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Developing Market, Product Quality and Traffic Data Game
WANG Shiun'  ZHANG Sisi” XU Hua' GAO Tingfan’

(1. School of Economics and Management, Fuzhou University
2. Research School for Southeast Asian Studies, Xiamen University

3. School of Economics, Capital University of Economics and Business)

Summary: After years of explosive growth, Internet e-commerce platforms have found the
development of first-tier city markets nearly saturated. Meanwhile, the developing market, re-
presented by small and medium-sized cities and rural areas, has emerged as a new growth point.
Despite the substantial consumption potential of these markets, the road to their development has
been not smooth for Internet e-commerce platforms. Both Alibaba and Pinduoduo have struggled
to turn the newly acquired developing market users into active consumers.

Existing studies primarily explain the challenges of developing the developing market from
the perspectives of logistics infrastructure and information infrastructure. Beyond these estab-
lished research angles, this paper attempts to introduce a new perspective, analyzing the issues
from the angle of traffic data competition and product vertical differentiation, to offer a new ex-
planation for platform strategy choices in different markets.

This paper constructs a multi-stage game where platforms first determine the type and pri-
cing method of traffic, followed by merchants choosing traffic contracts, and finally merchants
engaging in price competition in product markets characterized by vertical quality differentiation.
The study finds that traffic can benefit multiple parties when not considering platform strategies.
However, under the influence of platform strategies, platforms tend to use developing markets
to boost traffic revenue. This paper considers different billing methods such as CPC (cost-per-
click) and CPM (cost-per-mille/impression), with results showing that first-tier markets remain
the primary source of platform profits. In this scenario, market equilibrium prices increase,
merchant profits decrease, and high-quality merchants capture more market share, yet the quali-
ty of goods purchased per unit price by consumers declines.

Furthermore, this paper examines situations where platforms act as both traffic provider and
product supplier. The research finds that platforms do not merely exploit market power to mo-
nopolize rents. competition through traffic control, thereby capturing more consumer surplus as
a product supplier. Platforms may also create a favorable competitive environment for themselves
through traffic management, enhancing their own product market profits.

This paper also examines the scenario of private domain traffic. Private domain traffic can
offset the influence of platform market power. Merchants can convert public domain traffic into
private domain traffic and obtain recurring income from it. Unlike public domain traffic, private
domain traffic does not have exclusivity. To acquire customer sources from private domain traffic
and increase revenue, merchants are motivated to lower product prices during competition for
public domain traffic. This makes goods accessible to consumers with lower quality preferences,
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thereby facilitating the development of lower-tier markets.

This paper demonstrates that platforms with a monopolistic advantage in traffic may transmit
market power through various forms. The study uncovers different mechanisms and their impacts
on market equilibrium, thereby offering a new perspective for evaluating traffic monopolistic be-
haviors and assessing market performance.

Keywords: developing market; vertical differentiation; traffic data pricing; e-

commerce platform
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