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Message of the paper

Is there a difference between two-sided platforms and
price-discriminating firms facing network effects?

Is it just that we call one side buyers and the other sellers rather than
two groups of customers?

Third and second degree price discrimination between groups
rationalizes freemium models even if consumers are on the same side..

Examples: 1) Music streaming providers following fremium business
models, 2) Fashion paying influencers and monetizing on customers,
3) Could it be also marketplaces differentiating commissions?
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General model

There are I groups of nj members with utility:

ui = ri + βi ∑ nj − pi − x

with standalone benefits ri and strenght of network effects βi .

A uniform distribution of opportunity cost x generates demands with
a price aggregator:

ni = ri − pi + βi
∑ rj −∑ pj
1−∑ βj

and platform profits π = ∑ nipi
Compare uniform pricing p = r̄

2 or group pricing pi for all i .
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Results

The general case shows higher prices for groups with high benefits ri
or network effects βi .

but the analysis is on differentiation only in ri in the paper or only in
βi in the Appendix (with 2 groups).

First case: group pricing increases profits, not participation (and
works also with versioning, maybe due to the simple setup?)

Second case: group pricing increases profits and also participation.

In both cases, one group can get free access to attract others
(freemium business model)
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General model

I had some "fun" solving the general model

getting group prices:

pi =
ri
2
+
[βi (2−∑ βj )−∑ β2j ][∑ rj − P ]−∑ rjβj (1−∑ βk )

2(1−∑ βj )(2−∑ βj )

where the total price P = ∑ pj is:

P =
∑ rj

[
2−∑ βk − I ∑ β2k − I ∑ βj (1−∑ βk )

]
(2−∑ βj )

2 − I ∑ β2j

It boils down to pi =
ri
2 for βi = β for all i as in the paper

It boils down to pi =
(2−βi−3βj )−(βi−βj )

2

4(1−βi−βj )−(βi−βj )
2 r for ri = r for all i = 1, 2 as

in the Appendix.
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General model
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a) some prices may be negative (introduces zero-price constraints),

b) ∂pi/∂rj < 0 (freemium only with high wtp groups)

c) you may distinguish the impact of βj (complex multi-sidedness).
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Some comments

What about consumer surplus? Does group pricing increase that?

I guess No in the baseline model where participation is unchanged (by
old results on price discrimination)!

But may Yes in the general version where participation increases (as
in the example in the Appendix)?

And definetely Yes in the comparison with a myopic platform due to
lower prices and increased participation!

On versioning (second degree price discrimination with asymmetric
information): would be good to know what is the optimal pricing
scheme..

Quite interesting the generalization of Armstrong (2003) to different
network effects across groups
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