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Textbooks are
only expensive
because they are
subject to
copyright
protection, a
relic of the
medieval guild
system.

Copyright
protection in
textbooks leads
to enormous
inefficiencies,
just like

any other
government
intervention in
the market.

Executive Summary

T extbooks are alarge and rapidly growing
expensefor collegestudents. According tothe
Government Accountability Office(GAO), the
cost of textbooks and supplies cameto $898
for an averagefirst year, full-timestudent at a
four-year public university inthe 2003/2004
academicyear.! Thisrepresentsgpproximately
170 hours of work at a minimum wage job.
Thehigh cost of college textbooksis one of
the factors leading students to take on ever
higher levels of debt to cover their college
expenses.?

This paper examines whether it possible to
design policiesthat would maketextbooksless
expensivefor sudents. It pointsout that:

» Textbooksareonly expensvebecause
they are subject to copyright
protection, arelic of themedieva guild
system. Inthe absence of government
imposed copyright monopolies, paper
copiesof textbooks could be made at
avery low cost, and lectronicversons
could be made available at zero cost
over theInternet.

»  Copyright protectionintextbooksleads
toenormousinefficiencies, just likeany
other government interventioninthe
market. However, whileother formsof
intervention createrdatively smal gaps
between the price and the actual cost
of production (for example, trade
barriers rarely raise the price of
imported goods by more than 15 to
20 percent), copyright monopolies
lead to enormous gaps. Aseconomists
would predict, thelarge gap between
price and the cost of production
resulting from copyrights leads to
substantial economic distortions.
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In addition to the losses that result
directly fromthegap between priceand
production costs, textbook publishers
engagein avariety of economically
wasteful rent-seeking activities to
maximizether profit, such asincreasing
thelength of textbooksor thefrequency
of new editions.

Inthe absence of copyright protection
it would be necessary to have an
dternativemechanismfor financingthe
production of textbooks. If the
government were to appropriate an
amount equal to 0.01 percent of the
federd budget ($300 millionannudly),
it would be sufficient to finance the
production of 5000 textbook titlesa
year, assuming an average cost of
production of $60,000 a piece.

If textbooks were produced without
copyright protection, then professors
would have far more flexibility in
designing their courses. They could
freely choose chaptersfrom thetexts
that they felt best covered specific
topics, rather than being bound by a
singletext for an entirecourse.

A system of publicly funded textbook
production could exist Sdeby sdewith
a system of copyright monopoly
financed textbook production. This
would allow for the market to
determinewhich form of government
subsidy ismoreefficient.



Are Copyrights a Textbook Scam? e 2

| ntroduction

Textbook costshave consistently outpaced the overdl rate of inflation,
presenting alarge and rapidly growing burden to millions of college
students. According to the Government Accountability Office (GAO),
textbook priceshave beenrising about 6 percent annually, or twiceas
fast astheoverdl rate of inflation, sncethe 1987/1988 academic year.
The GAO estimatesthat the averagefirst-year student at afour-year
public university spent $898 on textbooks and suppliesin the 2003/
2004 academic year.! Thismeansthat astudent working a aminimum
wagejob would haveto put in nearly 170 hours of work each year,
just to pay for her textbooks. High textbook costs, along with rapidly
rising tuition, areimposing asubstantia financia burden on college
students. Thedebt accumulated by anew graduate now averagesmore
than $15,000.2

Inthelnternet Age, whenvast amountsof information can betransferred
at zero cost over theweb, thereisno reason that students should have
to work so hard just to get the reading material for their classes. In
principle, thismaterial could be obtained at no cost —athough many
students may want hard copiesof someor al of theitemsin atext,
whichwould entail some printing expense. Still, thecostsinvolvedin
thephysical reproduction of textsareatiny fraction of what students
currently pay.

Thereason that textbooks are costly isthat the government grants
textbook publisherscopyright monopolies. Copyright monopoliesalow
the publishersto prevent anyone from competing with them inthe
market. They aretheonly onesthat can sell acopyrighted textbook in
wholeor inpart. Thispreventsindividualsfrom fregly reproducing a
textbook or makingit available over theInternet.

Of coursethereisarationalefor copyright monopolies: themonopoly
alowsthe publisher to recoup the expenses of producing thebook, the
feespaid totheauthor(s), editors, illustrators and other upfront costs
associated with putting together the textbook. However, copyrights
are only one way to cover these costs and not necessarily the best
way. Copyrightsarearelic of themedieval guild system. Whilethey
may have been an efficient mechanismto support creativework inthat
era, it doesnot follow that they arethe most efficient mechanismfor
supporting creativework inthe Internet Age.

