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Abstract 
With rapid advancement of IT and Internet technologies, online market is surely becoming a stage 

of the competition among various forms of platform providers. This study show the significance of 

the negotiation process in the platform pricing strategy and observe several external/internal factors 

that might affect the negotiation power of the identities surrounding the platform. Major theories used 

in this study are the resource-based-view and network theory. Resources resulting in a negotiation 

power of the content providers and platform providers turn out to be widely scattered in their business 

areas—from product characteristics to the size of the content provider.  End-user (or buyer) group 

which cannot make a strategic move for the organized development and use of resources is taking ad-

vantage of network externalities to support its negotiation power. 

 

1. Introduction 

  Platform pricing has long been an essential means of 

commercial actions. Internet era is no exception for this; 

we can easily contact to uncountable platform providers 

through widely-spread search engines or our e-mail spam 

boxes. Familiar types of these businesses include Internet 

shopping malls, travel agencies, search engines, while 

similar strategies are adopted in the back office of credit 

card firms, or game software providers [4]. 

  Multi-sided platform-based business can be defined as 

the business which “…serves two or more distinct types 

of customers who depend on each other in some impor-

tant ways, and whose joint participation makes the plat-

form valuable to each [5].” Typical platform providers 

profit from arbitrating certain parts of overall value 

chains of the industry. Although it is not always the case, 

we call the supplier of platform providers as the “content 

provider”, and the buyer of platform providers as the 

“end-user” for convenience. 

2. Platform Pricing As a Negotiation Process 
  Deals between the content provider and the platform 

provider can be explained as a negotiation process. 

Humphrey et al. [7] assume the brokerage activity of 

travel intermediaries as a negotiation process between 

service providers and the public, and successfully extend 

their argument. Their study also shows that factors such 

as information asymmetry may affect the perceived 

“power” of customers in the negotiation process. This 

negotiation game result in a higher bid for the product, 

which reflects a widely-known fact: lower negotiation 

power for customers will result in a broker’s favor. So, 

we can argue that as a whole, platform pricing environ-

ment is not only a negotiation process between content 

providers and platform providers; invisible negotiation 

process is also ongoing between end-users and platform 

providers. 

3. Factors Affecting the Negotiation Process 
  Several factors may have effects on negotiation pow-
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ers of each side. The result is expected to show that a 

lack of proper exploitation of resources or network ex-

ternalities will cause less negotiation power, and eventu-

ally lead to more fees being charged or less being subsi-

dized than the other side of the platform. Figure 1 briefly 

illustrates the framework and theories used in the obser-

vation. 

 
Figure 1. A Framework for Platform Pricing  

3.1. Group Size 

According to Watts [18], network size has significant 

impacts on overall characteristics of the network. Net-

work size of the end-user group may have positive ef-

fects on their negotiating power. Bigger consumer net-

works will provide more and better information for the 

product, removing information asymmetries between 

end-users and product providers. Also these networks 

may lead to a united action to press business for their 

needs [15]. Dellarocas [2] argues that the Internet has 

made consumers to form their networks more easily. Pitt 

et al. [15] also demonstrates an example of the effect of 

network size at edmunds.com. The firm’s online service 

had to provide prospective consumers with rich informa-

tion about used cars, abandoning information advantages 

in order to deal with bigger consumer groups. 

Network externalities will exist only for customers, 

because content providers would compete each other 

rather than form collusion against platform providers. 

Therefore, these settings will only bring greater competi-

tion among content providers and some of them would 

be forced to leave the industry [3]. In short, larger num-

ber of content providers will result in weaker negotiation 

power of each content provider.  

  One way to survive in this competition is to develop 

competitive advantages based on valuable, unique and 

inimitable resources [1]. However, for the firms which 

primarily deal with information goods, developing such 

resources would still be a big challenge. Prior studies 

indicate that human resource-related factors are the most 

critical, and perhaps the only factor that can be possessed 

and developed to gain competitive advantages among the 

firms in the industry [12, 16], while Lee [10] insists high 

employee turnover rate of IT industry is due to the char-

acteristics of industry itself; the industry dynamics en-

courages each employee to engage in a new challenge. 

3.2. Group Homogeneity 

  Homogenous end-user group will enjoy even stronger 

negotiation power. This is because easier formations of 

networks as well as closer relationship among network 

members are more likely to be found in homogenous 

groups [13]. From an example of the Mexican migration 

practice, Wilson [20] shows that these strong ties indeed 

deliver richer information and eventually result in actual 

response of overall network. 

