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The Increasing Marginal Revenue in Digital Economy :

An Economic Analysis of User-Resource-Based Business Models

Li Honglei
(School of Economics and Management, Beijing Information Science and Technology University,
Beijing 100192, P.R.China)

Abstract: Previous studies find that marginal revenue increases in the digital economy. However, at
the micro level, few research focus on the approach focal firms adopted to increase marginal revenue
through business model design. This paper presents Baidu’ s search business as a typical case,

&

applies the analysis of the “1P theory,” and uses the supply-demand balance diagram to conduct an
economic analysis of the marginal revenue and profit level of focal firms adopting user-resource-
based business models.

The findings of this study are as follows. First, when ‘user-resource’ is regarded as a
commodity with knowledge attributes, the downward-sloping demand curve (D,) of the original
third-party advertisers becomes the upward-sloping demand curve (D, , resulting in an upward-
sloping marginal revenue increasing curve (MR2"). This leads to an increasing marginal revenue of
the focal firm. This conclusion establishes consistency between theoretical pricing and actual pricing
in real business. Specifically, as the number of Baidu search engine users increases, the willing price
paid by third-party advertisers is higher. Second, the relationship between the portfolio pricing
strategy and the total profit of the focal firm is as follows: as the focal firm gradually decreases
pricing for target users and increases pricing for third-party advertisers, the total profit of the focal
firm continues to increase. In other words, the user-resource-based business model in the digital

economy can achieve a win-win situation for all three parties: the focus firms, such as the Baidu
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search business, gain more profits; target users, such as search engine users, gain more value; and
third-party associated users, such as advertisers, gain more user resources. Third, under the
condition of increasing marginal revenue, the focal firm still has the output scale to maximize profits.
In the Baidu search business, the market scale of the information search business is limited. As the
marginal search service output increases, the price of the service significantly decreases. This means
that the absolute value of the negative price of the unit marginal search service output will continue to
increase (it can be regarded as the cost of obtaining user resources). When the absolute value [MR,|
(MR,;<C0) of the negative marginal revenue obtained from the search engine user is equal to the
positive marginal revenue MR, obtained from the third-party advertiser, the focal firm reaches the
output scale of maximizing profit. In contrast to the above conclusion, the profit maximization output
scale in traditional real economics is usually determined according to the marginal revenue equal to its
marginal cost (MR=MC).

In this study, the marginal contribution has three aspects. First, the zero variable cost attribute
of digital products can bring huge cost advantages to enterprises, but it is not a sufficient condition for
enterprises to realize increasing marginal revenue. In other words, although digital products have a
huge advantage in their cost-effectiveness, marginal revenue increase cannot be achieved without
taking users into consideration. Second, user participation is the prerequisite for a focal firm to
achieve increasing marginal revenue, which also reveals the core logic behind concepts such as “user

”

traffic first,” “the one who wins users wins the world,” and “the demand is the supply.” Under the
condition of increasing marginal revenue, the output scale of focal firms to maximize profits can be
achieved through a portfolio pricing strategy. Although the user-resource-based business model can
achieve increasing marginal revenue, the limited demand scale of the single market determines that
the focal firm still has a profit maximization output scale.

Finally, the relevant assumptions, balance analysis, and research conclusions based on the
digital economy context are particularly applicable to the design of digital business models of
enterprises. They do not contradict with the existing enterprise economic theories in the real
economy context.

Keywords: Digital economy; Increasing marginal revenue; Business model; User resource;

Bilateral non-platform business; Marginal non-scarce resource
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