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SEOUL, Aug 31 (Reuters) - South Korea's parliament on 

Tuesday approved a bill that bans major app store 

operators such as Google and Apple from forcing software 

developers to use their payment systems, effectively 

stopping them from charging commissions on in-app 

purchases.

It is the first such curb by a major economy on the likes of 

Apple Inc and Alphabet Inc's Google, which face global 

criticism for requiring the use of proprietary payment 

systems that charge commissions of up to 30%.

https://www.reuters.com/technology/skoreas-parliament-passes-bill-curb-google-apple-commission-dominance-2021-

08-31/

News

https://www.reuters.com/technology/skoreas-parliament-passes-bill-curb-google-apple-commission-dominance-2021-08-31/


Motivation

• App stores make apps available to consumers

• App stores are platforms on which a set of additional apps

attracts more consumers and a set of additional consumers

attracts more app developers

• Question: What is the outcome under platform competition?

• Answer of the paper: Platform and consumer interests are

often aligned



Model ingredients

• Competitive bottleneck model (sellers can multihome; 

consumers singlehome) with endogenous seller pricing

• 2 platforms, horizontally differentiated on the consumer side

[Hotelling setting]

• Consumers obtain some net benefit from each seller

(decreasing and convex in seller price)

• Atomless consumers singlehome

• Atomless sellers draw idiosyncratic entry cost for each

platform (independently across platforms)

• Once on the platform, sellers face downward sloping demand

(in the baseline: independent demands)



Timing

1. Platforms simultaneously set commission rates

2. Sellers draw their entry costs and simultaneously decide

which (if any) platform to join

3. Platforms simultaneous set the participation fee on the

consumer side

4. Consumers decide which platform to join

5. Sellers simultaneously set consumer prices



Mechanics of a higher commission rate

Platform 1 increases commission rate

 Participation on platform 1 less profitable and, therefore,   

fewer sellers will join (taking into account that consumer

participation fees are adjusted)

 More consumers will join platforms 2

 This makes seller participation on platform 2 more attractive



Equilibrium commission rates

• all commission revenues are shifted back to consumers 

through lower consumer participation fees

• platforms make same profit as in the case in which they do 

not host any sellers



Extensions

• Platforms may offer fraction of products in-house (partial 

vertical integration)

• profitable only if it increases the total surplus created on the platform 

and shared with consumers through lower prices and more variety

• Misalignment of platform and consumer interests

1. if sellers can costly bypass the platform

• this leads to caps on commission rates

• higher consumer participation fees

2. If sellers pay the fixed cost only once

• this can generate excessive commission rates (Jeon and Rey, 2021)

3. under consumer myopia

• If consumers do not correctly anticipate the full benefit when making their

participation decision this leads to excessive commission rates



Discussion

• Useful setting to address platform pricing issues

• For further discussion

• Role of timing assumption: purely for reasons of tractability?

• Model does not feature hold-up problems

• Do they play an important role in the real world?

• Full coverage on the consumer side

• Discriminatory pricing on the seller side

• Validity outside symmetric settings?

• symmetry is typically assumed in the theoretical literature on platform

competition (exception: Anderson and Peitz, 2020)

• but not a good approximation in most of the ongoing investigations

involving GAFAM & friends


