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A previous study investigates the advertising strategies of the platform and App by assuming that the platform’s advertisement will
increase the number of the App’s users, but the App’s advertisement will not increase the number of the platform’s users; and the
platform overcharges the App and takes the advertising fee as a source of its revenue. However, the existing users of the App may
recommend the App to the users who have not used it. As a result, the App’s advertisement may increase the number of the
platform’s users. Additionally, it is not reasonable that the platform takes the advertising fee of the App as a source of its revenue.
These motivate us to reanalyze the previous work. This paper reanalyzes the previous work by additionally assuming that the App’s
advertisement will increase the number of the platform’s users and assuming that the platform receives its revenue from its users
and shares a proportion of the App’s sales revenue and the App receives its revenues from its users and a proportion of its
advertising cost subsidized by the platform. We find that these new assumptions have some significant effects on the previous
results. We use dynamical optimization approaches to analyze a decentralized system and find the two parties’ optimal ad-
vertisement efforts and proportions. To achieve the efficiency of the integrated system that is proved to be more efficient than the
decentralized system, we design a bilateral advertising contact for the decentralized system and show that there exists a unique
contact that can coordinate the decentralized system. We find that both parties are better off under some mild conditions and the
proportion that the platform bears the App’s advertising cost becomes greater with the contract than without the contract. We
have gained some managerial insights.

1. Introduction

Mobile Apps have become an indispensable part of the daily
life of users worldwide in the era of mobile Internet. In 2018,
the global mobile App revenue has reached $92.1 billion and
continues to increase closely to hundreds of billions of
dollars  (Source:  https://newzoo.com/insights/articles/
newzoos-2018-global-mobile-market-report-insights-into-

the-worlds-3-billion-smartphone-users/.). The huge success
of Apps cannot be achieved without two major mobile
platforms, i.e., Apple’s iOS and Google’s Android OS. As a
two-sided market connecting users and Apps, the revenue of
the platform comes not only from the payment of users to
enjoy the functional services provided by the platform but
also more importantly from the share of Apps’ sales revenue.

For example, Apple charges 30% share of sales revenue for all
published Apps in iOS App Store (Source: https://developer.
apple.com/programs/; https://developer.apple.com/in-app-
purchase/.). In addition, the platform owner is willing to
provide an advertising subsidy for the App, leading to
greater profits for both of them [1].

Both platforms and Apps are constantly facing new
challenges and opportunities in occupying market share. [2]
consider a decentralized system consisting of two parties: the
platform owner and app developer, where the two parties
determine their equilibrium advertising efforts and the
optimal trajectories of the numbers of users independently
by maximizing their separate objectives. Then, they consider
an integrated system with the two parties being integrated as
one party, where the two parties determine their equilibrium
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advertising efforts and the optimal trajectories of the
numbers of users by maximizing the sum of their objectives.
After that, they design a bilateral participation contract to
coordinate the decentralized and integrated system. They
numerically demonstrate that both the platform owner and
app developer can be better off with the contract than
without it.

This paper finds that some of the main assumptions and
results in the study by Wang et al. [2] are problematic. First,
they assume that the platform’s advertisement will positively
increase the number of the App’s users, but the App’s ad-
vertisement will not increase the number of the platform’s
users. According to Pedersen and Nysveen [3], the existing
users of the App may recommend the App to the users who
have not used it yet, ie., the App’s unaware users. This
recommendation effect will lead the App’s unaware users to
have to register as the platform’s users before downloading
the desired Apps [4]. Thus, the App’s advertisement may
increase the number of the platform’s users. This is ignored
in the study by Wang et al. [2] and is captured by a non-
negative parameter x in our model. When x =0, our model
reduces to their case, i.e., only positive effect of the platform’s
advertisement on the number of the App’s users is con-
sidered. Second, they assume that the platform owner
overcharges the App and takes the advertising fee as a source
of its revenue in some cases. Clearly, this assumption is not
reasonable. The reason is that the platform’s revenue should
partially come from the App’s revenue, but not from the
App’s cost. Third, they assume that a loss of existing users of
the platform (App) negatively influences its users’ growth
and is captured by the same decay coeflicient §. We think the
influences may be the same or different. Fourth, we find that
they present wrong expressions of the optimal trajectories of
the numbers of platform users and app users for the inte-
grated and decentralized systems (see their Propositions 2
and 4). Thus, their subsequent results and interpretations
associated with these expressions are problematic. Finally, as
in the study by Wang et al. [2], it is of significant importance
to coordinate the two decentralized systems and the inte-
grated system in the sense that the respective optimal ad-
vertising efforts of the platform and the App in the new
decentralized system are equal to their respective optimal
advertising efforts in the integrated system, and the sum of
optimal objectives of the platform and the App in the new
decentralized system is equal to the optimal objective in the
integrated system. Thus, the efficiency is improved with
coordination.

This paper aims at reanalyzing the work of Wang et al.
[2] by considering the four aspects mentioned above. Our
main contributions are shown as follows.

Some of our results for the integrated system, the
decentralized system, and the decentralized system with the
bilateral participation contract generalize theirs. Specifically,
our Propositions 1, 3, and 7 for three systems, respectively,
degenerate into their Propositions 1, 3, and 5 when ¥ =0 and
0p= 30, =0. However, some of our results for the integrated
and decentralized system do not degenerate into theirs: our
Propositions 2(i) and 4(i) do not degenerate into their
Propositions 2 and 4 because their Propositions 2 and 4
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present wrong expressions of the optimal trajectories of the
number of platform users and app users for the integrated
and decentralized systems. Thus, their subsequent results
and interpretations based on their Propositions 2 and 4 are
problematic.

We utilize the phase diagram to show that the unique
steady-state of the numbers of platform users and App users
for the integrated and decentralized systems are all stable
nodes and this makes sense in reality. In contrast, they are
silent on this.

Finally, we theoretically compare the optimal values of
the objective functions for the decentralized systems without
the contract and with the contract. Our results are totally
different from the related results of Wang et al. [2] and
improve their results.

The remainder of this paper is organized as follows.
Section 2 reviews related literature. Section 3 establishes a
model of an integrated system and a decentralized system
consisting of one platform and one App. Section 4 analyzes
the two systems. Section 5 designs a bilateral advertising
contract to coordinate the decentralized system with the
integrated system. Section 6 concludes by discussing the
major results and gaining some managerial insights. All
proofs are provided in .

2. Literature Review

This paper will contribute to two streams of literature on
cooperative advertising and App advertising.

Mathematical modeling of cooperative advertising has
always been a focus of operations research. Traditionally,
vertical cooperative advertising in the supply chain describes
a financial agreement where the manufacturers will share a
certain percentage of the retailers’ advertising costs [5].
Specifically, the manufacturers set some guidelines for ad-
vertising, and the advertising preparation and planning are
basically done by the retailers. Then, the retailers can require
the manufacturers to provide certain advertising subsidies
under the previously determined agreements [6, 7]. Coop-
erative advertising is therefore essentially an advertising
contract or financial agreement about sharing the associated
costs [8, 9]. Manufacturers and retailers can have such a
cooperative relationship because manufacturers’ advertising
focuses on brand image, while retailers’ advertising focuses
on sales [7, 10, 11]. To sum up, cooperative advertising can
stimulate the retailers’ investment in advertising, so as to
achieve the impact of advertising on sales that the manu-
facturers expect [12]. In addition, the revenue sharing
contract and two-part-tariff contract are also introduced to
coordinate the supply chain [13, 14]. However, a few studies
have proposed bilateral advertising contracts in which re-
tailers may also support their manufacturers’ advertising
programs [15-17].

Dynamic cooperative advertising can involve a time
dimension to characterize the time dependence of adver-
tising decisions. In dynamic models, the crucial state vari-
ables, such as brand goodwill, sales, and market share, are
usually assumed to change over time, as described by dif-
ferential equations. In addition, the control variables of the
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model are not only the advertising effort but also the price,
product quality, inventory, and so on [18]. Jorgensen et al.
[19] considered the long and short-term effects of adver-
tising on demand and band goodwill. He et al. [20] extended
their work to a stochastic dynamic sales model based on the
decisions of advertising and prices. De Giovanni [21] in-
troduced the manufacturers’ quality improvement efforts,
while Zhang et al. [16] considered the impact of advertising
on the consumers’ reference prices.

Different from the dynamic advertising in the supply
chain, in our model setting, the numbers of the platform
users and App users are two state variables, which are af-
fected by their respective advertising efforts. Additionally,
the platform’s user growth is also affected by the App’s user
base and vice versa. Our model captures a scenario where the
platform is willing to provide advertising subsidies to the
App given that a revenue-sharing contract exists between the
platform and the App. This is in line with the actual eco-
nomic environment.

The other stream of our research is related to App ad-
vertising. For the theoretical modeling of advertising, Zhang
et al. [22] modeled the strategic selection of targeted ad-
vertising and mass advertising. Sun et al. [23] studied the
optimal sequence of fading advertising shown to App users
by considering the sojourn and exposure effects. Choi et al.
[24] investigated the search-based advertising auction
problem, and Yuan et al. [25] added the quality score effect
to that issue. Guo et al. [26] conducted an economic analysis
of the reward advertising mechanism in the game Apps.
However, the abovementioned studies only focus on the App
developers’ advertising strategies and do not concern the
platform’s interaction.

