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Netflix reported earnings ahead of expectations, but the numbers still don’t amount to much with just $53 million in earnings on a $1.27 billion in revenues. Fortunately for shareholders — and unfortunately for subscribers — that’s about to start changing. Netflix announced plans to raise prices by $1-2 per month, initially for new customers but eventually for everyone, “to acquire more content and deliver an even better streaming experience.” With the company set to surpass 50 million streaming subscribers by the second half of 2014, the price increase could add between $600 million and $1.2 billion to the company’s revenues within the next two years. And if all goes according to plan, Netflix can potentially experience the opposite effect it did when it last tried to raise prices in 2011.

Back then, the company first separated out subscriptions for DVD rental and streaming and, in the process billed separately for each of them. Some people saw a 60% price increase and unsurprisingly canceled their subscriptions. It was a disastrous idea and the company paid dearly. The stock fell, subscriptions fell, Netflix needed to access the capital markets to meet its financial obligations. What had been one of the best stories in tech was suddenly the worst business idea since New Coke.

And yet, Netflix has recovered more than beautifully. Not only are original shows like House of Cards and Orange is the New Black being talked about in almost the same vein as HBO programming, but the company has gained millions of streaming subscribers, become profitable, and successfully stabilized its international expansion to the point where it can claim the existing non-U.S. footprint is near breakeven. (Netflix being Netflix, instead of reaching profitability overseas it will start expanding again, however. “We intend to continue our international expansion over the coming years, so our near term profits will be quite modest as we invest in this large global opportunity,” the company said.)

It’s going to cost you
To pay for growth — as well as more content — Netflix is going to start increasing prices everywhere. In fact, if you happen to live in Ireland, you’ve already seen this as the price there went from €6.99 to €7.99 in January. Netflix says the move had “limited impact.” That means few people canceled as a result. And so it feels emboldened to roll out $1-2 increases across the world, beginning later this quarter. At first, only new customers will pay. While that might slow the influx of new subscribers, it’s important to note that psychologically, the cost will remain below the important $10 threshold in the U.S. even if a full $2 increase is seen here. In Europe, no one will see higher than €9.99 either.

And for existing subscribers, Netflix is playing a much different game than it did back in 2011. Instead of smacking people with a giant price increase, it’s telling its current customers: You get rewarded for being here. The price increase will come sometime down the road (again, exactly when is TBD.) It’s likely that people will see new content on Netflix before they see a higher bill, which should ease the pain for a lot of folks. In fact, it would hardly surprise to find that subscriber churn rises only a small amount once the price increase goes into effect this time.

Value add
The financial effect of all of this on Netflix is going to take some time to calculate. In raw dollars, the figures above give you a sense of the impact on revenues. The price increases will vary by market, so calculating an average dollar figure will depend on where subscribers come from. (Consider the difference between 3 Brazilian reals at about $1.35, 1 euro at $1.38, 1 British pound at $1.68).

And it’s not like Netflix will allow all of this to drop to the bottom line. The company has $7.1 billion in streaming content obligations already. It’s certain that it will use some of this new-found income to take on more as Netflix stated in its shareholder letter. Still, this shows some leverage in Netflix’s business model that wasn’t there 3 years ago. And it ought to lead to greater profitability down the road. This isn’t a Qwik… er quick, fix, but rather it’s likely to be a good one. Few subscribers are likely to mind, even though no one is generally a fan of paying more.

Q1: Can the $1-2 price increase have as disastrous effect as the last increase in 2011? Do you think that it can make the American clients of Netflix subscribe to another streaming service company?
Q2: In your opinion, can the example of Netflix take control over the whole global market of online TV and movie streaming? Can you imagine that it might be a significant help to the fight against online piracy and copyright infringement worldwide?
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Food prices are rising in the U.S.—up 0.4 percent in March alone, another indicator the economy is showing new signs of life after the recession. Chipotle Mexican Grill announced last week it will raise prices, and many pizza chains, facing higher cheese bills, are following suit. Worldwide, food prices reached a 10-month high in March, a level about 50 percent higher before a series of price spikes began in 2005, prompting concerns about a world food crisis. Surprisingly, it turns out a lot of poor people seem to have benefited from higher prices; hunger appears to be no worse. In the long term, high food prices probably hurt efforts to reduce global poverty, but it’s good news that poor people haven’t suffered over the short term nearly as much as we feared.

