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Research Question

How do the wholesale contracting terms
between a content provider and competing
digital platforms depend on whether the
platforms aim to encourage consumer
multihoming or not?



Model



Model

Layout

(Armstrong, 1999; Stennek, 2014; Weeds, 2015: Jiang et al., 2019)

 Downstream, distribution platforms, |
Content provider

i — O, 1 Content: A > 0

 Upstream, independent, monopoly
content provider

 Subgame Perfect Nash Equilibrium,
two-stage game:
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1.Contracting stage

2.Price competition stage 4



Model

Distribution (Stage 1)

(Armstrong, 1999; Jiang et al., 2019)

e Content value: A > 0

Content provider

Content: A > 0

* Content provider makes public TIOLI-
offer to both platforms

e Simultaneous accept/reject

* Platform net profits If:

» Per-consumer wholesale price, w: CE) :D_U
(p; — WD, § gh
» Revenue-sharing, 0. ;:“_’ i
lpiDi] 0
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Model

Demand (Stage 2)

(Hotelling, 1929; Kim and Serfes, 2006; Anderson et al., 2017)

* Consumer singlehoming utility:
ux)=n+¢—p,—t| X, — x|

» Indifferent-consumer margin, uy(x) = u(x) :
1 &—p; &P

’ 2 2t 2t

» Consumer multihoming utility:
Up=n+é+& —py—p;—1

e Singlehomer-multihomer margins, u.(x) = ug :

g — P.
MH __ 1 !
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Analysis



Analysis

Stage 2 Nash equilibrium

* Equilibrium candidates:

« Singlehoming: (pSH SH)

e Multihoming: (p; MH MH)

e Deviation contraints:

. ]Z.ZSH ﬂ.MH >0

Iff € < SSH

o ]Z.ZZWH _ ﬂZSH—deV. > O

iff € > €y
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Analysis -

Stage 1: consumer multihoming

Content provider
Content: A > 0
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Analysis
Stage 1: consumer singlehoming —

Content provider

Content: A > (

Per-consumer
wholesale price, w

ASH

Platform O
| WOjle|d
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Results - %PE
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Content provider

Content: A > 0
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Results

Extensions / Robusthess

 EXxclusive distribution right:
Content provider

= Allowing for exclusive distribution rights has no Content: A > 0
Impact on our results

 Platforms makes TIOLI contract offer:

= Qualitatively same outcome in exclusive versus
non-exclusive distribution

e Market Foreclosure

= \When platforms are allowed to unilaterally deviate
from singlehoming and induce consumer
multihoming, platform 1 will not be vertically
foreclosed from the market
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Concluding Remarks

e PBottleneck consumers and content
distribution Content provider

Content: A > (

* Snowballing effect
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Stage 2 Nash equilibrium

Consumer Singlehoming Consumer Multihoming
 pipy = —— L
2
(e; — &)+ 2c; + c;

SH __ l J l J &+ ¢
P ST P p) =P =
. ﬂfSH _ (3t T (gi 8]) (Cz C])) ﬂ.MH _ (81' — Ci)2

l 13t C 41

3—\/5 2
SH __ - ~ s E> &y = V2+1Dr—A)~ 1.09¢
L e< el =4/2¢ ( : )AN oy, MH \/5+3(\/_ )
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Stage 1 Consumer multihoming

Revenue Sharing Per-consumer wholesale price
2 2 2 2
5 5 £— W
,H—Z—: HMH_O: .¥>_:WMH—O 0
4r 4t 41 41
® ﬂCP — 2(1 — HMH_O)ﬂMH_O —_ O ° ﬂCP — W(2 + Dl(Aa Aa W)) — O
2 2
° (8+A)2>— :HMH_ 82 ° (8+A_W) 28— : WMH_A:A
4t 4t (e + A)? 4t 4t
2e + A E
o 7cp = (1 =M= )r1H=8 = A i » . Tcp = WDy(A,0,w) = 17
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Revenue Sharing
(3t — A)?
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Stage 1 Consumer singlehoming

Per—consumer wholesale price
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