In the context of a revenue sharing contract between the
platform and the App, Avinadav et al. [27] and Avinadav
et al. [28] study the optimal prices and qualities of Apps
under three different risk attitudes of developers. Chen et al.
[29] analyzed the optimal strategies for developers to pro-
vide paid or free Apps in single and two platforms. However,
the advertising decisions are not the concern of the above
research. Hao et al. [1] established a bilateral market model
to determine the platform owner’s optimal advertising
revenue sharing contract. They found that it is the best way
to subsidize the App through advertising channels, which
will generate greater profits for both the platform and the
App. However, their model setting is static.

For the dynamic advertising model setting, most of the
studies are influenced by Kumar and Sethi [30], regarding
the dynamic pricing and advertising strategies of web
content. However, relatively little research has been done on
the dynamic advertising modeling of Apps. Ji et al. [4]
studied the joint decisions of the platform and App on the
advertising investment and in-App advertising adoption.
They showed that revenue sharing and advertising cost
sharing should be adopted to coordinate the mobile ap-
plication system.

Wang et al. [2] explored the dynamic optimal advertising
strategies when the platform and the App play multiple roles
as sellers, ad publishers, and advertisers. This paper builds on
their work, but differs from theirs in three aspects, as follows:

(1) The dynamics of the number of platform users and
App users are different

They assume that the number of App’s users will not
affect the number of the platform’s users. Instead,
according to Pedersen and Nysveen [3], the rec-
ommendation effect will be generated when the App
has a large user base. Thus, the current users of the
App may recommend the unaware users to register
on the platform. Therefore, the App’s user base may
contribute positively to the platform’s user growth to
some extent. Therefore, the number of the App’s
users will positively affect the number of the plat-
form’s users, which is considered and captured by a
parameter x in the current paper.

(2) They assume that a loss of existing users of both the
platform and App influences their user growth
negatively and is captured by the same decay coef-
ficient §. We assume that the loss should be captured
by two different or same decay coeflicients of §p and
0a.

When x=0 and §p= 4 = J, our motion equations of
the numbers of the platform and App reduce to
theirs (see our (4) and (5) and their (2) and (3)).

(3) The flows of revenues and expenditures between the
platform and App are different

We assume that the platform is willing to undertake a
proportion ¢ (¢) of the App’s advertising cost Cy4 (¢)
(0<¢ (t)<1), as the advertising subsidy. The plat-
form undertakes a part of the App” advertising cost
(i.e., ¢ () Ca (1)) when 0<¢ () <1 and does not
undertake any of C, (f) (or equivalently, the App
undertakes the whole advertising cost of C4 (1))
when ¢ (£) =0. In contrast, they define ¢ (t) as the
platform owner’s charge on the app developer’s
payment rate. By their equation (4), the platform
undertakes a part of the App’s advertising cost (i.e.,
(1-¢ (1) C4 (1)) when 0<¢ () <1, does not un-
dertake any of C4 (t) (or equivalently, the App pays
the whole advertising cost of C4 (f)) when ¢ (£) =1,
and overcharges the App and takes the advertising
fee as a source of revenue (i.e., (¢ () — 1) C4 (t)) when

¢ (1)>1.

The abovementioned comparison shows that our ¢ (¢)
(0< ¢ (t) <1) has the same meanings as their 1 — ¢ (¢) (0< ¢
(t) <1). Clearly, our meaning of ¢ () is more easily un-
derstandable. Their assumption of ¢ (t) > 1 does not make
sense and is not reasonable: it is well known that the
platform’s revenue should partially come from the App’s
revenue, but not from the App’s cost; they assume that the
platform takes the advertising fee of the App as a source of
revenue and that the revenue is (¢ (t) — 1) C, (¢), which is
unreasonable. Accordingly, the flows of revenues and ex-
penditures between the platform and App are different
from theirs (see our (2) and (3) and their (4) and (5)).
Additionally, the total instantaneous profit of the inte-
grated system is the same as theirs (see our (6) and their

(6)).



Finally, this paper is mostly related to the literature on
the coordination of advertising efforts that analyzes the
proposed supply chain (SC) using the decentralized
models, centralized models, and coordination models. For
example, Johari and Hosseini-Motlagh [31] studied a SC
with one manufacturer and two retailers facing deter-
ministic effort-dependent market demands, where the
supplier shares a fraction of retailers’ advertising expen-
ditures and incurs national advertising expenditures. The
cooperation is designed by the Nash bargaining model.
Ebrahimi et al. [32] investigated the coordination of
promotional effort and replenishment decisions in a two-
echelon SC including a single supplier and a single retailer,
where a stochastic demand influenced by the retailer’s
promotional effort is assumed and the supplier does not
share any fraction of retailers’ advertising expenditures. A
coordination model is proposed based on a delay in pay-
ment contract, where the supplier offers a delay in payment
to the retailer as long as the retailer selects the globally
optimal solution, which is obtained in the centralized
model. Hosseini-Motlagh et al. [33] investigated a com-
petitive SC consisting of one supplier and two retailers,
where only the retailers invest in advertising and incur
advertising expenditures, the supplier shares a fraction of
the retailers’ advertising expenditures, and the demand is
stochastic and dependent on the effort. The coordination
contract is designed in such a way that the supplier con-
siders the trade-off between reducing lead time and paying
tax on carbon emissions while providing enough incentives
for the competitive retailers.

In contrast, this paper is different from the above three
papers in several aspects. First, our decentralized models,
centralized models, and coordination models are dynamical,
and theirs are static. Second, our demands (the numbers of
the users of the platform and App) follow a system of
differential equations and do not depend on the efforts, and
their demands are stochastic or deterministic and depend on
the efforts. Last, our meaning of coordination is different
from theirs. By the coordination, we mean the contract
designed into the decentralized system in which the re-
spective optimal advertising efforts of the platform and the
App are equal to their respective optimal advertising efforts
in the integrated system. With the coordination, we expect
that the aggregate optimal objective value of the integrated
system is equal to that of the decentralized system with the
contract.

3. Two Systems

3.1. Costs and Revenues. We consider a system consisting of
one platform and one App and respective users. The plat-
form owner grants the App access to the platform, and the
users download the desired App only through the platform.
For convenience, we refer to the platform owner as “she” and
the App developer as “he,” respectively. All users are divided
into two groups: the platform users and the App users. At
time t, there are x (f) users who purchase the related
products of the platform, such as value-added services,
accessories, and music. Meanwhile, there are y (¢) users who
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purchase the related products of the App, including paid
downloads or in-App purchases.

Denote the advertising efforts of the platform and App
by up (t) and u, (t), respectively. Exerting advertising efforts
will incur the costs. We assume that the costs of advertising
efforts of the platform and App take quadratic functions as
in the studies by Wang et al. [2]; Zhang et al. [16]; Chin-
tagunta and Jain [34]; and Sethi [35]:

Cp(t) = %uf, (t) and C, (1) = %ui ®), (1)
which implies an increasing marginal advertising cost.

The App exerts advertising effort not only to increase his
number of users but also indirectly benefits the platform
through the revenue sharing contract. Similar to the studies
by Hao et al. [1] and Wang et al. [2], we assume that the
platform is willing to undertake a proportion ¢ (#) of the
App’s advertising cost C, () (0 < ¢ () < 1), as the advertising
subsidy, in order to stimulate the App to increase his ad-
vertising effort. Accordingly, the total cost of the platform is
Cp () +Cy (1) ¢ (D).

The platform and the App provide separate services for
their users and then earn sales revenue from their users,
respectively. Since the platform provides a user download
environment for the App, we assume that the platform will
share a proportion A of App’s sales revenue (0 <A <1) when
the purchase occurs in the App. Let pp and p, denote the
marginal sales revenue of the platform and the App, re-
spectively. Then, the App receives a total revenue of p,y (f),
among which Ap,y (¢) is paid to the platform. Thus, the
platform receives a total revenue of ppx () + Apy (¢) and the
App’ total revenue is the sum of the sale net revenue of
(1 -A) pay (t) and the advertising subsidy from the platform
of Cy (1) ¢ (1)

Accordingly, the instantaneous profits at time ¢ of the
platform and the App are given as follows: (Our two profit
functions are different from (4) and (5) assumed by Wang
et al. [2]. The differences are presented in the Literature
section in a detail, where we also justify why our assumption
is reasonable and understandable and theirs are not.)

7o (1) = P () + 3P4y ()~ b (0 - A (1) 9, ()

m,(t) = (L=N)py(t)+ %ui(t)q)(t) - %ui(t).
(3)

We summarize the revenue and the expenditure flows of
the platform and the App, as shown in Figure 1, where
inflows indicate revenues and outflows mean expenditures.

The motion equations of the numbers of both the
platform and App are assumed as follows: (Our two motion
equations are generalized, but different from Wang et al. [2]
(see their (2) and (3)). The coefficients of x (f) and y (¢) are
identical in the study by Wang et al. [2] (6p=J4) and may be
different in our model. They assume that the App can only
advertise within the platform and thus ignore the impact of
the App’s user base on the platform’s user growth, i.e., k =0.
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FiGure 1: Revenue and expenditure flows.

