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Abstract

A TV-platform provides content to viewers and viewers to advertising
producers. We study platform pricing and the supply of an essential type of
content when there are two-sided network effects and the platform bargains
over the contract terms with a content supplier. We show that when the con-
tent supplier holds all bargaining power in the negotiations with the platform
both the level of content as well as the advertising level are set at socially
ineffecient levels. Content are generally undersupplied, whereas there may be
too much or too little advertising. Relocating the bargaining power from the
content supplier to the platform owner will restore an efficient level of content
but this may ease or aggravate the ineffciencies related to the amount of com-
mercials. Bundling of content restores efficient levels of content supply, but

the inefficiencies related to over- or undersupply of commercials still remain.
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1 Introduction

Platforms are firms that connect different user groups and that make their profit
from charging each group for access to the platform.! The role of many platforms
is to create a meeting place for firms that want to display their products through
advertising on the one side and consumers on the other. Two prominent examples
are newspapers that connect advertisers and readers, and TV-stations that connect
advertisers and viewers. In these two examples advertisers are attracted to the
platform if the platform has many readers or viewers, and ads are often priced by
the number of readers and viewers the platform can generate. It has therefore been
a central aim for platform owners to make the platform an attractive alternative
for readers and viewers, henceforth denoted as consumers. Since most consumers
dislike too much ads on TV or too much advertising in newspapers, there is a trade-
off for the platform between advertising intensity and the number of consumers that
connect too the platform. This trade-off has been investigated thoroughly in the
received literature which I will review more in detail below.

A reasonable robust result from this literature is that there is too little advertising
when platforms compete harshly and that too much advertising may occur when
platform owners have significant market power. The intuition is that competing
platforms compete for customers through advertising levels. Hence when platforms
are close substitutes for advertisers and consumers, competition induce the platforms
to lower advertising levels by increasing the price of ads. In these models advertising
usually has a social value since advertising generates demand for the advertised
products. However, advertising may be excessive or it may be the case that the
platform provide to little advertising. Typically, advertising levels are below the
social optimum when platforms are close substitutes, whereas a monopoly platform
tends to provide too much advertising from a social point of view.

The analysis presented here adds a new dimension to this problem. From the
examples listed above it is clear that consumers that connect to a platform are not

merely influenced by the advertising level on the platform. For most consumers

!See Armstrong (2004) for an excellent analysis of pricing in two-sided markets.



the maybe most important variable when choosing which newspaper too read or
which TV-channel to watch is what type and how much content is offered on the

2 A reader may be attracted to a newspaper by the number of pages

platform.
devoted to a certain type of material (foreign policy, culture, feature articles, sports
etc.).  Similarly, TV-viewers may be attracted to a TV-channel by the time (per
week, say) devoted to a special type of programs (sitcoms, news, soap operas, quality
films, talk shows, sports events etc.). The importance of this dimension is that if
a channel’s viewers love football matches, the TV-channel may increase its viewers’
willingness to sustain more advertising by increasing the number of matches that are
aired. This of course have a cost side as well, since increasing the level of a certain
type of content will induce costs. These costs in turn, will depend on the platform’s
bargaining position vice a vice its content suppliers.

TV-channels and newspapers must provide sufficient content on the platform
that generates benefits to consumers that more than outweighs the negative impact
from advertising. The purpose of this paper is to explore the balance a platform
has too make to get the optimal level of advertising and content on the platform
and how this level relates to the social optimum. As a first step we consider a
monopoly platform in a two-sided market where the platform chooses the level of
content on the platform, the price of advertising on the platform, and then the
consumers decide whether to join the platform or not. In principle the content on
the platform can either be produced by the platform itself (in house production) or
it can be purchased by a content supplier. Take a TV-channel as an example. A
TV channel may decide to produce a certain number of programs itself or it may
purchase programs from an outside supplier of programs. For some types of content
the TV-channels has no alternative but to buy the content from outside suppliers.
This is for instance the case when it comes to broadcasting rights for certain sports
events. In these cases either other TV-stations may have bought exclusive rights

to such events, and may resell them to other stations or it may be the case that

20Off course customers are also attracted by the the general quality of the content presented.
The present paper do not consider the quality dimension of content. For an analysis of the quality

aspect of TV-programming, see Kind...



national sports associations hold the legal rights. An example of the latter may be
the national football association having the legal rights to football matches, and they
may sell a TV station the right to broadcast a certain number of matches during a
given time period.

