers in the workplace, what determines whether a functioning computer is replaced?

Draw the canonical output side graph (using Word's Drawing Tools) to help you answer this question.


The computer is replaced when P falls below AVC (as shown in this graph).

3) In addition to the cost structure, Salter emphasizes the speed at which price falls as a key factor in the rate of diffusion.

Google "computer price history" in order to learn about computer prices over time.

Choose a particular web page and describe the data on prices (copying and pasting information, if needed). Cite the web page.

Don't simply take the first hit—poke around a little bit until you find a site with some data on computer prices over time.
If you get desperate and can’t find anything, visit the BLS web site at stats.bls.gov and search for computer prices.

Does your search on computer prices over time support fast or slow diffusion?

Like Q1, the data in this answer are super old, but I left it here because it is fun to look at what prices were like. You should find much different numbers.

There are many web sites that provide information on computer prices over time. All of them show the same thing—computer prices have dropped dramatically, when adjusted for quality and inflation. This sharp price drop is partly responsible for the rapid rate of diffusion of the latest computers. Firms routinely upgrade computer systems that are functioning with newer systems.
Here is an example from the BLS (from the Monthly Labor Review):

Prices for computers fell once again in 1999, though not by as much as in the three previous years. 
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The Producer Price Index for electronic computers declined by 19.7% in 1999. This followed decreases of 26.6% in 1998, 21.6% in 1997, and 22.3% in 1996.

Quality improvements in CPUs, hard drives, and other computer components contributed to the falling prices of computers in 1999. Improving technology and production processes continued to result in a better product for a lower price. In addition, price competition continued in all segments of the computer hardware industry.

These data are a product of the BLS Producer Price Index program. Learn more in "Rising producer prices in 1999 dominated by energy goods," by Eleni Xenofondos and William F. Snyders, Monthly Labor Review, August 2000.
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