According to Ji et al. [4], the App’s user base could also
contribute to the platform’s user growth, which is captured
in our model by a parameter x. When x=0, our two
equations reduced to theirs.)

x'(t) = aup (t) + ky (t) — 8px (t), x(0) = x, >0, (4)

Y (£) = puy (t) + Px(t) = 8,4y (1), y(0) = y, >0, (5)

where the parameters of &, p, and f8 have the same meanings
as in the (2) and (3) of Wang et al. [2]; 6p and &4 have the
similar meaning as & in their (2). We summarize the
meanings of all these parameters as follows: (i) The pa-
rameters «, y, &, 3, Op, and 84 are positive. (ii) The constant «
(y) measures the advertising effectiveness of the platform
(App) on her (his) user growth. (iii) The parameter «
characterizes the indirect positive impact of the App’s user
base (y (t)) on the platform’s user growth x' (). The reason is
that the recommendation effect will be generated when the
App has alarge user base [2]. It means that the App’s existing
users will make recommendations to the users who have not
yet downloaded the App, namely, the App’s unaware users.
This leads to the App’s unaware users having to register as
the platform’s users before downloading the desired App.
Therefore, the App’s user base contributes positively to the
platform’s user growth to some extent. (iv) The parameter f3
characterizes the indirect positive impact of platform’s user
base (x (£)) on the App’s user growth y' (). The reason is that
the larger the user base of a platform, the more likely the App
will be downloaded when the developer advertises it. Thus,
the platform’s user base will generate a potential market
effect for the App [33]. (v) Some of the platform’s users may
leave the platform for various reasons, such as a lack of good
user experience and functional innovation. This is captured

Vio(xy, y,) = max
DP( 0 )’o) iy (D20 (£)20

by the decay coefficient §p. Similarly, this phenomenon may
occur to the App’s user and is characterized by the decay
coefficient §4.

In reality, the number of platform users and App users is
finite. On the one hand, the contributions to increases in the
platform users and App users are characterized by « and 3,
respectively. On the other hand, the contributions to de-
creases in the platform users and App users are characterized
by 8p and &4, respectively. Thus, it is reasonable to assume
0pb4 > kf3 to guarantee the finite numbers of platform users
and App users. Otherwise, the number of platform users and
App users will approach infinite as t— +00. Now, we
consider two specific systems based on the above assump-
tions. Later on, we will find that this assumption plays a
crucial role in our analysis.

3.2. Integrated System. Suppose that the platform and the
App are vertically integrated into one company, which is
considered an integrated system. Thus, the total instanta-
neous profit of the integrated system (denoted by 7; ()) is
the sum of the profits of the platform and the App. Using (2)
and (3), we have

7 (t) = mp (£) + 1, (£) = ppx(t) + puy(t) — %uﬁ(t) - %ui(t). (6)

We consider an infinite horizon with a positive discount
rate p. The integrated system’s objective is to maximize the
present value of (6) over [0, co) by choosing the advertising
efforts of the platform and App subject to (4) and (5), i.e.
(This is the same as (6) in Wang et al. [2]),

Vi (0> ¥o) = max Vi

up (t)=0,uy ()20

- j:oe‘f"[ppx(t)  pay (D) -l (1) —éui(t) dt,

2
(7)
s.t. (4) and (5).

3.3. Decentralized System. In the decentralized system, the
platform and the App separately maximize the present
values of their own profits over [0, co) by choosing their own
advertising efforts. We model the decentralized system as a
Stackelberg game structure. The platform, as a leader, first
determines the advertising effort up (x, y) and the App’s
advertising subsidy rate ¢ (x, y). After the platform’s actions,
the App as a follower, then determines the advertising effort
uy (x, y).
Therefore, the platform’s optimization problem is

Vpp = J:O e-Pt[ppx(t) +Apay (1) —%ufg(t) —%go(t)ui(t) dr, ®)
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TaBLE 1: Summary of notation.

t

Time ¢, t>0

Control variables

up (1) Advertising effort by the platform at time ¢
uy (1) Advertising effort by the App at time ¢
¢ (1) App’s advertising subsidy rate set by the platform at time ¢
State variables
x (1) The number of platform users at time ¢
y (1) The number of App users at time ¢
Parameters
o The platform’s advertising effectiveness on her user growth
y The App’s advertising effectiveness on his user growth
B The platform’s user base effectiveness on the App’s user growth
K The App’s user base effectiveness on the platform’s user growth
Op, 64 User growth decay parameter of the platform and the App, respectively
P Discount rate
A The sharing rate of the App’s sales revenue set by the platform
Pp> Pa Marginal sales revenue of the platform and the App, respectively
7p (1), ma (t), 7 () Instantaneous profits of the platform, the App, and the integrated system
Vi Value function of the integrated system
Vpop Value function of the platform in the decentralized system
Vba Value function of the app in the decentralized system

s.t. (4) and (5). The App’s optimization problem is

Via (%o, ¥o) = max Vi, = JZO eipt[(l —Mpay(t) —%Ui(t) +%§0(t) u (1) |dt, (9)

uy (£)=0

s.t. (4) and (5).
For simplicity, in the rest of this paper, we suppress ¢ in

time-dependent variables. We summarize all notations in
Table 1.

4. Analysis of Two Systems

4.1. Integrated System

Proposition 1. Suppose that 6pds— x>0 (The condition
0p0a — K3 > 0 guarantees that the optimal advertising efforts
of the platform and App are positive.). Then, in the integrated
system, the respective optimal advertising efforts of the
platform and the App are (When k=0 and 6p=05,=0, our
two (10) and (11) reduce to (11) and (12) in Wang et al. [2],
respectively.)

W —a (p+04)Pp + PP
P (p+8p)(p+38,) - B

y (p+0p)pa+kpp .
(p+8p)(p+84)— P

By (10), the optimal platform’s advertising effort uj, in-
creases with the effectiveness of the platform’s advertising effort
(@) and the effectiveness of the App’s user base on the platform’s
user growth (x), as well as the platform’s marginal sales revenue
pp- Additionally, uj, increases with the App’s marginal sales
revenue p,, and the effectiveness of the platform’s user base on

(10)

(11)

.
Ura

the App’s user growth 8 (Apparently, ou;,/0x>0. Using
0p04 — kf3 >0, wehave ouj,/0f = ap, [(p+ 8p) (p + 8,4) —xB] +
k[(p+8,)pp + Bpalll(p+8p) (p +8,)— «kB]*>0). Similarly,
by (11), the App’s optimal advertising effort u;, increases with
the parameters y, f8, and p, and also increases with the pa-
rameters pp and « (Similar to the above proof of duj,/0p > 0, we
have ouj,/0x > 0.). Moreover, by (10) and (11), the higher the
user growth decay rate (§p and §,4) and/or discount rate (p), the
weaker the optimal advertising efforts (1], and u;,).

Proposition 2. Suppose that 8pd4— x>0 (The condition
0p8s— kB> 0 guarantees that xiss and yiss are positive.).
Then, in the integrated system, the following are noted:

(i) The optimal trajectories of the numbers of platform
users and App users are given by (If one substitutes
(11) and (12) in Wang et al. [2] into their (2) and (3)
and solves the resulting simultaneous differential
equation, one can find that the solution is different
from (13) and (14) in Proposition 2 of Wang et al. [2].
In other words, they present incorrect expressions of
the solutions. Thus, their subsequent analysis based
on the solution is problematic.)

x*(t) = AeT' + Be®' + x g, (12)

¥y (t) = Ceh' + De®' + yiq, (13)

where
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Xoree = adupp + yKup,
188 = 56, — kP
2 2 2 2 2 (14)
_ PP[“ Salp+ds)+yx ] +PA[“ Boa+y K(P+5P)]
(8p04 = kB)[(p +0p) (p + ) — ] ’
_ afurp + yOptir,
Yiss 350, — 1B
_ Pa [V25p (p+6p)+ azﬁz] + pp [yZK(SP + oczﬁ(p + 8A)]
(0p04 —xB)[(p + 0p) (p + 04) — xP] ,
A= (8- 0,) + 4xfogy = 2 ‘ZA) AP 62‘*) s (15)

A= [VA —(8p = 84)] (o — xys5) + 2K (3 — )’Iss),B [VA +(8p = 84)] (o — x155) — 2% (¥ — )’Iss))

2VA

2VA

C= [VA +(8p = 84)] (Yo — yi1ss) + 2B (%o - xISS),D _ [VA = (8p = 84)] (Yo — y1ss) = 2B (% - Xzss).

2VA

(ii) There exists a unique steady-state of the number of
platform users and App users (xiss, Viss) that is a
stable node

(iii) The optimal present value of the total profit, i.e., the
optimal objective value is

* 2 * 2 * *

Uip

Z1p Uia 16
+ax0+yy0. (16)

The part (ii) of Proposition 2 shows that the optimal
trajectories of the number of platform users and App users
converge to the steady-state that is the stable node E (xsss,
y1ss). This can be proved by using the phase diagram analysis
as follows. By 8pd4 —xf >0, we have 8p/x> /64 >0, im-
plying that the slope of the demarcation curve x' () = 0 is
higher than the slope of the demarcation curve y'(t) = 0.
The two demarcation curves (straight lines), intersecting at
point E (xzss, y1ss), divide the phase space into four distinct
regions, labeled I through IV as shown in Figure 2. Point E
represents the intertemporal equilibrium of the integrated
system. Since 0x'/0x = -8, <0 and 9dy'/dy = -8, <0, we
have the four groups of xy-arrowheads. Then, we can draw a
family of streamlines, or trajectories, to portray the dy-
namics of the integrated system from any conceivable initial
point. As shown in Figure 2, all the streamlines associated
with point E flow noncyclically toward it. Thus, point E (xjgs,
Y1ss) 1s a stable node.

