
Search and Obfuscation on the 
Internet 



  

• Slides based mostly on  

 “Search, Obfuscation, and Price Elasticities on 
the Internet,” Ellison and Ellison, EMA 2009 

 

• But also relevant:  

“A Model of Add-on Pricing,” Ellison, QJE 2005 

 

 



How do retailers respond to advent 
of low-cost price search? 

– To study, researchers can chose an internet 
industry where price search had just become very 
cheap and easy through a price search engine. 

– Firms should have a collective incentive to raise 
search costs. 

– Effect of internet technologies on search frictions 
not unambiguous---firms can also use these 
technologies to frustrate search. 

– Will focus on one particular obfuscation strategy:  
add-on pricing. 



A price search engine 
specializing in computer 
components and electronics 

Click through, and you 
are given additional 
categories.  
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The Pricewatch Universe 

Price prominently listed. Firms 
are ranked by price.  

Predifined 
category: 128mb 
PC 100 memory 
modules 
 
Category is fairly 
narrowly defined, 
but not defined in 
terms of quality, 
warranty terms, 
etc.  
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What could firms do to obfuscate? 

• Have complicated (and unattractive) return 
policies and warranty terms 

• List shipping and handling separately (and 
potentially charge a lot). (Pricewatch used to not 
list S&H on the same page & didn’t have limits. 
Some firms charge $1 +$100 S&H. ) 

• Make the prices on the websites hard to find 
(Pricewatch added a “buy it now” button.  

• Offer add-ons, upgraded products, etc. 

• Pricewatch tries to fight against these strategies.  



The Pricewatch Universe 

“Add-on 
pricing”. 
 
British term 
“drip 
pricing” 

More upgrade, high 
quality 
 

Somewhat upgrade, 
Medium quality 
 

Advertised, low quality 

Can’t search for these!!! Must visit each website. 
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Our Data 

Rank of low  quality 
product 
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Our Data 

• Scraped price & product information for a year 
• Got sales information from market participant 
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Demand Estimates 
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Demand Estimates 
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Demand Estimates Sales of all quality levels 
respond to rank of lowest.  

All seems 
pretty 
standard 

We can estimate characteristics of demand and also calculate own & x-price elasticities.  
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Demand Estimates 
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Demand Estimates 

Enormously elastic 
demand for easily 
searchable low quality 

Not nearly as 
elastic 
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Demand Estimates 

• When calculating these elasticities, effect of 
rank subsumed in price effect. 

• What do we expect an elasticity matrix for 
close substitutes to look like? 

• X-price, pos, not sig., with two exceptions: 
– Demand for med & high quality    as p of low 

quality, despite the fact that they’re close subs. 

– Evidence of effectiveness of add-on pricing: 
Consumers find these products through low-
quality one.  



Observations on Demand 

• Bertrand suggests paradox 
– Own-price elasticity -25  (low quality)   

• Add-on pricing 
– Reduction in rank of low quality increases sales of higher quality. 

(Neg x-price elasticities in first row.) 

• Search frictions 
– Less elastic demand for medium and high quality. Low q 

demand more price sensitive.  

• Adverse selection problem 
– Reduction in rank of low quality increases sales of higher quality 

less than it increases sales of low quality. X-price elasticities in 
first row not as large as own-price mix of consumers’ changes as 
your rank changes.  

• Why don’t all firms just charge well below cost to attract 
customers and then get them to upgrade? 



Evidence on Markups 
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Evidence on Markups 

• Compare actual markups w/ those implied by 1) estimated elasticities; 2) estimate 
elasticities & adverse selection term. 

• Confirms that profits from add-on strategy do not just get competed away 
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Comments on Markups 

• Low quality markups very low 

• Medium and high quality substantially 
higher 

• Overall markups higher than naïve 
expectation based on price elasticity 



Conclusions 

• Price search can lead to super elastic demand 
and potential for Bertrand paradox. 

• In addition to facilitating price search, the 
internet can also facilitate sales strategies 
that frustrate price search (like add-on 
pricing). 

• Add-on pricing leads to higher prices through 
equilibrium effects of adverse selection. 
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