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Different customer groups 
influence each other’s 
demand 

In two-sided markets a platform 
enables interactions between dif-
ferent customer 
groups. These 

different customer 
groups have interre-
lated demands, i.e., 
demand depends not 
only on marketing 
mix instruments like 
price, but also on the 
number of custom-
ers on the other side 
of the market. For 
instance, for a news-
paper, the demand 
for advertising space 
will be higher if the 
newspaper has more 
readers. And for 
readers, the newspa-

per will become more or less attractive 
with the amount of advertising, depend-
ing on the type of advertising. 

Two-sided markets are relevant for all 
advertising-supported media like print, 
radio, and TV, but also for many other 
product categories. With payment card 
systems for example, more sellers accept 
a credit card when more buyers are will-
ing to hold it, and nightclubs face a de-
mand interrelation of male and female 
guests. 

Price structure varies strongly between 
different types of two-sided markets and 
even within the same type. One or both 
market sides are charged for access and / 
or transactions by the platform owner. 

Four types of two-sided 
markets exist

1 Exchanges, e.g. auction houses, agen-
cies, trade shows. A group of buyers 
and a group of sellers are involved in 
various matchmaking activities, e.g. 
trade shows, agencies, dating platforms, 
auction houses, and stock exchanges. A 
trade show company charges entrance 
fees from visitors and booth space fees 
from exhibitors. At auction houses 
sellers pay a price to list their products 
while buyers pay either nothing or a 

commission. At Ebay, only sellers pay 
the platform, and dating platforms / 
nightclubs often charge men (high) en-
trance fees while women have to pay low 
fees or even get their drinks for free.

2 Media, e.g. newspaper, TV, web portals. 
Magazines, newspapers, free television, 
web portals etc. create content to attract 
viewers who themselves are used to attract 
advertisers. While advertisers value more 

readers, readers might not value advertis-
ers. That is why content to readers is often 
provided close to or even below cost while 
companies have to pay high price for their 
advertisements published in the media.

3 Transaction systems, e.g. Mastercard, 
AMEX. In transaction systems dealers 
pay a fee both for the card reader and 

Optimal Pricing in Two-Sided Markets 
Media companies as well as software 
providers, online marketplaces and oth-
er two-sided markets face two big chal-
lenges in their pricing. First, they have 
to optimize prices on both sides of their 
market simultaneously. They run into a 
vicious circle if they neglect the feedback 
loop between the demand of different 
customer groups. Second, their custom-
ers’ demand depends strongly on price, 
as marginal utility usually decreases. So 
they can strongly benefit from nonlinear 
pricing. In this article, the author ex-
plains the benefits of price optimization 
in tackling these two challenges. Frauke 
Becker is a Senior Consultant in the 
Cologne, Germany office of Simon 
- Kucher & Partners (frauke.becker@
simon-kucher.com).
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Figure 1: Relationships in Two-sided Markets
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per transaction, while cardholders pay 
an annual fee for the credit card usage. 
More merchants accept a credit card if 
more buyers are willing to hold it. 

4 Software platforms, e.g. Microsoft, 
Sony PlayStation. Software plat-
forms include personal computers 
(e.g. Apple, Microsoft) as well as 
game consoles (e. g. Sony PlayStation, 
Xbox). On the one market side, users 
can run applications only if they use 
the same platform as that relied on by 
the developers. On the other market 
side, developers can sell their apps 
only to users with the same software 
platform they have relied on in writing 
their app. The platform sells consoles 
to consumers and earns license fees 
from the software developers. Nearly 
all software platforms make most 
of their revenue from the user side, 
while developers get free access to 
the platform. However, video game 
console manufacturers receive most 
of their revenue from charging game 
developers for access to their software 
platforms. On the other hand, they 
sell videogame consoles at close to or 
below manufacturing cost.

Price optimization differs 
strongly from regular 
markets due to demand 
interrelation
Platform owners want to maximize 
their profit. In two-sided markets, they 
are challenged to determine the profit 
maximizing price-demand-combina-
tion over all customers on both market 
sides. Therefore, 1) demand interrela-
tion as well as 2) decreasing utility with 
increasing quantity has to be taken into 
account. 

1) For instance, for a trade show a price 
increase in the visitor market leads to 
a reduction in visitors, which in turn 
makes the trade show less attractive for 
exhibitors. This leads to a reduction 
in exhibitors, which causes a further 
decrease in visitor demand, and so on. 
The platform risks running into a vi-
cious circle. 