By (14) and (15), xss increases with the parameters a,
(Since oujp/0x > 0 and ou; ,/0x > 0 implied by Proposition 1,
by (14), and 6pds—«B>0, we h000ave Ox;g5/0x = ad,
Oujp 0K + yuj, + ykouj,/0x/8p0 4 — xkf + B(ad sujp +
yxui,) [ (6p0, — Kﬁ)2 >0) and pp, while y;ss increases with
the parameters y, § (Similar to the above proof of dx;ss*/

2VA

0k > 0, we have dyss/0f > 0.), and p4. Furthermore, both x;g5
and yjss decrease in 8p, 84, and p. (Since §pds — x>0 and
both u}, and u], decrease in p, §p, and 04, we have 0x;¢4/05 4
= (a0 40ujp/06 4 + yKkouj, /06 4) (0p8 4 — k) — Kk (afujp + yd
P (8p8 4 — kB)* < 0,0y;55/08 4 = (aPOutp/d8, + ySp

0ut 108 4) (8p08 4 — KB) — 8p (aPup + yOpui ) (858, — k. B)*
< 0. Similarly, we can prove that x5 and yss both decrease
in 8p and p.) By (16), V7 is positively related to the initial
number of platform users and App users, i.e., xo and yo.
Additionally, V] increases with «, y, B, &, pp, and p4, while
decreases in p, 6p, and 04 (Since uj, (u,) increases in « (y),
Pp, Pa> B> and « decrease in p, 8p, and 4, we can prove Vj
increases in «, y, pp, pa, 5, and «, decreases in p, §p, and §, by
(10), (11), and (16).

4.2. Decentralized System

Proposition 3. Suppose that 6pds— x>0 (The condition
0pba— kB >0 guarantees that uj,, and uj,, are positive.).
Then, in the decentralized system, the optimal advertising
effort of the platform is as follows:

S =g (p+04)pp +ABpa
b (p+8p)(p+0,)—xB

and the optimal App’s advertising subsidy rate set by the
platform for the App is as follows:

o = (BA—1)(p+8p)pa + 2kpp

D@+ ) (p+68p)pa +2xpp

(17)

(18)

Furthermore, the optimal advertising effort of App is as
follows:
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au*p/dp

FIGURE 2: The phase diagram.

. (L+M)(p+8p)pa +2kpp (19)

oA = Y3 (p+ 0p) (p +04) - KBl

Next, we perform some comparative static analyses of
the results of Proposition 3, leading to some useful mana-
gerial insights.

By (17), the platform’s optimal advertising effort uj,,
increases with the App’s marginal sales revenue p, and the
effectiveness f3 of the platform’s user base on the App’s user
growth. Clearly, ouj,,/0A >0, implying that the more the
platform shares the App’s sales revenue, the more effort the
platform spends on advertising. Additionally, uj,, increases
with &, «, and pp and decreases in p, dp, and 4. By (18), we
have 0¢7,/0x >0, d¢7,/0A > 0, 0¢1,/0pp >0, and 0¢ */0p 4 < 0.
Thus, the optimal App’s advertising subsidy rate set by the
platform ¢, increases with the effectiveness of the App’s user
base on the platform’s user growth (x), the sharing rate of the
App’s sales revenue set by the platform (1), and the plat-
form’s marginal sales revenue (pp), but decreases with the
App’s marginal sales revenue (p,).

Remark 1. To guarantee the required condition 0< ¢}, <1,
the inequality of 1/3 — 2xpp/[3 (p+ 8p) pa]l <A <1 must hold
because these two inequalities are equivalent by (18). It is
assumed that the proportion A that the platform shares from
the App’s sales revenue is between 0 and 1. Thus, to be
meaningful economically, we must add an assumption of 1/
3- ZKPP/[?) (p + 8})) pA] >0 (i.e., paz (2Kpp)/(p + 81))), im-
plying that the platform shares at least a proportion 1/
3—2xpp/[3 (p+68p) pal of the App’s sales revenue. Under
this assumption, we can get some managerial insights as
follows:

(i) Clearly, A=1 is equivalent to ¢}, =1 by (18). This
implies that the platform shares all the sales revenue
of the App if and only if it undertakes all the ad-
vertising costs of the App.

(ii) Since ¢, =0 is equivalent to A=1/3-2kpp/[3
(p+0p) pal, the platform will not carry any ad-
vertising cost of App if and only if it shares a
proportion 1/3 —2xpp/[3 (p+0p) pal of the App’s
sales revenue

(iii) Assume that x=0. Then, 0 < ¢}, <1 is equivalent to
1/3<A<1 by (18). This means that when the App’s
users have no impact on the platform’s user growth,
the platform will share at least a 1/3 proportion of
the App’s sales revenue. Additionally, with k=0, our
decentralized system reduces Wang et al. [2], and
¢, =0BA-1)/(1+1)>0 by (18), implying that ¢;,
only depends on A and increases with A. The latter
result is contrary to theirs (see their (18)) and is in
line with our intuition mentioned above.

(iv) Given that the proportion that the platform shares
the App’s sales revenue is between the open interval
of (1/3-2xpp/[3 (p+6p) pal, 1), the platform will
carry a proportion ¢7, >0 of App’s advertising costs.

The App’s optimal advertising effort u},, increases with
the parameters «, pp, and A that have positive effects on the
platform’s revenue. The reason here is different from that of
the integrated system. It is because ¢j, increases with the
parameters «, pp, and A. This means that the more revenue
the platform earns, the more advertising subsidies she
provides to the App, which incentivizes the App to increase
his advertising effort. Therefore, the revenue sharing rate will
not be a burden for the App to determine his advertising
effort. Additionally, u},, increases with yp, 8, and p4 and
decreases in p, 8p, and J4.

Proposition 4. Suppose that 6pds— x>0 (The condition
0pba — x>0 guarantees that xpss and ypss are positive.).
Then, in the decentralized system:

(i) The optimal trajectories of the number of platform
users and App users are

x* (1) = Ae' + Be® + Xpss> (20)
y* () = Ce? + De®' + y s (21)

where A = [VA — (8p — 8,)] (5 — Xpgs) + 2k (o —
sts)/ZVZ)B = [\_/K + (8p — 64)] (xg — xpgs) — 2K
(Yo = ¥pss)/2VAC = [\/Zj (8p=6)1(yo —¥p
SS) +2B(xy — Xpss)/2VA,D = [VA = (8p = 8,)]
(Yo = Ypss) = 2B (x, — xDss)/Z\/Z-
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N ad 4upp + YKUL 4
DSS — 8P8A _ Kﬁ
2 2 2 2 2 (22)
_ 2pP[rx Ou(p+04)+yx ] +pA[2A<x Bos+yx(p+8p)(1 +)L)]
2(6p8, = xB)[(p+ 8p) (p +0a) = xB] ’
_ aPupp + yOptip,
YDss 350, — kP .

_ 2pp [Y2K5P +o’Bp+ 6A)] t P4 [)’251) (p+0p)(1+ 1)+ 2/\“2/32]

2(8p04 — kB)[(p+0p) (p + 84) — xB]

(ii) There exists a unique steady-state of the number of

platform users and App users (xpss, Ypss) that is a
stable node

Upp ‘4 Upa ’ + [(p +34)Pp +ABP4lxo +[kpp + (P + 8p)Apalyo

(iii) The optimal present values of the profits of the
platform and the App are given by

Vi (%0, ¥o) = , (24)
e (%0 30) 2p (p+0p)(p+0,)—xP
* (u1p — upp)pp + (Uga — Upa)Upa (1-MVpa
b = . 25
Vpa (%0 ¥o) ) (p+05)(p+0,)— B [Bxo + (p + 0p) y0] (25)
Furthermore, the sum of Vip(xy,y,) and
Vip (x4, ¥o) (denoted by V1) is given by
Vb = Ve (X0, ¥0) + Vipa (%0, ¥0) = op (21 = Upy) ;puDA (14 = pa) + uTICPxo + %}’o (26)

Corollary 1. Suppose that 6pds—«xf>0. Then, in the
decentralized system:

(i) OV },/0 > 0
(ii) If > 1/2, then V3 ,JOA <0
(iii) QV3,/0A> 0

Part (i) of Corollary 1 shows that a higher sharing rate of
App’s sales revenue leads to more revenue for the platform.
Part (ii) shows that if A > 1/2, a higher sharing rate of App’s
sales revenue definitely results in less revenue for the App,
regardless of the effects of the other parameters on V7 ,.
Thus, the revenue sharing rate should be a crucial reference
for App developers to select platforms. Part (iii) shows that
the revenue sharing rate has a positive effect on the optimal
aggregate present values of profits of the decentralized
system (V). In conclusion, it is necessary to set a reasonable
revenue sharing rate to maintain a mutually beneficial re-
lationship between the platform and the App.

Proposition 5. Suppose that 6pd4 — x> 0. Then, we have

: * * * *
(i) upp <ujp and uj,, <uj,

(i) xpss < Xiss and ypss < Yiss
(iii)) Vi, EVp + V) <V, where Vi and V', are given
by (16) and (26), respectively.