For the last six years, many politicians, global leaders, analysts, and commentators (including me) have argued that higher food prices would push people worldwide into hunger and poverty. In 2010 the United Nations Food and Agriculture Organization suggested that rising prices had left more than 1 billion of the world’s population without enough food to meet daily dietary requirements. World Bank researchers estimated that price increases from June to December 2010 alone pushed 44 million people below the global, $1.25-per-day extreme poverty line. Those assumptions relied on the fact that although most of the world’s poorest people work in agriculture, they buy more than they grow on their own plots, so higher food prices surely would mean more hunger and poverty.

Data, however, pointed in the other direction: The number of people in developing countries who reported that there had been times in the past 12 months when they didn’t have enough money to buy the food their family needed fell by hundreds of millions from 2005 to 2009. In 2013 improved FAO estimates backed up the earlier polling reports: The numbers suggested that 842 million people in the 2011-13 period were unable to meet their dietary energy requirements, down nearly 6 percent from 893 million people in the 2005-07 period.

Now a paper by Derek Heady at the International Food Policy Research Institute credits the recent increases in food prices with speeding progress against poverty. Looking at the rate of poverty reduction across countries and its relationship to changing food prices, Heady finds that rising prices have been associated with more rapid reductions in poverty—both over the past 30 years and looking at data from the past 10 years. He estimates that higher food prices from the mid-2000s onwards may have reduced the number of people living in extreme poverty by from 87 to 127 million people.

Heady suggests the fundamental assumption of previous poverty prediction models—that because poor people eat more food than they grow, they’re hurt by higher prices—did not account for the impact of food prices on wages. In a lot of places, as the prices of food rose, poor people earned more money. Even though they were paying more for food, their increased incomes more than made up for that and they got a little richer. In Bangladesh, for example, rural wages adjusted for the price of food increased by about a third from the middle of 2006 to the end of 2010. (Urban wages remained essentially unchanged.)

There remain reasons for concern. As always, the aggregates hide a lot of variation. Many rural people and perhaps most urban workers didn’t see their wages buoyed by higher farm sales incomes, which helps to explain the outbreak of food riots in 2008. And there’s considerable uncertainty about exactly how far we have to go. The original estimates of the impact of the food crisis were so far off because they were based on flawed models rather than actual data. Even when we do have survey evidence about food intake, the errors can be large: Anyone who has tried to count calories as part of a diet knows how hard it can be. In a study in Tanzania, the estimates of hunger prevalence ranged from 19 percent to 68 percent, depending on the survey approach. The improved FAO numbers still rely on an inadequate number of these potentially misleading surveys, plus weak population and stature information, guesstimates of food losses, and poor data on total food supply.

The truth is there may be more than 800 million people going hungry worldwide, but there may be more—or a lot fewer. Until we have better data, our response to that problem will be based on guesswork and theories as much as on hard evidence of where there is a problem and what helps. And as far as we can tell, the global trend toward better nutrition and lower poverty continues unabated—despite rising costs for pizza and burritos.

Q1: In your opinion, is the alleged reduction of poverty between 2005 and 2013 directly linked to the higher prices of food in the sense that the poor peasants make more money? Or can it be caused by other factors, including lack of relevant data?
Q2: How can the global actors prevent the rise of poverty and hunger caused by high prices of food?
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In 2005, the school board in Kalamazoo, Mich., unveiled a radical offer that's since been celebrated, studied and mimicked across the United States: Anonymous donors there had pledged -- indefinitely -- to help pay for in-state college tuition for any child who came up through the city's public schools.

The idea, the Kalamazoo Promise, took a strategy that had been tried on a much smaller level and scaled it up to an entire urban school system. Evidence collected over nearly a decade suggests that the "promise" helped lead to higher enrollment in the city's public schools, improved academic achievement, better graduation rates and boosted college enrollment. But a new national study of Kalamzoo's copycats presents a more complicated picture of what happens when this idea spreads elsewhere.