When the platform purchases content from an outside supplier we shall assume
that the eventually agreed upon price per unit of content of a certain type is deter-
mined by negotiations between the platform and the content supplier. Obviously,
the supply of content over the platform will be determined by the degree to which
consumers value content and the price the platform will have to pay for the type
of content in question. The price in turn, will depend crucially on the bargaining
power of the platform vice a vice the content supplier. Hence, the relative bargain-
ing positions between the platform and the content suppliers will influence welfare
in a non-trivial way.

There are several articles that analyze advertising in the TV-market. Kind et. al
(2005), Barros et al. (2004) and Anderson and Coate (2005) analyze the advertising
market when two TV-channels compete for viewers. As in our model advertising
enhance producer sales but lowers audience. They find that the closer substitutes the
channels are the less advertising there will be in equilibrium. The channels compete
for viewers through advertising levels, and since viewers dislike advertising, channels
will lower advertising when the channels are close substitutes. Comparing this with
the social optimum, the industry provides too little advertising when channels are
close substitutes. When the channels are further apart in the product space there are
too much advertising. These articles do not consider the option each platform has
to increase consumers’ ability to sustain more advertising by putting more relevant
content on each platform, a central element of our model.

There are also some contributions to this literature that analyze TV channels
choice of programming profile (Anderson and Coate (2005), Peitz and Valletti (2004),
Dukes and Gal-or (2003) and Gabszewicz et al. (2001, 2002, 2004)). However, their
focus is distinctly different from ours. All these papers focus on the choice of pro-
gramming profile of different platforms (sitcoms or news profile for instance). This

amounts to the question of whether platforms will choose to be similar in their pro-



gramming profile or very horizontally differentiated. An important distinction is
that TV channels can choose a specific programming profile without incurring any
costs in doing so. Nilssen and Sgrgard (2003) on the other hand, considers the plat-
forms’ choice of location in the vertical product space, i.e. the choice of programming
quality. In this model platform owners can invest in increasing the programming
quality of their programs, but they can not choose programming profile. Our focus
is not on a costless choice programming profile per se or in the quality of such a
profile, but rather on how increasing or decreasing the number of programs (for a
given programming profile) can be used to make consumers tolerate higher levels of
advertising. Moreover, we also consider how the platform’s supply of programming
relates to the bargaining position of the platform, an issue not present in any of the
contributions above.

We show that when the content supplier holds all bargaining power in the ne-
gotiations with the platform both the level of content as well as the advertising
level are set at socially inefficient levels. For a given programming profile content is
generally undersupplied, whereas there may be too much or too little advertising.
Relocating the bargaining power from the content supplier to the platform owner
will restore an efficient level of content supply but this may ease or aggravate the
inefficiencies related to the amount of commercials. If a content supplier having all
bargaining power would result in too much advertising, a shift in the bargaining
power to the platform would aggravate the problem of oversupply of ads. On the
other hand, if a content supplier with all bargaining power would involve too few ads
on the platform, a similar shift in the bargaining position would improve efficiency
and move the level of ads closer to the social optimum. Finally, bundling of content
restores the efficient level of content supply, but the inefficiencies related to over- or

undersupply of commercials still remain.

2 The model

The market consist of a representative producer, a content supplier and the con-

sumers that can interact over a monopoly platform. For expositional reasons we



will stick to the commercial TV example in what follows. Producers may affect con-
sumers in two fundamental ways. First an increased exposure to ads will increase
the consumers willingness to pay for the producers’ products. Second, more ads
placed on the platform, all else equal, will reduce the number of consumers on the
platform.

