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Market model, blending
® |arge Platform: intermediation + production.
® Endogenous competitive fringe entry.
® Product variety (logit).
Main Result — under hybrid mode, better platform product quality — lower CS.
® v4 1 — P production more profitable. ¢t T— smaller fringe.

® vu | — P better off scaling back, allowing fringe entry 4 profiting from

commissions.
Normative exercises — comparing hybrid, marketplace, reseller modes.
® C better off with pure marketplace — 1 variety.

® |f hybrid mode ban — P switch to pure reseller, then CS |.



Main Strength



Main Strength

Amazingly general, tractable framework.



Main Strength

Amazingly general, tractable framework. Allows study of
® Various platform business models, e.g.

® Reseller - platform only sells own product.
® Marketplace - platform only sells third-party products.
® Hybrid - mix.



Main Strength

Amazingly general, tractable framework. Allows study of

® Various platform business models, e.g.
® Reseller - platform only sells own product.
® Marketplace - platform only sells third-party products.
® Hybrid - mix.

® Both positive and normative aspects of platform economics
® Makes testable predictions regarding industry profile and platform strategies.

Many, many results!

® Useful as framework for policy interventions, e.g. hybrid ban, taxation.
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Focus is on CS, but doesn't help understand market failures. e.g. how does
total welfare change with va — ca?
® Main result — CS, 3PS goes down. But surplus improves directly from
quality increase.
® Does the loss from reduced entry (less variety) outweigh gain from higher

quality?
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Key efficiency wedge — commission t. But does the main result need t to work?
® Consider quality-differentiated Bertrand duopoly with entry.

® 2 firms, i =1,2. MC; =0, 2 has entry cost kK > 0. C has unit demand,

value q;.

® If g1 >> qo, then 2 stays out, 1 charges g; and CS = 0.

CS highest when market is contestable — g; > g» but low enough to induce

firm 2 to enter.

Would like to know how main result goes beyond this intuition more.

® Here, TSt as g1 1.

® |n paper, maybe not due to > 0.

How does CS move with (va — ca) — (v — ¢)?
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Comparative Statics

Model applies at product category level. Want to use model to predict how

platforms approach different categories. How does consumer surplus depend on
w?
® Higher ;1 — more variety, but higher p.

® Complication — equilibrium response of platform t — p.



Experimentation

In reality, both quality and platform entry are part of market equilibrium.

Analysis deals with quality (corollary 2).

10



Experimentation

In reality, both quality and platform entry are part of market equilibrium.
Analysis deals with quality (corollary 2). Natural channel for fringe entry to

effect platform’s production directly (not through prices) is experimentation.
® Aggregate demand uncertainty. e.g. u=v —p+ 0+ pe, 0~ N(6p,0?)).

® More fringe production —| uncertainty

10



Experimentation

In reality, both quality and platform entry are part of market equilibrium.
Analysis deals with quality (corollary 2). Natural channel for fringe entry to
effect platform’s production directly (not through prices) is experimentation.

® Aggregate demand uncertainty. e.g. u=v —p+ 0+ pe, 0~ N(6p,0?)).

® More fringe production —| uncertainty — é(n) =N < ‘772>

® Platform benefits — m concave — preference for precision.

® Does main result still hold?

10



Experimentation

In reality, both quality and platform entry are part of market equilibrium.
Analysis deals with quality (corollary 2). Natural channel for fringe entry to
effect platform’s production directly (not through prices) is experimentation.

® Aggregate demand uncertainty. e.g. u=v —p+ 0+ pe, 0~ N(6p,0?)).

® More fringe production —| uncertainty — é(n) =N < ‘772>

® Platform benefits — m concave — preference for precision.

® Does main result still hold? Now, when ¢4 |, P benefits from 1 precision,

wants more fringe production.
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