Proposition 5 shows that the optimal advertising efforts
of the platform and App and the steady-state of their user
numbers in the decentralized system are always less than or
equal to the corresponding ones in the integrated system.
Moreover, the optimal aggregate present value of profits in
the decentralized system is always less than or equal to the
optimal present value of total profit in the integrated system,
implying that the decentralized system is less efficient than
the integrated system as expected.

5. The Decentralized System with a Bilateral
Advertising Contract

In this section, we design a bilateral advertising contract
between the platform and App to improve the efficiency of
the original decentralized system and expect the sum of the
optimal present values of profits of the platform and the App
of the decentralized system with the contract to be equal to
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the optimal present value of total profit of the integrated
system (V7). In other words, the contract is designed into the
original decentralized system in order to implement the
optimal objective value of the integrated system.

By introducing the bilateral advertising contract into the
original decentralized system, we mean that the platform
bears a proportion ¢ of the App’s advertising cost while the
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App needs to bear a proportion ¢ of the platform’s ad-
vertising cost. We denote the bilateral advertising contract as
an ordered pair (¢, ¢) with 0< ¢ <1 and 0 < ¢ <1. Under the
contract, we have two new decentralized systems for which
the optimization problems of the platform and the App,
respectively, become

Vi (0. 6) = max Vi = [ e [ ppx(®) +2pay (0= 5 (1= 9 (0) - g ()] @)

up(t)=0

s.t. (4) and (5),

¥ o 1
Voa (%05 ¥o; 9, ¢) = un(lg‘;(OVDA = jo e’ [(1 —Dpay(t) —% (1 - @)y () - E‘Pu% (t)|dt, (28)
« _Ap+8p)patrpp
s.t. (4) and (5). ¢ = (0 +0,)pa+ 5pp” (31)

Remark 2. ¢ in (27) and (28) is an undetermined parameter,
while ¢ in (8) is a control variable.

Separately solving (27) and (28), we have the optimal
advertising efforts of the platform and the App, denoted by
upp (¢, @) and uf,, (¢, @), respectively. We need to de-
termine a particular pair (¢*, ¢*) to coordinate the new
decentralized system with the integrated system, where by
coordination, we mean that the respective optimal adver-
tising efforts of the platform and the App in the new
decentralized system are equal to their respective optimal
advertising efforts in the integrated system, i.e., up, (¢%,
¢*)=ujp and uj,, (¢, ¢*) =uj,. With the coordination, we
expect that Vi, (x0, yo; 6%, ¢*) + V4 (X0, yos 9%, ¢*)=V]
(%0, o). The following three propositions present the main
results.

Proposition 6. Consider the decentralized system with a
bilateral advertising contract of (¢, ¢). Suppose that
0pba— x>0 (The condition 8pds— x>0 guarantees that
upp (¢, @) and uj,, (¢, @) are positive.). Then, the optimal
advertising efforts of the platform and the App are both
constants, i.e.,

o (p+04)pp+ABPa

“or ($:9) =125 (p+0p)(p+04) — &P )
x Y (1-1)(p+38p)pa
e R [T S

Proposition 7. The new decentralized system with the
contract of (¢*, ¢*) is coordinated with the integrated system,
ie, uhp(@*, ¢*)=uj, and uj,, (¢*, ¢*)=uj,, where uj, and
uj, are given by (10) and (11), and (¢*, ¢*) is given as

. (1-MPpa

= 724 32
v (p+34)pp+Bpa (32

Next, we can gain some managerial insights from Prop-
osition 7. Clearly, by (31), we have 0¢*/0x >0, 0¢* /0L >0,
0¢™/0pp> 0, and 0¢*/0p, < 0. These results associated with the
bilateral advertising contract are similar to those for the
decentralized system without a bilateral advertising contract.
Therefore, they have similar insights and are robust.

By (32), we have 0¢*/0A<0, 0¢*/dps>0, and
09" /0pp < 0. These three inequalities have some managerial
insights. The optimal proportion (¢*) of the platform’s
advertising costs that the App is willing to bear decreases
with the proportion (1) of the App’s sales revenue that the
platform shares, increases with the marginal sales revenue of
the App (p4), and decreases with the marginal sales revenue
of the platform (pp).

By comparing (31) with (18), we find that the optimal
proportion of the App’s advertising cost that the platform bears
becomes smaller in the original decentralized system (without
the contract) than in the new decentralized system with the
contract because A(p+ 8p)py + kpp/(p+8p)pa + KPp—
BA-1)(p+p)pa +2kpp/ (L +A)(p+8p)pa +2kpp = (A
~1)(p+8p)’pa 2 [(p + Sp)pa + KPp) [(1+A)(p+6p)
P4 +2kpp] = 0. This is in line with intuition. Since the contract
also requires the App to bear a proportion of the platform’s
advertising costs, the platform bears a higher proportion of the
App’s advertising costs compared to the original decentralized
system. Furthermore, when x=0 in (31), we have ¢* =1.
Namely, when the App’s users have no impact on the plat-
form’s user growth, the optimal proportion that the platform
shares from the App’s sales revenue is exactly equal to the
proportion of the App’s advertising cost that it bears. This result
is partially the same as Wang et al. [2] (see their (24)).
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Proposition 8. Suppose that §p04 — xf3 > 0. Then, under the
unique bilateral advertising contract (¢*, ¢*), the sum of V},p
(X0, Yos ¢*, @*) and V}, 4 (xg, yos ¢, ¢*) is equal to the optimal
present value of the aggregate profit of the integrated system,
Vi (xo, o), e,

V;SP (x0> Yos ‘/’*» ‘P*) =

Voa (0 y0: 87 97) = 2p

ujp and uj, are given by (10) and (11), u},, and uj, , are given
by (17) and (19).

Propositions 7 and 8 show that, as expected, the new
decentralized system under the contract (¢*, ¢*) not only
coordinates with the integrated system (i.e., upp (¢*,
¢*)=ujp and uj,, (¢*, ¢*) =uj,) but also implements the
aggregate optimal objective value of the integrated system
(see (33)).

Corollary 2. Suppose that 6p04 — x5 > 0. Then, OV} (xo, Yo
@, ¢*)/OA>0 and V3, (xo, yos ¢*, ¢*)/0L<O0.

Compared to Corollary 1 without the bilateral adver-
tising contract, under the unique bilateral advertising
contract (¢*, ¢*), Vp (¢, ¢*) for the platform still increases
with the revenue sharing rate A. However, V},, (¢*, ¢*) for
the App always decreases in the revenue sharing rate A.

Proposition 9. Suppose that §p04 — xf3 > 0. Then,

(i) Suppose that A<I-4a’B/[4a’B>+y* (p+8p)°]
(This condition is applied to guarantee the non-
negativity of the right-hand side in (36).) holds. Then,
the necessary and sufficient condition for Vi, (xo, yo,
", 9*)=Vip (%0 ¥o) is as follows:

pr

2
(ura —tipa)” < (ugp — tipp)uppor —
Pa

(36)
S My (p+8p)° — 4ha’ B

40’B(p+6,)

(ii) Supposethat A <1— 2()62ﬁz/[4()c2/32 + yZ (p+ 8p)%](This
condition is applied to guarantee the nonnegativity of
the right-hand side in (37).) holds. Then, the nec-
essary and sufficient condition for Vi, (o yor ¢,
©* )=V, (%0, yo) is as follows:

* * * * % Ll*
(ura = ”DA)2 > (ugp - ”DP)(”DP - %)or
(37)
pe_(1- My (p+8p)° — (41 - 2)a’B?
Pa 20‘2/5 (p+64) .

11
Vip (X0 Y0: 975 07) + Vpa (X0, Y0367 97) = V7 (%05 )5
(33)
where
Upptisp +(2up, =ty s + [(p +84)pp + ABP4lxo + [kpp + (P + 8p)AP4] Yo (34)
2p (p+3p)(p+0a)— KB
(uzp — upp)trp +2 (s — tpa)tra (1-Mpa (35)

(p+0p)(p+0,) - KB [Bxo + (p + 0p) o)

(iii) Suppose that A<I-4a’B°/[4e’B’+y° (p+06p)°]
holds. Then, the necessary and sufficient condition for
Vip (X0 Yo §%5 9*)=Vip (x0 yo) and Vi, (xo, yos
%, 9*) <V}, (x0, ¥o) is as follows:

P (L= (p +8p)° ~ (4h - D)o’

Pa 2"‘2ﬁ (p+384) G

(iv) Suppose that A<1-40°B/[4a°B° +y° (p+6p)°].
Then, the necessary and sufficient condition for Vi,
(x0 Yo @75 @*)<Vp (X0 yo) and Vi, (xo, yo ¢7
9*) 2V}, (%0, ¥o) is as follows:

pp_(1- My (p+8p)° - 4/\oc2ﬁ2.