University of Pittsburgh economists Michael LeGower and Randall Walsh found some national patterns that are both promising and unexpected: In nearly two-dozen cities and towns that have tried some variation on the promise, public school enrollment promptly increased, as did housing prices in the neighborhoods around many schools.

But these promised scholarships -- for now -- are having the largest impact on middle- and upper-income households, not lower-income ones. And the design of some scholarship programs may actually exacerbate racial achievement gaps in education.

LeGower and Walsh's findings, published in a National Bureau of Economic research working paper, suggest that above all, the details of the promise matter.

The original Kalamazoo program was meant to boost the prospects of children already in the city's public schools. But business leaders hoped that the ripple effects would be even broader, transforming the school system itself, and the city's economic development along with it. Offer quality public education, the thinking went, and upper-income parents -- and the kinds of companies that want to employ them -- will move to town and stay there, too.

Kalamazoo offers scholarships at any public college or university in Michigan to students who have lived in the city and attended its public schools through high school. The scholarship is designed on a sliding scale depending on how long children have been in the school system, with those starting in kindergarten getting the largest reward upon high school graduation: a full four-year scholarship, including tuition and fees.

The Kalamazoo program has no grade-point average cutoffs or merit requirements. Any student who graduates from the public-school system after at least four years qualifies. But many "promise" programs elsewhere around the country are merit-based. Or they offer scholarships to a narrower range of schools, sometimes at a much smaller scale. The program in Jackson County, Mich., for example, promises a maximum of just $600 for two years.

The differences between all of these programs enable LeGower and Walsh to identify which kinds of promises have the greatest impact. And because these scholarship gifts -- often from the business community or philanthropists -- are typically unexpected, their announcement creates a series of natural experiments. How did school enrollment and housing prices change, for instance, immediately after these gifts were announced?

It's impossible to study the true counter-factual: What would happen in these communities if these scholarships were never offered? But by comparing enrollment data for surrounding schools (without scholarships), LeGower and Walsh identify an immediate uptick in enrollment in the public school systems where scholarships were offered:
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Across 22 programs, including Kalamazoo's, LeGower and Walsh find an increase in total public school enrollment of about 4 percent in the years immediately after the announcement. Most of this gain came from children enrolling in kindergarten through fourth grade, when we would expect parents to try to take advantage of the maximum scholarship allotment. Not surprisingly, programs offering scholarships to all students regardless of merit, and to the widest range of colleges and universities, saw the biggest gains in enrollment, of about 8 percent.

Merit-based scholarships, on the other hand, prompted a particular boost in white enrollment. But they also appear to have led to decreases in non-white enrollment.

LeGower and Walsh also looked at property values within a subset of eight cities where housing data was available. Within three years of a promise announcement there, they found, housing prices in the neighborhoods around the best-performing public schools increased by 7 to 12 percent (or as much as about $20,500). This suggests that families who could afford to were paying a premium to access the scholarships.

Why would that matter for the overall impact of these programs? "This could have the effect," LeGower and Walsh write, "of contributing to further inequality in educational outcomes if the high-income households attracted by Promise programs are exclusively attending already high-quality schools."

For many families, these scholarships close the gap between what they can pay and what higher education actually costs. And so families already inclined to send their children to college are likely to see the greatest value in them. Merit-based scholarships also primarily benefit students with the highest achievement, attending the schools that already offer merit-based programs like Advanced Placement classes.

If a limited scholarship program draws new upper-income families into only these schools, while providing little benefit to existing students in struggling public schools, such a "promise" could theoretically stretch the achievement gap even further. These new upper-income families might bring with them other benefits, like higher tax revenue for the entire school system. But if one of the goals of a "promise" program is to bring new middle- and upper-income students into the same classrooms as lower-income peers, some of these programs likely may not have that effect.

That result underscores the tremendous challenge of improving public schools for the children already in them, even as cities try to lure upper-income families back into public education. A "promise" program that serves all of them -- offering universal scholarships, and to a range of schools that would benefit both National Merit scholars and first-generation graduates -- could be the best path there.

Q1: In your opinion, how exactly the university helps the economic development of the area by preferential admitting students from public schools in the same district?
Q2: What do you think, why the scholarship program eventually started to favor children from upper-income families?
