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As software producers have tried to keep their profit against illegal piracy, contents producers
also want to protect their contents from unlawful sharing among users. Some researchers
uncovered that the regulation on the unlicensed contents is not the best policy to maximize their
profit mainly due to network effect but this issue has been still controversial. In this paper, we
develop a model to investigate the effect of regulation against unlicensed contents sharing on
the profit of contents producers and present the optimal condition to maximize profit of contents
producers under the regulation and non-regulation of unlicensed contents. As a result, we
analyzed that the firm's payoff under the regulation on unlicensed contents is not always
greater than the payoff under the non-regulation because of network externality. If the
additional utility from off-line purchase of type P consumers (who enjoy the additional benefit
of off-line purchase) is large enough, then the firm's payoff is maximized without regulation.
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