Pa 4“2/3 (p+64) 9

(v) Suppose that A<1-4a’B*/[4e’B’+y° (p+3p)°].
Then, the necessary and sufficient condition for Vi,
(x0 yoi ¢"5 )2V p (x00 yo) and Vi, (X0 yo5 67
9*) 2V}, (x0, ¥o) is as follows:

(1-M)y*(p +0p)° — 4Aa’f’

40°B(p+6,)
(40)
_pp_(1-0)y (p+38p)" —(4h ~2)a’p’
Pa 2a°B(p+6,4)

i) Vip (X0 yoi §*5 ") <V p (x00 yo) and Vi, (xo, yoi
", 9*) <V}, (X0 yo) do not hold simultaneously

The first two parts of Proposition 9 identify the re-
spective conditions under which the platform and the App
are individually better off with the contract (¢*, ¢*) than
without the contract. Parts (iii) and (iv) show that it was
possible that, under some conditions, one is better off and
the other is worse off. Part (v) shows how to identify the
conditions under which both parties are better off—it is a
win-win situation all around. Finally, part (vi) shows that it
was impossible that both parties are worse off with the
contract than without it. In other words, at least one of the
two parties will be better off with the contract.

The conditions (38)~(40) in Proposition 9 are mutually
exclusive. It is of significance to check whether these con-
ditions are satisfied. Next, we use some numerical examples
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to verify that each of the above conditions can be satisfied by
taking different ranges of the revenue sharing rate A and
fixing the other parameters. Thus, Proposition 9 is valid.

Example 1. 'The condition (38) can be satisfied. Let a=y =5,
pp=20, pa=15, f=0.2, k=01, p=0.1, 5p=0.3, 8,=0.2,
%o =50, and y,=30. Solving (38) for A yields

12 128 v (p+ 00) | pa — 2B (p + 8,0)pp
[4°B + ¥ (p + 5)’ | pa
Substituting all the given parameters into the above

equation, we have A>0.25. Thus, the condition (38) is
satisfied for the given parameters when 1> 0.25.

(41)

Example 2. The condition (39) can be satisfied. Let a=5,
y=10, pp=20, ps=15, f=02, x=0.1, p=01, 8p=0.3,
04=0.2, xo=50, and y,=30. Solving (39) for A yields
1< Y (P+5P) Pa— 4“ (P+8A)pP.
[467B% + 9 (p +85)" | pa

(42)

Substituting all the given parameters into the above
equation, we have A < 0.4. Thus, the condition (39) is satisfied
for the given parameters when A <0.4.

Example 3. The condition (40) can be satisfied. Let a =5,
y=10, pp=20, pa=15 =02, k=01, p=0.1, 8p=0.3,
64=0.2, x9=50, and y, =30. Solving (40) for A yields
Y’ (p+3p) pa —4a’B(p + Sa)Pp _
[467B° + 7 (p + 85)° | pa

(43)
[206 B +y* (p+0p)* | pa—20°B(p+8,)pp
[46°8% + ¥ (p + 65)* | P
Substituting all the given parameters into the above

equation, we have 0.4 <1 <0.7. Thus, the condition (40) is
satisfied for the given parameters when 0.4 <1<0.7.

6. Conclusion

This paper reanalyzes the work of Wang et al. [2] by im-
proving some of their assumptions. In particular, we assume
that (i) the number of the App’s users may increase the
number of the platform’s users; (ii) a loss of existing users of
the platform (App) negatively influences its users’ growth
differently or equally; and (iii) the platform owner cannot
overcharge the app developer and take the advertising fee as
a source of revenue, but charge the App’s revenue as a source
of revenue. Our models and analytical results are different
from or are extensions of the work of Wang et al. [2].

We reanalyze the two revised systems (the decentralized
system and the integrated system with the platform and
App) and design the bilateral advertising contract to co-
ordinate the decentralized system with the integrated
system.

First, for the two respective revised systems, we have
obtained the two parties’ equilibrium advertising efforts and
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the optimal trajectories of the numbers of users, and we have
shown that there exist the unique steady-states of user
numbers for the two parties that are shown as the stable
nodes by using the phase diagram analysis. In particular, for
the decentralized system, we have found the optimal ad-
vertising subsidy rate that is set by the platform for the App.

Second, to achieve the efficiency of the integrated system
that is proved to be more efficient than the decentralized
system, we design a bilateral advertising contact for the
decentralized system where we additionally assume that the
App bears a proportion of the platform’s advertising cost.
We show that there exists a unique bilateral advertising
contact that can coordinate the decentralized system with
the integrated system and simultaneously implement the
optimal aggregate objective value of the integrated system.

Finally, our analytical results may have some interesting
theoretical findings and managerial insights for practice as
follows .

(i) In the decentralized system, the more the platform
shares the App’s sales revenue or the more the
platform’s marginal sales revenue, the more the
platform should undertake the App’s advertising
cost. However, the more the App’s marginal sales
revenue, the less the platform should undertake the
App’s advertising cost. These results are irre-
spective of whether the bilateral advertising con-
tact is incorporated into the decentralized system
or not and thus are robust.

(ii) To guarantee that there exists the optimal adver-
tising subsidy rate in the decentralized system
without the contract, the proportion of the App’s
sales revenue that the platform shares is at least 1/3

(iii) The platform shares all the sales revenue of the App
if and only if it undertakes all the advertising costs
of the App in the decentralized system without the
contract

(iv) When the App’s users have no impact on the
platform’s user growth, as assumed in the study by
Wang et al. [2], the platform will share atleasta 1/3
proportion of the App’s sales revenue in the
decentralized system without the contract in order
to guarantee the existence of the optimal adver-
tising subsidy rate, and the optimal advertising
subsidy rate is different from the study by Wang
et al. [2].

(vi) The optimal advertising subsidy rate becomes
smaller in the original decentralized system
(without the contract) than in the decentralized
system with the contract

(vii) The optimal present value of the platform always
increases with the revenue sharing rate in both the
original decentralized system (without the con-
tract) and the decentralized system with the
contract. As the revenue sharing rate increases, the
optimal present value of the App decreases in the
original decentralized system if the revenue
sharing rate is greater than 1/2, and always
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decreases in the decentralized system with the
contract.

(viii) The unique bilateral advertising contact guarantees
that at least one of the platforms and the App can
benefit from it, compared to the original decen-
tralized system. Furthermore, when the ratio of the
platform’s marginal sales revenue to the App’s
marginal sales revenue is within a particular in-
terval, then both the platform and the App can get
more benefits from the bilateral advertising con-
tract than from the original decentralized system,
achieving a win-win situation.

Our analytical results, including some managerial in-
sights, come from the assumptions that the costs of ad-

13

the other forms of functions, such as cubic functions and
several Apps. Can we design a different bilateral partici-
pation contract between the platform and the App to co-
ordinate the decentralized system? For example, by the
different contract, we mean that the platform shares a
proportion of the App’s sales revenue while the App shares a
proportion of the platform’s sales revenue. Can we compare
these two contracts? [36].

Appendix

Proof of Proposition A.l. In the integrated system, the
platform and the App simultaneously decide their respective

vertising efforts of the platform and App take quadratic ?ggﬁ;;f;%%_lgzggg; (Ilél;B)a?(ilat?(;; [ ;ﬁlufi’r (;l;eis Hamil-
functions and/or there is only one App. What if we assume 4
2 2
. Up+uy . .
pV] (x,y):ugr&%xzo Prx+pay == + Vi (aup + ky = 0px) + Vi, (yuy +fx = 8,49) |, (A1)
. __(p+8a)pptpp
where Vj =0Vj/ox and V] =0V};/0y, which can be L=V = 5 v P(S _A > (A7)
: 5 Y ; (p+0p)(p+04) - KB
interpreted as the effects of the platform’s user number and
the App’s user number on the present value of profit of the s
integrated system, respectively. Apparently, the optimal L=V = (o :; »)P A; *Pp , (A.8)
solution of (A.1) is (p+6p)(p+8,)—xPB
p=aVi, A2 1
p = (4.2) h=o (2 +y?8). (A.9)
uy =yVi,. (A.3)

Substituting (A.2) and (A.3) into the objective function
in (A.1), the HJB equation can be rewritten as

pVy = (PP +pVy, - 5PV1x)x +(PA + .V, — 5AV;}/)J’

1 2 * \2 1 2 * \2
+50C (le) +EV (VIy) .
(A.4)
We guess a linear value function as
Vil y)=lx+hLy+1, (A.5)

where [}, I, and I; are the undetermined coefficients. Thus,
Vi, =1, and Vj =1,. Substituting these two partial deriv-
atives and (A.5) into (A.4), we have

plix +plyy + ply = (pp + Bl = 8ply )x + (pa + 6l = 0,4L)y
1 1
+ 50621% + E)}zlg
(A.6)

It follows that we have a

{ ply = pp + Pl = pl

system, ie,

pl, = py +«l; — 8,41, . Solving this system yields
ply = 172871 +1/2y°L;

Substituting (A.7) into (A.2) and (A.8) into (A.3) yields
(10) and (11), respectively. O

Proof of Proposition A.2. Part (i): Substituting (10) into (4)
and (11) into (5) yields

{ X' (8) = aujp + xy (t) — Spx (1), x(0) = x4 >0,
(A.10)
Y (t) = yus, + Px(t) = S,y (1), y(0) = y,>0.

Solving the above simultaneous differential (A.10), we
obtain the optimal trajectories of the numbers of the plat-
form and App users, as shown in (12) and (13). Solving
x'(t)=0 and y'(t) =0 yields the unique intertemporal
equilibrium (xss, ¥1ss), as shown in (14) and (15).

Part (ii): By 0p64 — k3> 0, we have

—(0p+8,) + VA = —(0p +8,) + \(6p — 8,)° + 4KB
< —(8p+08,)+\(8p—8,) +45,0, = 0.

