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Versioning information products in the presence of network externality
LIU Zhisong' > LI Min—giang' KOU Ji-song'

1. College of Management & Economics Tianjin University Tianjin 300072 China;
2. College of Business Administration South China University of Technology Guangzhou 510640 China

Abstract: Versioning strategy is widely applied in information product pricing and is more preferable in the
presence of network externality. The paper explores the versioning strategy based on the assumption of two di-
mensions of consumers’ heterogeneity in valuation for the product and network effect. By comparing the three
strategies of non—versioning versioning strategy with and without free low-end version the paper shows that
versioning is superior to one-version strategy and that versioning without free low-end version is more profita—
ble than the counterpart with free version. In the context of versioning strategy the profit increases with the
quality difference. The paper shows that the versioning strategy with no free low-end version is more profitable
than the strategy with free version in the presence of positive and negative network externality whereas the
non-versioning strategy is optimal if the negative network effect dominates the market.

Key words: information products; versioning strategy; network externality