The viewers 'pay’ for content on the platform by having to watch commercials
which they dislike. The net utility of a representative viewer is represented by a

quadratic utility function of the form
U(ne,ng) =k + 1 (n. — nZ) —yn,.

The parameter k represents the general utility derived from watching TV, normalized
to zero from now on. The TV channel has a given programming profile that can
be reinforced or weakened by varying the number of programs corresponding to the
profile the channel has chosen. The number of ads per time period is denoted by n,,
and n, denotes the number of programs or events (football matches, sitcoms etc.)
broadcasted over the platform per unit of time. We assume that there is a total of one
unit of content available, hence n. € [0, 1]. We see that a viewers’ marginal utility
from content is v'(n.) = 1 (1 — 2n.) which is positive when n, is small (n. < ) and
negative when n,. > % Hence, this specific formulation involves consumer saturation,
i.e. too much football matches on TV reduces the utility from watching TV for a
representative consumer. We also see that consumers dislike advertising, where
v > 0 measures the degree to which the consumer dislikes advertising per unit of
advertising.

The number of consumers that joins the platform n, is a strictly increasing
function of the utility received by a consumer, hence n,(u), where n/(u) > 0. To
implement this we simply assume that n, = wu(n.n,). Clearly, maximal viewer
utility (and therefore maximum audience) is obtained when no commercials are

broadcasted and when

a (¢ (nc - nz»
on.

N —



in which case }Lw viewers will join the platform, i.e. n, = }11/1.

A representative producer chooses n, € [0, 1] given the price p, of ads. The value
per viewer for the producer of an ad is § = ¢n,. More ads increase the willingness
to pay for each viewer that are exposed to the ad, or alternatively increases the
probability of a purchase. The parameter ¢ measure each consumer’s marginal
increase in willingness to pay when exposed to more ads, or a producers’ marginal
value per viewer of an extra ad. The producer chooses n, to maximize producer

profit m,, i.e.

max 7, = MaxX PNgNy — Pallg
Na Na

0

max ¢n, (w (nc — ng) — ’yna) — DaNg

Na

The first-order condition to this problem yields

© (¥ (ne—n2) —yng) —pngy—pa = 0

1

na(ncapa) = Yo (ne — nz — Da
S (e (e =) ~ 1)
representing the producers’s demand for commercials. Comparative statics yield
Ona(ne, pa) 1 9
o, = oy e (ne—nd) —pa) <0
a a CH) IFa 1
Oa(ne,pa) _ _ 1
Opa 2¢y
ong(ne,pa) 1 50
o R

Demand for commercials is decreasing in price and in viewers disutility of ads and
increasing in the effectiveness of advertising, . When viewers respond heavily to
increased advertising on TV by leaving the platform, the producers respond by
demanding less ads. Intuitively, if the effect on consumers’ willingness to pay from
increased advertising increases, producers would want to place more ads on the
platform.

Now look at the platform’s profit. The platform maximizes the difference be-

tween revenues from advertising and the cost of providing content on the platform.
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The strategic variables for the platform is the price per ad, p,, and the amount of

content n.. Channel profit equals

Tp = Pala — Pclle

and when inserting for the producers’ demand for commercials is written

Tp = Pa (ﬁ (v (ne —n?) — pa)) — Pene

Maximizing this with respect to p, and n. yields the first-order conditions

on, 1 9 1
= 5 1/)90”0 — Pa — ?/)90"0 — 5 DPa= 0
Ipa 2y ( ) 2vp
omy, 1
= — (Yp, —2 W) —pe=0
n. 2 (Vo — 2¢ncpa) — Pe
By reformulating we have
1 2
Pa = §¢QO (nc - nc)
1y ( 2 ) Y
Ne = —=—(Pe— —Pa| > Pc= 7—Da(l—2n,
4 pa v 27y ( )

