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• Talk today based mostly on  

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

 

• Will also touch on  

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

 

 



Motivation for E&E 

• Wanted to know how retailers responded to the 
advent of low-cost price search 
– Chose an internet industry where price search had 

just become very cheap and easy through a price 
search engine 

– Effect of internet technologies on search frictions not 
unambiguous---noticed that firms engaged in add-on 
pricing strategies to escape the Bertrand paradox 

 

• Interested more generally in how add-on pricing 
strategies affected demand and competition 



The Pricewatch Universe 
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Demand Estimates 



Demand Estimates 



Demand Estimates 



Demand Estimates 



Demand Estimates 



Observations on Demand 

• Bertrand paradox 
– Own-price elasticity -25 

• Bait and switch/loss leaders 
– Reduction in rank of low quality increases sales of higher 

quality 

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

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

quality less than it increases sales of low quality 

• Consistency across products 
– Results not shown here but in paper 



Evidence on Markups 
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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 
customer mistakes and equilibrium effects of 
adverse selection. 