A student work-
ing at a mini-
mum wage job
would have to
putin nearly

170 hours of
work each year,
just to pay for
her textbooks.

The reason that
textbooks are
costly is that
the government
grants textbook
publishers.
copyright
monopolies.



The granting of
copyright
monopolies
ensures that
more marketing
will take place
than is optimal
from an
economic
standpoint..

Publishers may
issue new
editions more
frequently than
is justified by
developments in
the field, in the
hope of
prompting
faculty to assign
the new editions
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The I nefficiencies of Copyright Protection

Economists view copyright monopolies as
inefficient because they create a large gap
between the price of a textbook and the
marginal cost - the cost to the publisher of
creating an additional copy. This cost can
effectively be zero, when the option existsto
transfer material over the Internet. Thisgap
between price and marginal cost isthe exact
sameissuethat |eads economist to view trade
barriers as inefficient. Tariffs or quotas on
imports cause consumersto pay pricesthat are
higher than the production costs. However,
trade barriersinthe United Statesrarely raise
the price of protected goods by morethan 15
or 20 percent. By contrast, copyright
protection can allow atextbook publisher to
el abook that would be avail ableat zero cost
over thelnternet without copyright monopolies
for asmuch as$100to $150. Theinefficiencies
that result from such large gaps between price
and marginal cost are of course much larger
than theinefficienciesthat result from 15-20
percent tariff onashort or pair of shoes.!

Setting pricesabove marginal cost also leads
to other forms of inefficiency. Textbook
publishersrespond to theincentive created by
copyright monopoliesby tryingto maximizethe
economic rentsthey earn on their textbooks.
Most obviously, this means substantial
advertising and marketing expenditures, in
order to get their textbooks aswidely adopted
aspossible. Whilethese expendituresare not
entirely wasteful from an economic standpoint
—they do provideinformation tothe professors
choosing textbooks—publisherscarry through
theamount of marketing that maximizestheir
private profit, not economic efficiency. Inthis
sense, the granting of copyright monopolies
ensuresthat more marketing will take place
than isoptimal from an economic standpoint.

Copyright monopoliesa so provide publishers
with an incentive to change the publishing
patternsor structure of their textbooksinways
that maximizetheir profit, but offer littleor no
benefit to students. For example, publishers
may issuenew editionsmorefrequently thanis
justified by developmentsinthefield, inthe
hope of prompting faculty to assign the new
editions, thereby avoiding the possibility that
many students may be relying on recycled
copiesof anearlier edition. If they believethat
they canjudtify ahigher priceby havingalonger
textbook, or including supplemental materials,
then publisherswill haveincentiveto dter their
textbooks to maximize their profit. Since
textbooksarenot generdly divisble(typicaly
students can’t buy atextbook by the chapter),
the incentives provided by copyright
monopoliescanlead to textbooksbeing longer
thanisreally optimal from the standpoint of
presenting the material for acourse. Perhaps
an even more serious downside to such
practices by publishersisthat it could lead
professorsto distort their teaching, sincethey
may feel a need to assign most or al of a
required text, if the book cost their students
$100-$150, asisoftenthe case.
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A 21% Century Alternative for Supporting Textbook

Production

While it is easy to identify ways in which
copyright monopolieslead to market distortions
and economicinefficiency, copyrightsdofill the
need of providing an incentive for writing,
editing, and designing textbooks. Without some
dternativemechanismfor supporting thiswork,
few, if any, textbookswould bewritten. The
questioniswhether therearebetter mechanisms
than copyright monopolies for supporting
textbook publishing.

Oneobviousaternativeissmply direct public
financing of textbook publishing, with all
supported work being placed in the public
domain, where it can be freely copied or
circulated over theweb. Thiswould effectively
make textbooksfreeto students, or cost them
theexpenseof printing out hard copies, if they
choseto havetheminthisform. (Presumably,
theavailability of large amountsof text onthe
web available for downloads would alter
technology and businesspractices. Storesmight
specidizeinmaking bound copiesof cusomized
materia downloaded from theweb.)

Somebasicarithmetic suggeststhat ardatively
sma |l commitment of publicfundscouldgovery
far towards filling the need for textbook
production. For example, an annual
appropriation of $300 million (0.01 percent of
thefederd budget) would beaufficient tofinance
the production of 5,000 textbook titlesayear,
if the cost of writing, editing, andillustrating a
textbook averages $60,000.

The availability of such alarge amount of
material in the public domain would
undoubtedly changetheway inwhich faculty
and studentsview textbooks. Sincetextbooks
would now becompletely divisble, professors
could tailor their assignments toward their

specific teaching needs. For example, if a
history professor believed that one text
provided the best treatment of the Civil War,
but asecond text provided the best treatment
of the reconstruction period, therewould be
no reason that he could not assign the Civil
War chapter(s) from one text and the
reconstruction chapter(s) from another text.
Thesamewould betrueinal other disciplines
aswdll. Eliminating copyright monopoliesover
textbooks, and placing material inthe public
domain, will allow professorsto befar more
flexibleintheir teaching.