Which when inserting for p, in the expression for p. the platform’s inverse demand
function for content
2
pe = Kn.(l—n.)(1—2n.) where K = ?
.
p, = K(1-06n.+6n?)
1
Pl = K(—6+12n.) <0 when n, < 3

The inverse demand function for the channel has a peculiar form. It is non-negative
for n,. < %, meaning that the marginal willingness to pay for content in excess of %
is negative. Moreover, the marginal willingness to pay is first increasing and then
decreasing as n. approaches % The parameter 1) measures the value that viewers
attach to content and scales up and down the audience. As 1 increases, viewers
utility of a given amount of content increases. The fraction w = % is the producers’
marginal value per viewer divided by the marginal viewer disutility of viewing an
extra ad. The parameter w captures the pros and cons for the producers of ad-

vertising; more ads increases viewers’ willingness to pay but reduces the number of
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viewers. The higher w is, the higher the positive effect is relative to the negative
effect.
To illustrate the demand for content Figure 1 below plots the inverse demand

curve for K = 1.
Price oDdBifent

0.1257

0.075T
0.05T

0.0257

| | |

T T T
0 0.125 0.25 0.375 0.5

quantitv of content
Figure 1: The platform’s demand for content when K = 1.

We see that the channel’s willingness to pay for content in this example is positive

1

and concave when n. < %, increasing in n. when n, < 5 — % 3 and decreasing in n,

when n, € [%—% 3,%} )

To get nice interior solution where all the variables n.,n,,n, € [0,1] we invoke
the following assumptions:

Al. y=4<«<=n,<1

A2. w>2<=n,>0

Assumption Al ensures that the maximum audience is exactly 1. The second
assumption ensures that the social optimum involves a non-negative amount of com-
mercials on the platform. To have this, w > 2, meaning that the fraction between the
producers’ marginal value per viewer and the viewers’ marginal disutility of viewing
an extra ad is sufficiently high. The intuition is that if the viewers’ disutility from
watching commercials is too high, it would be optimal to shut down the platform.

Before characterizing the profit maximizing solution we solve for the social opti-

mum.



2.1 The social optimum

Social surplus in this model consists of the sum of producer profit, viewers utility,
the platform’s profit and the profit of the content supplier 7.. Hence, welfare W is
given by

W = 7w, +u+m,+m.
= (Ynany — PaNa) + Mty + (PaNta — Penle) + Penie
= (png+ uy,) ny,
W= (ona+ ¢ (ne—ng) —yma) (¢ (ne —ng) = yna)
Welfare consists of the benefit for producers per viewer plus the benefit for a viewer
times the number of viewers on the platform. Transfers between the platform on

the one side and the advertisers and the content supplier on the other cancel out

and do not affect welfare. Then we can show the following:

Proposition 1 The social optimum is characterized by

. v oo — 2y 1w—2|
’[’La _— —_ = — —4
8v(p—7) 2w-1"
. 1
n., = =
2

Moreover, the mazimum level of advertising is n* = %, i.€e.

Proof: Maximizing W with respect to n, and n. yields the first-order conditions

ow

o = eV (=20 4 29me) + 29°na — don; — 299, = 0

ow 2 2 2 2 3

3 = Yn, — 29Yn, + dyyngn. — 2¢9pngn. + 29" n, — 69 n; +49°n. =0
Ne

and by solving these simultaneously we get

L Yw—2) lw-2
n, = 3% =5 |¢:4
8 (w—1) 2w—1

o
| —
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Clearly, n? is strictly increasing in w and approaches % as w increases. QED.