(A.11)

This and —(8p +68,) — VA<O imply that ¢q,<0 and
q2<0. Thus, E (xss, ¥1ss) is a stable node.

Part (iii): Substituting (10)~(13) into the objective
function in (7) and simplifying, we have
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* 2 * 2
Upp T U

2

dt

(o)
V"= Jo e P [pP(Aeq‘t + Be®' + xISS) + pA(Ceq‘t + De®' + )/Iss) -

_ pp[(A+B)p—(Aq, + Bq,)] + p4[(C+ D)p - (Cq, + Dgq,)] (A.12)
(p-a1)(p—a)

* 2 * 2
+ PrXiss ¥ PaYiss Up T U4

P 2p

Using the results in part (i), we have

A+ B = xy — Xpg5, Aqy + Bqy = =8, (%o — x155) = K(¥o = Viss)>
C+D =y, y155Cay + Dqy = =6p (yo = y1ss) = B0 — X;s5)> (A.13)
(P=a1)(p—aqz) =(p+p)(p+0a) — P

Substituting the above five equations into (A.11) and
simplifying, we obtain

[(0p84 = xB)pp +p(3pPp = BPa) X155 +[(8p04 = kB)Pa + P (84P4 = KPP)|Viss

VvV, "=
! pl(p+p) (p+8,) - xB]
(A.14)
+ [pp (p+04) + PaBlxo + [Prx + palp +8p)]yo B ufp’ + 1y, 2.
(p+0p)(p+04) - B 2p
Substituting (14) and (15) into (A.12) and simplifying, we
obtain
V.t = (64 +p)pp +BPaltsp + y[xPp + (8p + p)Paltirs
=
pl(p+6p)(p+04) — xP]
(A.15)
+ [pp(p+84) + PaBlxo +[ppr + palp +6p)]yo _ uip’ +uj, 2.
(p+0p)(p+04) - B 2p
By using (10) and (11), (A.13) can be simplified as This completes the proof. O

V.t UppUzp + Uil + UrpXo + UaYo _ Uip g,
! p o y 2p Proof of Proposition A.3. The HJB equations for (8) and (9)
(A.16)  are, respectively,

* 2 * 2 * *
_tp tUpa UppXo | H1aYo

2p o y
u +¢u2
PVszuE})a(ﬁo[prWLAPA)/_iP 5 A+V;Px((xup+Ky—6Px)+V;Py(yuA+ﬁx—8Ay)], (A.17)
* (1_¢)u124 * *
PV pa = max (1—A)pAy—f+VDAx(aup+xy—8px)+VDAy(yuA+/3x—6Ay) , (A.18)
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where Vip, = 0Vp/0x, Vip, = 0Viploy, Vi, =0V 4/
0x, and V7}, Ay = 0V} 4/0y. We use backward recursion to
obtain the stationary Stackelberg equilibrium. We first find
the optimal advertising effort of the App (follower). Clearly,
the optimal solution to (A.16) is

YV*DA
Uy (x»y|”P’ ‘/’) = 2,

o (A.19)

Vpp =  max

up (£)20,0()=0 J 0

s.t. (4) and (5).

up>0,9>0

* 1
pVDP = max |:pr + APA)/ - El/li - m

The optimal solution of (A.19) is found to be
up =aVip., (A.22)

* 2V*DP _V*DA
Pp = % (A.23)
2VDPy +Vp Ay
Substituting (A.20) and (A.21) into the objective func-
tion in (A.19) yields

PVpa = (ﬁVI*DAy - 8PV1*)Ax)x + [(1 ~Dpa+eVpa, — SAVl*)Ay]y +

We guess two linear value functions as follows:

Vip (%, y) = myx + myy +mj, (A.26)

Via (% y) =vix+ v,y +vs, (A.27)
where m;, m,, ms, v;, v,, and v; are the undetermined
coefficients. Thus, Vi, = 0Vpp/ox =my, Vip, =0Vi,/
0y =my, Vi =0Vp,/ox=v;, and Vi, =0Vp,/
0y =v,. Substituting Vi,p, =my, Vip, =m,, Vi, =,
and (A.24) into (A.22) and using the method of undeter-
mined coefficients, we obtain

_ _ (p+34)pp+ABPa
N I A
AMp+4 +
mz — VDpy — (P P)pA KPP (A29)

(p+8p)(p+684)—xB

J»oo e‘Pf[pr(t) +Apuy(t) —%ulzj (t) - 5
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Substituting (A.17) into the objective function in (8) and
simplifying, we rewrite the platform’s optimization problem
as

t «
[l#q))(t)]zyz(VDAy)z]dt, (AZO)

Thus, the platform’s HJB equation is

yv

2y 7%
N DA
£ zYz(VDAy) +Vppy (aup + ky = Opx) + VDPy<1_¢y + fx - 8Ay>].

(A.21)
PVip = (PP + ﬁVI*DPy - 8PVZ)PX)'X +(APA + &V ppy — ‘SAVpr)J’

[2 (1 - ¢p)Vip, - <P§SVBAy]
2(1- gp)’

2 * 2
« (VZDPx) +Y2V;Ay

(A.24)

Substituting (A.17), (A.20), and (A.21) into the objective
function in (A.16), we have

2 * 2
1%
M + (XZV;)PxVI*DAx' (A.25)
2(1-¢p)
Similarly,  substituting  Vpp,. =m;, Vi, = v,
VBAy =v,, and (A.25) into (A.23) yields

Vi =Vpax = ,
' A (p+0p)(p+04)— KB

vy = Vpay = (=D (p+ )P (A.31)

(p+8p)(p+84) - B

By substituting (A.26) into (A.20), (A.27) and (A.29) into
(A.21),and (18) and (A.29) into (A.17), we get (17)-(19). [

Proof of Proposition A.4. The proofs of parts (i) and (ii) are
similar to those of parts (i) and (ii) in Proposition 2
(omitted). Next, we show part (iii).

Using Footnote (The condition 8pd4 — «f3 > 0 guarantees
that xpgs and ypgs are positive.), substituting (17)~(23) into
the objective function in (8) and (9), respectively, and
simplifying, we obtain
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* k2

v I A0t 4 Belt 1 Bt | Pkt upp” +9 up, d
pp (X0, ¥o) = . © PP( e’ + be +xDSS)+ PA( e’ +De™ + ypg ) > t

_ (850, = xB)pp +p(3ppp = ABPa) % pss +[(8p04 = KB)APA + p(A04 P4 = KPP)] Vs
pllp+3p)(p+04) - xB]

+ [pp(p+04) + ApaPlxo + [ppk +Apa(p+8p)]yo ”DP + ¢ Up, ’
(p+0p)(p+84) — KB 2p
_ a[(84 +p)pp + ABpalupp + y[rpp + (8p + P)APalupa (A.32)

pllp +3p)(p+384) — xB]

[PP (p+3,4) +ApaBlxg +[ppr+Aps(p+8p)]yo ”DP + ¢ up,
(p+3p)(p+0a)— KB 2p

a[(8, +p)pp + ABPAlupp _ Upp” Ty 2xpp + (1 +4)(dp + P)PAu*
pllp+06p)(p+8,)—xB]  2p  "dp[(p+0p)(p+04)—xB] P

[PP (p+34) +ApaBlxo +[ppr+Apa(p + 5P)])Vo
(p+0p)(p+8,4) — KB

and
v - —pt It 9t S
pa (X0, ¥o) = JO e [(1 - Mpa ( e + De +)’Dss) (1-¢ )EuDA dt
—pBxpss +[(p + 3p)04 — kBl ¥pss
=(1-7
G (o 8 (p v 04) - of]
_ (p+8p)yo + By 1
+(1 /\)pA(P"'(SP)(P"'aA) _ Kﬁ ( ¢ ) uDA (A.33)
apupp + ((p +p))yups (1 =9 )up, ’ Bxo +(p+8p) 0
=(1-1 - 1-1
CVPCo o) -s 20 VPG s (e e, o
_(=Vp, [2aBupp +y (p+ 0p)up,] +(1-A)p Pxo +(p+ 8p)y0 '
2p[(p +3p) (p+04) — xB] A(P+5P)(P+5A) - &P
Subtracting (17) from (10) and (19) from (11), we have Using (1917), (A.32), and (A.33), we can simplify (A.30)
(1-Vafp and (A.31) as follows:
Upp — Upp = 4 (A.34)
(p+8p)(p+084) - P
e e (=N (p+3p)ypa
B (R BICETAET: .
*x 2 *
* _Upp “DA [PP (p+84) + ApaBlxo +[prk +Apa(p +8p)]yo
Voalko o) =574, (p+0p)(p+04) — B ’

(A.36)
(p+9p)yo + Pxo _
p+0p)(p+0,)—xp

U, —ur U, —u
p ~ Upp_ 1A~ Ypa
Upp +

Va (%05 ¥o) = upa +(1- )‘)PA(
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It yields (24) and (25). Clearly, (26) follows from (24)
and (25). O O

V4 _ (ugp — 2upp)Ouupp/OA + (g, — 2up,)Oups /O pa[Bxo +(p+ 8p)yo]
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Proof of Corollary A.1. Part (i): By the comparative static
analysis related to Proposition 3, we have ouj,,/01 >0 and
ouj, ,/0A > 0. It follows from (24) that we have oV },/0A > 0.

