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Platform Strategy
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Rochet & Tirole, (2003)

PLATFORM COMPETITION IN
TWO-SIDED MARKETS

Jean-Charles Rochet
Université de Toulouse,
Institut D"Economie Industrielle

Jean Tirole

Institut D’Economie Industrielle,
Centre d"Etudes et de Recherches en
Analyse Socio-Economique

Abstract

Many if not most markets with network externalities are two-sided. To succeed, platforms in
industries such as software, portals and media, payment systems and the [ntemet, must “get
both sides of the market on board.” Accordingly, platforms devote much attention to their
business model, that is, 1o how they court each side while making money overall. This paper
builds a model of platform competition with two-sided markets. It unveils the determinants
of price allocation and end-user surplus for different governance structures (profit-maximiz-
ing platforms and not-for-profit joint undertakings), and compares the outcomes with those
under an integrated monopolist and a Ramsey planner. (JEL: LS, 182, L86, L96)

1. Introduction
Buyers of video game consoles want games to play on; game developers pick
platforms that are or will be popular among gamers. Cardholders value credit or
debit cards only to the extent that these arc accepied by the merchanis they
patronize; affiliated merchants benefit from a widespread diffusion of cards
among consumers. More generally, many if not most markets with network
externalities are characterized by the presence of two distinct sides whose
ultimate benefit stems from interacting through a common platform. Platform
owners or sponsors in these industries must address the celebrated “chicken-
and-egg problem™ and be careful o “get both sides on board.” Despite much
theoretical progress made in the last two decades on the economics of network
ities and strategy of the chick d-cag prob-
lem, two-sided markets have received scant attention. The purpose of this paper
is to start filling this gap.

The recognition that many markets are multisided leads to new and inter-
esting positive and normative questions. Under multisidedness, platforms must
choose a price structure and not only a price level for their service. For example,
video game platforms such as Sony, Scga and Nintendo make moncy on game

E-mail addresses: Rochet: rochet@cict fr; Tirole: tirole@cict.fr

© 2003 by the European Economic Association
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The platformization of cultural
production: Theorizing the s ot

N " DO 10,1 77144 444818763654
contingent cultural commodity e mwnmm-g

David B Nieborg
Universicy of Toroma, Canada

Thomas Poell
University of Amsterdam, The Natherlands

Abstract
This article explores how the political economy of the cultwral industries changes
through platformization: the penetration of economic and infrastructural extensions of
anline platforms into the web, affecting the production, distribution, and circulation of
cultural content. e pursues this investigation in critical dialogue with current research
in busis dies, political econamy, e studies. Focusing on the production
of news and games, the analysis shows that in economic terms plaformization entails
the replacement of two-sided market structures with complex multisided platform
ions, d big platform corporations. Cul producers have
o continuously grapple with seemingly serendipitous changes in platform governance,
ranging from content curation to pricing strategies. Simultanecusly, these producers are
enticed by new platform services and infrastructural changes. In the process, cultural
dities become fund: lly “contingent,” that is ingly modular in design

and continuously reworked and repackaged, informed by darafied user feedback.

Keywords
Apps, cultural production, games, journalism, multisided markets, platformization,
platforms, political econcmy, software studies

Corresponding author:
Daviel B Nieborg, Department of Arts, Culture and Media, University of Teranto Searborough, 1265
Millary Trail, Toroms, ON MIC 1A4, Canada.

Email: David Nieborg@utorano.ca
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