Note that we must have that n* = %EZ:?;

> 0, which is the case when either w >
2 or w < 0. The latter gives no economic meaning, hence assumption A2. The social
optimum trades off the benefits of the commercial agents with viewer utility. The
amount of content is set at a level that maximizes consumers’ utility from watching
this type of content. This creates a maximum buffer to stand against the negative
impact from advertising. Note that without any advertising, no transactions would
take place over the platform, hence the social optimum involves a positive amount
of advertising. The exact number of ads in the social optimum depends on the

parameters 1) and w in the following way

on;  w-—2 _
oy 8w-—1) "
on’ 1 o

a = T _ >
Ow S(w_1)2_0

The parameter 1) measures the weight consumers put on content supply and deter-
mines how large the maximum audience can be. Hence an increase in 1 increases the
optimal level of advertising on the platform. The effect of advertising on consumers
is twofold. It increases their willingness to pay once they are exposed to an ad, but
it reduces their willingness to be exposed to ads. The parameter w represents the
relative impact of these two opposing effects. An increase in w means that the ben-
efits to the producers from advertising increases more than the disutility for viewers

from viewing more ads. If so the social optimal level of advertising shall increase.

2.2 The privately optimal solution

In the present model the situation between the content supplier and the platform
is one of a bilateral monopoly. In these settings the division of bargaining power
between the two parties may significantly influence the outcome. When the content
supplier has all the bargaining power he will behave as a monopolist and hold back
the quantity of content by charging a high price. If the platform holds the bargain-
ing power, content should be supplied at marginal cost. However with consumer

saturation, the platform may still choose to hold back quantity to enhance viewer
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participation.

In this section we investigate how the division of bargaining power and the price
structure of the contract between the content supplier and the platform will influence
the outcome. First we look at the situation where the contract is a simple linear
price p., and first we suppose that the content supplier holds all bargaining power.

If so, the maximization problem of the content supplier is

max 7, = max P.Ne
Ne Ne

max(Kn.(1 —n.) (1 —2n.))n,

e

Proposition 2 Suppose the content supplier has all bargaining power and uses a

linear price. If so the profit maximizing outcome 1s:

Ne < N
ne > ngifw<w

ng, < n:ifw>w;
Proof. The first-order condition is
ne (8n2 —9n.+2) K =0

which yields three solutions of which only one is a valid optimum. Solving the

content supplier’s first-order condition yields three candidate solutions:

1 9 1 9
. 1T+ —, — 1T+ — b
0 e{o Lty 2 16\/_7+16}

Clearly, n. = 0 gives zero profits. The second-order condition is written

12n2 —9n.+1 <0

Inserting for the two remaining candidates reveals that n, = %\/ 17+ 1% constitutes

a minimum and n, = —%\/ 17 + 1% is a maximum. It is easy verified that profit

12



is positive in this solution and we have that n, = —7V17 + =% < 3 = n} which

proves the first part of the proposition. The price per unit of content then is p. =
(Kn.(1—mn) (1 —2n.)) = (z5V17 — :35) K, and we can in turn derive the price of

an ad, advertising demand and the equilibrium number of viewers as below

1

ne = 2o(9—V17) = 030481
11 3

. = (—viT- 2K

b (512 512)

Do = EWP (ne —nz) = (256\/_Jr 256)
Ng = S (Ve (e —n2) —pa) = (512\/_Jr 512)

290

3 69

2 /77

v — c — — a = _— ]_ _—

n Y (ne—n2) —yn (512 7+512)w

We have that the advertising level in the privately optimal solution is too high

from a welfare point of view whenever

Lo (VT og) 2 v

512 512 8(p—1)
1 1 23 1 2
(V1T o) 2
v \ 512 512 8 (v —")

1
L _(\/17+67) =w, =2.7355
5 26

Hence when w < wq, n, > n! and when w > wq, n, < n’. QED.

It is interesting to note that when the content supplier has all bargaining power
a profit maximizing platform will have too little content broadcasted. The amount
of commercials can either be too low or too high. For low values of w too much
advertising occur. When deciding on how much adverting the platform should have,
the platform takes into account how viewer utility and platform profit is affected.
However, the platform does not take into account how the level of advertising affects
the producers’ profit. Therefore, when the effectiveness of advertising is low or the
disutility for viewers is high the platform tend to broadcast too many ads, and when

the effectiveness is high or viewer disutility is low too little advertising occur.
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The profit of the content supplier is plotted in the figure below (K = 1)

Profitg. 025t

0.02T

0.015T

0.01T

0.005T

| | |

1

T T
0 0.125 0.25 0.375 0.5

Amount of content

Figure 2: Profit of the content supplier.

