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ADbstract: We compare social welfare and business profitability between
proportional and unit fees that are widely used in platform markets, retailing,
technology licensing, and taxation. If the demand is super-convex or constant elastic,
then proportional fees weakly improve welfare. If the demand is super-convex, then
proportional fees improve welfare if there is sufficient competition among networks.
Allowing merchants to multi-home on competing networks further increases the
likelihood of welfare improvement. The conditions for welfare deterioration are also
identified  For profitability, while a monopoly network always benefits from
proportional fees, competing networks may be hurt. If network competition is weak,
the supply chain (i.e., all networks and merchants combined) gains if and only if
consumers also gain. If network competition is strong, the supply chain always loses
after switching to proportional fees. In that case, networks and merchants may each
gain or lose, but they can never both gain.
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