Part (ii): Differentiating V'}, , in (25) with respect to A, we
have

(A.37)

oA p

where

—(p+34)pp+(1-21)Bp,
(p+3p)(p+84) — B

—y —M(p+0p)pa—KPp
(p+0p)(p+0,) —xB

by (10), (17), (11), and (19). Since A>1/2, we have
ujp —2upp < 0. Thus, 0V, ,/0A <0 by part (i).

Part (iii): Differentiating V7, in (26) with respect to A and
simplifying, we obtain

OV, _ Oupp/od (urp — upp) + Oup/OA (ury — )

oA p

* 2* _
Upp —2Upp = &

(A.38)

* 2 *
Upp — 2Upy

(A.39)

Using (A.32) and (A.33) and 0<A<1, we have
ujp—upp >0 and uj,—uj, >0. It follows that we have
0V}/0A >0 by ouj,p/0A >0 and ouf,,/01 > 0. O

(p+3p)(p+34) —xp’

Proof of Proposition A.5. Part (i): Comparing (17) with (10)
and (19) with (11), we have uj,, <ujpand uj,, <uj, by A<1.
Part (ii): Comparing (22) with (14) and (23) with (15), we
have Xpss < X1ss and YDss SyISS by A<,
Part (iii): Subtracting (26) from (16) and simplifying, we
obtain

2 2
Ve = (urp — upp)” + (ujs — py) >0,

2 (A.40)

O

Vi -

Proof of Proposition A.6. We begin with solving the App’s
problem for the optimal advertising effort u,. Given the
platform’s any advertising effort up and the contract (¢, ¢),
App’s HJB equation is

. 1 1 . .
PV (%003 9.9) = max| (1 =Npay =35 (1= @)y =5 ¢uip + Vi, (attp+ 5y = 3px) + Vi, (yta + fx = 0,47) |, (A4D)

where Vi, = 0V}, /0x and Vi, = 0V}, /0y. Clearly, the
optimal solution to (A.36) is

YV;)A y

o (A.42)

uy (%, y; ¢, 9lup) =

PpX +Apsy -

PVBP (%0 Yo; $> ) = max

up>0

where Vi, = 0V},p/0x and Vi,p, = 0V },p/0y. The optimal
solution to (A.38) can be found to be

+V hpy (atip + Ky — 8px) + V*Dpy<

Substituting (A.37) into the objective function in (27),
the HJB equation of (27) is

(1 - (p)1 2 14 2 *
2 Up 2(1- ¢)2Y (VDAy>2
, A.43
)/ZV* ( )
DA
g tPxo ‘SAy)
up = % (A.44)
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Substituting (A.39) into (A.38), we have
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PV e (X0> o3 65 9) = (PP + /3V1*)Py - 6PVl*)Px)x +(’1PA + .V ppy — 5AV1*)Py)J’

2 * 2 * * o (A45)
o (Vppe) [2(1 = P)Vpp, + (pVDAy]y Vbay
2(1-9) 2(1- ¢)° '
Substituting (A.37) and (A.39) into (A.36) yields
PVpa (%0 Yoi §: 9) = (ﬁVI*)Ay - 6PVBAx)x + [(1 ~Dpa+KVpa — 8AVZ)Ay]y
2 * 2 % N P (A46)
Y (VDA;V) + [2Vpax =@ (2Vpa, +1)]a VDPx_
2(1-9¢) 2(1- ¢)°
= (1-MBpa
We guess two linear value functions as follows: wy = Vpax = (p+05)(p+0,) - P (A.51)
Vip (%, 754, 9) = s1x + 5,7 + 53, (A.47)
7 (1= (p+3p)pa
v,=V = . (A.52)
Via(%yi¢9) =wx+wyy+w;,  (A48) PP T (0 +8p) (p+8,) - KB

where sy, 5, 53, W, w,, and w; are the undetermined co-
efficients. Thus, Vi, =5, Vip, =55 Vpa =w;, and
Vhay = w,. Substituting Vi, =51, Vip, = 5, Vipu, = wy,
and (A.42) into (A.40) and using the method of undeter-
mined coefficients, we obtain

7 (p+04)pp +ABPa
= = 5 A.4
Vo T G 5 (p v 8,) - KB (A4
T Ap +3p)pa + kpp
=V = . A.50
"=V 0r S (5 (p + 64) - B (430
Similarly,  substituting ~ V}p, =5, Vpa = Wi

VEAy = w,, and (A.43) into (A.41) yields

Vip (%0 701 8", 9") = J.o eipt[PP(Aeq't + Be®' + xISS) + )LPA(Ceq't +De®' + )’Iss) -(1- ‘P*)E”;P

Substituting (A.44) into (A.39), and (A.47) into (A.37)
yields (29) and (30), respectively. O

Proof of Proposition A.7. Let ujp(¢, ¢)=ujp and uj,, (¢,
@) =uj,, where uj,, (¢, ) and uj,, (¢, ¢) are given by (29)
and (30), and uj, and uj, given by (10) and (11). Solving this
system vyields (31) and (32). O

Proof of Proposition A.8. Since uj,, (¢*, ¢*) =ujp and uj,,
(¢*, ¢*)=uj, by Proposition 7, we have xpgs (¢*, ¢*) = x5
by (14) and (22) and ypgss (¢*, ¢*) =y1ss by (15) and (23).
That implies the steady-state of the user number under the
contract (¢*, ¢*) is the same as in the integrated system.
Therefore, substituting (10)~(15), (31), and (32) into (27)
and (28), respectively, and simplifying, we obtain

1 2 *1 * 2
—guiu,A dt

a[(84 +p)pp + ABPalusp + y[Kpp + (8p + P)APA]us,

pl(p+8p)(p+8,4) - xP]

+ [pp(p +84) + ApaPlxo +[prk + Apa(p +0p)]yo _ (1-¢")upp’ +9"uj,

* % 2

(p+3p)(p+384) — KB

2 (A.53)

af(p+384)pp + ABpaltrp + y[xpp +A(p + 8p)Palra

2p[(p +8p) (p +84) — KB]

+ [(p+34)Pp + ABPAlxo +[kpp +A(p +3p)Palyo

(p+8p)(p+8,4)—xP
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and
* * % * —pt q,t qt (P*u}sz"'(l_(/S*)u;Az
Vi (X vo; 909 )=IO e[ (1=2)pa(Ce™ + De® + y5) - 5 dt
aPurp + (p + Op)yura
=(1-21) P
PAolp+ 07) (0 + 0,) ~ 8]
(A.54)
F(1-Mpy Bxo +(p +8p)y0 B (1- ﬁb*)”;Az + ‘P*”;P2
(p+8p)(p+0,) —xP 2p
_ (A =Dpa[apusp +(p+ Op)yual F(1-Mpy Pxo + (p+0p)yo .
2p[(p +3p) (p +04) — xB] (p+0p)(p+04) — KB
By (19) and (11), we have Using (17), (A.32), (A.33), and (A.50) to simplify (A.48)
d (A.49), we h
214* _u* =y A(:D-'-(SP)PA-’-KPP ) (A55) an ( ) we have
pa- T (p+0p)(p+384) —xB
. v es USUT 205, —ur U
Vo (X0 01 0" 9°) = D;pIP_’_ (2up, > 1A)%1a
(A.56)
+ [(p+04)pp +ABp4lxo +[xpp +A(p +p) P4l Vo
(p+0p)(p+0,)—xP
Via (%0 0397 9") (A.57)
Using (A.51), (A.52), and (16), we have
* £k * ey _ U Ui’ upp Upa *
Vip (%0 Y0187 97) + Vipa (%0, yoi 675 97) = T + o Y0 + 7)’0 = V7 (%0 ¥o)- (A.58)
O
Proof of Corollary A.2. By (18) and (19), we have duj,p/01 >0
and ouj, /oA > 0. Thus, we get
OV pp (%0, Y0187, 9") _ UpOtipp/OA + 2u1 1 Ouyy ,1OA + Bpaxo+(p+0p)Payo 50
oA 2p (p+0p)(p+0a) KB~
(A.59)
OV pa (X0 yo: ¢ ") _ —u1pOupp/OA — 2up,0up,/OX 4 [Bxy +(p + 8p)yo] <0.
oA 2p (p+8p)(p+04) - KB
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Proof of Proposition A.9. Part (i): subtracting (24) from (34),
simplifying and using Remark 2, we have

Ve (X0, 70:9"59") = Vpp (%0, %0)

* * * * * \2 (A60)

_Upp (urp —upp) — (s —p,)
2p '

Thus, Vip (@7, ¢*) > V5, (¢7, 0) is equivalent to the first
inequality of (36). By (10), (11), (17), and (19), the first
inequality of (36) can be simplified as the second inequality
of (36).

Part (ii): Subtracting (25) from (35) and simplifying, we
have

Via (%05 ¥0;5 8" 97) = Vi (0 o)
(A.61)

_ (u1p = upp) (urp = 2upp) + 2 (7, — tps)°
2p '

Thus, Vi, (6%, %) 2V}, (¢, 0) is equivalent to the first
inequality of (37). By (10), (11), (17), and (19), the first
inequality of (37) can be simplified as the second inequality
of (37).

Parts (iii), (iv), (v), and (vi) can be derived directly from
parts (i) and (ii), so the relevant proofs are omitted. 0 [
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