Now consider the case where the platform holds all bargaining power. In this

case we can show

Proposition 3 Suppose the platform has all bargaining power and uses a linear

price. If so the profit maximizing outcome 1s:

n. = n.
ng > n.if w < we where wy > wy
ng < n,ifw>ws

Proof. If the platform has all the bargaining power and could choose the price of
the content we clearly would have that p. = 0 and the platform chooses the social

optimal level n, =n} = % By inserting this in the expressions for p,, n, and n, we

get.
1 2
Pa = 0 (ne—ng) = sty
1 1
o= g (Vg (ne —n?) —pa) = ﬁw
ne = (e = 72) = mg = s



The advertising level is too high compared to the social optimum when

v oo —2y < 1

8y(p—7) ~ 16#
lp—y _ 1
8(p—7v) — 16
L w<3=wy
)

QED.

When the platform has all the bargaining power he will internalize the content
externality and will provide the social optimum level of content. However, the
advertising externality remains and the platform may end up by providing too much
or too little advertising. As before, the platform will provide too little ads when the
effectiveness from viewing and ad is high or the viewer disutility is low, and vice
versa when the opposite is true. However, the cutoff between these two regimes are
different from the case where the content supplier had all bargaining power. This
means that relocating bargaining power from the content supplier to the platform
will improve efficiency when it comes to the amount of content over the platform,
but the inherent inefficiency when it comes to advertising may be larger or smaller
depending on the parameters of our model.

Consider for example a situation where the content supplier has all bargaining
power and has too much ads, n, > n’ which happens when w < w;. The suppose
a regulator takes an action that transfers all bargaining power to the platform. If
so, we now that since w; < ws and that n is strictly increasing in w, the platform
is now further away from social optimum level of advertising than it was before.
Alternatively, suppose that when the content supplier has all bargaining power and
has too little ads, n, < n} which happens when w > w;. In this case a shift in
bargaining power from content suppliers to the platform will bring the level of ads
closer to the social optimum. In the latter case, a transfer of bargaining power will
improve welfare along both dimensions, whereas in the former case the effect of the
proposed shift in the bargaining position will imply a trade-off between the positive
effect on content supply and the negative effect from advertising is distorted further

away from the social optimal level. These findings are summarized in the following
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corollary.

Corollary 1 Consider the case of linear pricing and a shift in the bargaining power
from the content supplier to the platform. Such a shift will internalize the content
externality, the monopoly platform will now provide the social optimal level of con-
tent. The effect on advertising from such a shift is the following: If w < w;y too much
advertising occurs and the shift aggravates the inefficiency related to oversupply of
ads. If w > wy too little advertising occurs and the shift reduces the inefficiency

related to the undersupply of commercials on the platform.

With other pricing mechanisms the possibility of yet other outcomes arises. Con-
sider now the case where the parties agrees on a bundle of size n. at a price f for
the bundle. Suppose first that the content supplier can set the terms unilaterally.
The problem of the content supplier then is to find the appropriate bundle size so
that the platform would wish to broadcast the bundle, and then charge a price f
such that the platform just break even, i.e. equal to the revenues generated by the

sale of commercials.

max f = p,n,
ncy.f

Inserting for p, in the expression for n, we can rewrite this as

ma (;w (- nc>) (G) (1 - ) @zmc)

Proposition 4 With bundling, content supply is always set at an efficient level.
The level of advertising is the same as when the platform has all bargaining power

and a linear content price are set.