2) Additionally, decreasing marginal utility 
results in decreasing willingness-to-pay 
for additional units of booth space 
as well as entrance tickets. Nonlinear 
pricing, i.e., the use of price structures 
where the price per unit depends on 
purchase quantity, is an attractive price 

discrimination mechanism for products 
that are used in flexible quantities. For 
instance, customers use more or less 
electricity, buy more or fewer issues of 
a newspaper, or go to the gym more or 
less often. A two-part tariff is a nonlinear 
price structure that consists of a base 
fee and a price per unit. The average 
price per unit decreases with increasing 
quantity. Companies can substantially 
increase their profits through nonlinear 
pricing, as they can not only exploit 
(higher) willingness to pay for few units 
but also (lower) willingness to pay for 
additional units.

Opportunities and risks of 
price optimization in two-
sided markets
In two-sided markets, cross-subsidiza-
tion from one market side to the other 
can be reasonable. In print media mar-
kets, for example, the reader market is 
subsidized by the advertising market to 
increase advertising revenues. 

Publishers could increase their profit by 
setting very low journal prices or even 
giving a refund, e.g. a subscription pre-
mium, to increase circulation and thus 
claim higher advertising fees. Also trade 

show companies reach 
their profit maximum 
sometimes only if they of-
fer entrance tickets below 
marginal cost. In two-
sided markets marginal 
cost does not restrict 
prices, in either the short 
or the long run. 

If you optimize prices in 
two-sided markets the 
same way you do it in 
regular “one-sided” mar-
kets (i.e. you ignore the 
demand interrelation) 
a profit increase on one 
side may lead to profit 
decrease in total. For ex-
ample, for trade shows 
the visitors’ decision to 
participate strongly in-
fluences the exhibitors’ 
willingness to pay and 
consequently the profit 

Figure 2: Summary: Optimizing Prices Increases Profit Contribution Substantially
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contribution generated in the exhibitor 
market. 

However, the ratio of profit contribution 
generated in the visitor market itself is 
only about 5 to 10 percent. If the trade 
show organizer sets visitor prices too 
high or the publisher sets journal 
prices too high, a feedback loop be-
tween the demand of both market 
sides occurs, which in newspaper 
markets is known as “advertising 
circulation spiral.”

Optimization reveals 
potential to increase 
profit contribution up to 
53% 
Certain decision support systems 
have been developed to help com-
panies in two-sided markets to real-
ize profit potentials through smart 
(nonlinear) pricing. 

First, these systems measure will-
ingness to pay and second, they op-
timize prices while taking price de-
pendency and interrelation of their 
demand into account. For optimi-
zation, different tariff options (e.g. 
linear tariffs, two-part tariffs, op-
tional tariffs) as well as the fact that 
one market side will be subsidized 
to increase profits on the other mar-
ket side are included in the decision 
making processes.

In this example, we will apply this 
type of system to a trade show. 
Optimization shows that the trade 
show organizer in question can 
increase profit contribution by 5% 
simply by using higher prices with-
in a linear tariff and taking the de-
mand interrelation into account. 

The system also tested which tariffs 
and prices the trade show company 

should use if it pursues the further objec-
tive of having a large number of attend-
ees at a show. This is relevant because 
many trade show companies are pub-
licly owned, and generate indirect profits 
from exhibitors and visitors using hotels, 
restaurants and other services in the area 

where the show is held. Thus they pro-
vide tax revenues. 

If the trade show organizer wants to as-
sure that all prospective customers at-
tend the show, and thus increase indirect 
profit contribution, the use of optimal 

two-part-tariffs can still increase 
direct profit contribution by 24%. 
However, further profit potential 
can be exploited when no such “sec-
ondary” targets have to be fulfilled, 
i.e. in this case serving all prospec-
tive exhibitors. Then an increase of 
profit contribution up to 53 percent 
compared to the current situation is 
possible. 

Differences in demand 
interrelations and price 
elasticities prevent too 
generalized results 
Note that the optimal tariffs and 
prices are different for different 
markets due to differences in de-
mand interrelation and price elas-
ticities. For example, price elastici-
ties and demand interrelation are 
likely to differ across trade shows 
for different industries as well as for 
B2B versus B2C shows, resulting in 
different pricing systems. 

Also, differences across coun-
tries may play a role. For example, 
magazine subscriptions are much 
cheaper in the US than in Europe, 
and a much larger percentage of 
the publisher’s revenues is gener-
ated through advertising in the US. 
Thus it is important for each plat-
form to find the optimal tariffs and 
prices for its particular situation. 
However, a decision support system 
like the one described above offers 
a tool to support such a decision for 
most two-sided markets.

Optimization shows that 
the trade show organizer in 
question can increase profit 
contribution by 5% simply by 
using higher prices within a 
linear tariff and taking the 
demand interrelation into 
account. 