Havinglargeamountsof material inthepublic
domain would also reduce the need for
universtiesto play theroleof law enforcement
officers—ensuring that their librarieswere not
violating copyright rules, or preventing faculty
from using unauthorized X erox versions of
copyrighted materid, or even policing faculty
who might try to resell promotional copiesof
popular texts. University administratorscould
instead devote more attention to providing
education to their students.

If asubstantial portion of textbook production
wereto befinanced through the public sector,
thenitisimportant that it bedonein an efficient
manner. Thiswould mean preserving alarge
role for competition. This can be done by
dividing whatever amount is provided for
textbook production among a number of
competing textbook publishing firms. For
example, if $300 millionayear isappropriated,
thissum could bedivided among 10firms, each
given $30 million a year. The firms’
performance could be evaluated at regular
intervals(e.g. 10 years), with theworst two
performers put out of businessand replaced
by new firms Thiswouldensurethat failed firms

One obvious
alternative is
simply direct

public financing
of textbook
publishing, with
all supported
work being
placed in the
public domain,
where it can be
freely copied or
circulated over
the web.

It would also be
possible to have
this system of
publicly
financed
textbook
production co-
exist with the
copyright
system...This
would
effectively allow
for a market
test of the
relative merits
of the two
systems.



It is important to
note that this
competition is
not a case where
one system gets
a public subsidy
and the other
doesn’t. Both
systems get
public subsidies.

do not continue to waste public funds
indefinitely.

It would a so be possibleto havethissystem
of publicly financed textbook production co-
exist with the copyright system. Current
textbook publisherscould still producetheir
textbooks subject to copyright protection, and
professors who view these books as
aufficiently superior tomerit theexpensecould
dtill assignthemto their sudents. Thiswould
effectively dlow for amarket tet of therd ative
meritsof thetwo systems.

Itisimportant to notethat thiscompetitionis
not a case where one system gets a public
subsidy and the other doesn’t. Both systems
get public subsidies—the subsidiesjust take
different forms. Inthe proposed alternative,
the subsidy takestheform of direct funding.
Inthe copyright system, the subsidy takesthe
form of agovernment enforced monopoly. The
question iswhich mechanism of providing
subsidiesleadsto better outcomes.

If thetwo systemsexisted Sdeby Sde, itwould
be necessary to have some rule that would
constrain textbook authorsin the publicly
financed systemfrom benefiting from copyright
monopolies once they have established a
reputation for themselves. This could be
accomplished smply by having asubstantial

period of time(e.g. 7-10years) betweenwhen
atextbook author receives support under the
public system and when shecan gain copyright
protection for alater textbook. Such arule
would be very simple to apply since it is
completely sdf-enforcing. If atextbook author
violatesthisrule, and gainsacopyright for a
textbook beforethewaiting period haslapsed,

then the copyrightissimply invalid. Anyone
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canfredly reproduce copiesof thenew work
without any risk of punishment from the
government or being required to pay civil
damagesto the author and publisher of the
text.
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Conclusion

Textbooksarealargeand rapidly growing expensefor millionsof college
students. Thisexpenseiscompletely unnecessary —it resultsentirely from
thefact that the United Statesrelies on copyright monopoliesto finance
the production of textbooks. It iseasy to design alternative systemsfor
financing textbook production, whichtakefull advantageof thepossibilities
created by the Internet and digital technology. Such alternatives could
make textbooks very cheap or even freefor studentswho are satisfied
reading materia ontheweb. Having collegetextsinthepublicdomanwill
also give professorsmuch morefreedom in selecting material, sncethey
would beableto customizethelr classes, assigning chaptersfromanumber
of different texts.

It would takeavery small commitment of public funds(e.g. 0.01 percent
of thefedera budget) tolargdly replacetherevenue generated for textbook
production through the copyright system. A system of publicly financed
textbook production could co-exist alongside the system of copyright
monopolies, alowing for amarket test of therelativeefficiency of thetwo
systems. Such an dternative system could offer large savingsto students,
moreflexibility to professors, and efficiency gainsto theeconomy asa
whole.

It is easy to
design
alternative
systems for
financing
textbook
production,
which take full
advantage of
the possibilities
created by the
Internet

and digital
technology.
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® Thesize of the economic lossdueto protection (copyright or trade) will a so depend on how
responsivedemandistoincreasesinprice.
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