Proof: The first-order condition to the problem above is

1
77 (e = 1) (20— D Pen. = 0

N | —

Ne
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If so, the resulting level of ads is

= ((3) 0= - v

, i.e. the same result as in proposition 3. If the platform holds all bargaining power
it simply requires n. = % at zero price, hence the same outcome as before except
that the content supplier earns no profit. QED.

When content can be sold in bundles, the content supplier will sell the bundle
that maximizes the platform’s profit and then charge a bundle price that makes
the platform break even. This makes the content supply efficient. However, the

platform may still choose a too low or too high level of advertising.

3 Discussion and extensions

We have conducted the analysis above in a framework with a monopoly platform
aiming at maximizing profits by balancing the interests of advertisers, consumers and
a content supplier. Consumers value content and dislike advertising, and advertisers
value consumers visiting the platform. The basic question addressed is whether the
platform will supply an optimal level of content and advertising on the platform.
The results show that the platform sometimes will internalize the externality
from content supply and provide a level of content that maximizes consumer utility
and the platform audience. This happens either when the platform has a strong
bargaining position vis-a-vis the content supplier or when content comes in bundles.
In these cases content supply is chosen at the social optimal level which is the level
that maximizes visitors to the platform, all else equal. In other cases the platform
provides too little content from the society’s point of view. When it comes to
advertising the platform either allows too much or too little commercials on the
platform. Whether the platform under- or oversupplies advertising depends on how
advertising influences consumers. In this model more advertising on the one hand
increases viewers probability of a purchase, but on the other hand decreases the
audience on the platform. If the relative strength in these two effects are high,

i.e. that either the effect from advertising on the purchase probability is high or
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the disutility effect on the audience is low, too little advertising occurs. When the
opposite is true, the platform tends to put too much commercials on the platform.
The reason is the basic externality that the platform only considers the effect on its
own profit when deciding on programming choices and advertising levels and hence
tends to ignore the effect this has on producers’ profits.

In our modelling of the consumers we have pursued a representative consumer
approach. An objection to this might be that consumers have heterogeneous prefer-
ences and that introducing this would change the results. If consumers have different
preferences over the type of content we consider and other types of programming
the platform needs to balance the effects on one group versus the other. The basic
intuition is that the median viewer would be the one that gets to decide on the level
of content and advertising on the platform. Certainly there will now be viewers on
the platform having the opinion that too much content (soccer matches, say) are
broadcasted, but their dislike will be outweighed by the joy of the lovers of this
type of content. Hence, the conjecture is that introducing heterogeneous consumers
would not change our qualitative results.

The assumption of a monopoly platform is crucial, however. A next step could
be to introduce platform competition. This opens for an array of new and interest-
ing questions. First, competition opens the possibility that platforms may not only
specialize in different types of programming (as in Anderson and Coate (2005)), but
also in the degree of specialization. For instance, one of the platform may specialize
in sports and the other in culture, and the number of sports and culture programs
on each channel can be adjusted to make consumers endure more advertising. Al-
ternatively, the platform may decide to compete along both dimensions. One aspect
of this issue is basically the question about competing platforms’ location choice in
the product spectrum. Will competing commercial platforms in two-sided markets
generate maximum or minimum differentiation, and again how does these choice
feed back into the equilibrium structure of the industry? From the literature on
two-sided markets we know that some minimum level of product differentiation is
needed to stop the market from tipping in favour of only one of the platforms. In

this literature however, location choices are given exogenously. Hence, endogenising
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platforms’ location choices may yields new insights.

With competing platforms the question of exclusive rights to content appears as
one of the most important issues to be analyzed. For instance, in the TV-industry
the rights to broadcast special sports events, TV-series etc. are almost always sold
as exclusive rights to one specific TV-channel. This practice raises many interesting
questions. What are the private motives for adopting exclusivity in these markets?
Is this a way for platforms to differentiate themselves from other platforms, or is it
just the profit maximizing way to handle sales for the content providers? Are the
private incentives for exclusive programming of the type mentioned above in line

with the social incentives? These and other issues are left for future research.
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