  For the content provider, group homogeneity is ex-

pected to affect negatively for the negotiation power. 

This is because the more similar content providers and 

their products are, the more fierce competition is likely 

to occur among content providers, while platform pro-

viders may enjoy a plenty of alternative choices [17]. 

  More similarity of contents and content providers may 

only appear when content providers fail to differentiate 

each other due to the lack of distinctive resources [1]. 

3.3. Competitors and Substitutes 

  Effective competitors will bring more severe competi-

tion among platform providers, weakening a negotiation 

power against both the end-user group and content pro-

viders [17]. 

  This is an opposite case from the previous discussion 

—i.e., platform providers fail to differentiate each other 
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with proper occupation and use of resources [1]. So, we 

can realize that the failure of platform providers in use of 

resources will weaken the position of platform providers 

from both sides, deducting profit buffers of the firm from 

two sides. Eventually, the platform provider is likely to 

be driven to a more severe situation than content provid-

ers or end-users. Effects of fierce competition among 

content providers will result in the platform provider’s 

favor as discussed in the previous section. 

  Existence of substitutes is likely to affect similarly for 

both the content provider and the platform provider. A 

number of empirical studies show that the existence of 

substitutes will do have impacts on consumer behaviors 

in a certain market [14]. This implies that consumer will 

not tolerate the abuse of market powers exercised by 

platform providers. In order to stay longer in the market, 

platform providers would have to limit their market 

power accordingly. 

  Potential entrants to the platform provider market will 

have negative impacts on negotiation power. First-mover 

advantages tend to fade out with ease in online markets 

[6, 11], making the impact of potential entrants even 

bigger. The same condition holds for content providers as 

well, strengthening the platform provider’s position. 

3.4. Brand Power 

  A positive brand image may help in exploiting the 

price premium from end-users. Comparing the price of 

products between Amazon.com and Buy.com, Latcovich 

et al. [9] uncover that customers tend to stick to the 

Amazon.com although prices of Buy.com are cheaper. In 

explaining the findings, they consider non-price elements, 

such as user interface, quality and speed of delivery, and 

security. Among the three factors, the latter two could be 

categorized as the brand power of Amazon.com. 

  Content providers also have incentives to choose a 

platform provider with stronger brand power because 

stronger brand image may give bigger chances for their 

products to be sold. In addition, simply providing prod-

ucts to a positive brand can have a promotional effect for 

the content provider [3].  

  Brand power of platform provider itself may well be 

regarded as a resource [19]. Thus we may consider that a 

platform provider with favorable brand images will en-

joy stronger negotiation power over both content provid-

ers and end-user groups.  

  Exploiting profits will not be easy for the platform 

provider if the content provider already bears a signifi-

cant brand image. Eisenmann et al. [3] note a case of 

Microsoft and Electronic Arts. Microsoft and Electronic 

Arts engaged in a negotiation on the issue of sharing 

subscription fees of X-box Live. The deal concealed after 

18 months of stalemate, and Microsoft had to abandon its 

own game project on-going at that time. Again, brand 

power itself may well be regarded as an effective re-

source because it is inimitable while value-creating [19].  

3.5. Cost of the Platform 

  High cost of the platform will weaken the negotiation 

power of the platform provider. This is because the char-

acteristics of the platform limit strategic options of the 

platform provider especially when considering the give-

away promotion strategy [3]. 

  However, when a platform requires pre-established 

investment with high costs, the negotiation power of the 

platform provider will be reinforced. Kogut [8] show that 

consumers’ decision-making is significantly affected by 

the sunk cost. In the platform pricing condition, therefore, 

the consumer will stick to a platform when they already 

invested significant costs. Latcovich et al. [9] assert se-

curity as one of the biggest concern among consumers. 

This in turn can be interpreted as individual customer’s 

important cost, if bearing a risk to unveil personal infor-

mation is a big concern. Amazon.com is successfully 

locking in customers partially due to such reasons al-

though searching for lower price than offered was not so 
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much difficult task for customers. 

4. Conclusion 
  The factors considered in this article must have only 

small impacts on real-world activities. There must be 

unique conditions that mediate the transaction in each 

market, and some factors may have been neglected due 

to the space limit of this paper. This could be mentioned 

as a major limitation of this study, while it also indicates 

the potential research area of considerable contribution 

to the field. Despite the limitation, still we strongly be-

lieve that this study is well enough to show the character-

istics of the platform pricing as a negotiation process. 

Deeper observations and understanding of both platform 

pricing and negotiation strategy are needed and empirical 

research on this topic will support the argument even 

better.  
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