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Examining Net Neutrality Regulations for Subscription-Based Content

Previous investigations of the economic issues surrounding net neutrality have assumed that content
providers on the Internet obtain their revenue solely via advertising. While some businesses need not
obtain revenue from consumers directly, an enormous number rely on either direct sales or a subscription
model. | use a Hotelling model of competition with congestion to explore how a direct connection
between content providers and consumers might change the incentives for all involved. | show that while
priority service can increase efficiency, if the Internet Service Provider can charge for priority it has a
strong incentive to distort the content providers' market and little incentive to increase investment. As a
result some kind of regulation is surely needed but strict net neutrality seems unjustified.

Modeling Net Neutrality with Congestion and Competition for Advertising Revenue

How we choose to route information on the Internet has strong implications for everything from content
creation to investment in infrastructure. Of particular interest are the policies of so called last-mile
Internet service providers who deal directly with consumers and are often near-monopolies in their
geographic area. A number of these service providers have been lobbying for the ability to offer priority
service directly to content providers, essentially charging a fee for preferred access to their consumers.
Content providers who rely on advertising are particularly vulnerable to this kind of intervention because
the quantity of traffic is directly proportional to their income and they have no other way to get to
consumers. | use a Hotelling model of competition and an M/M/1 queuing model of traffic to explore
how such prioritization might change the incentives for everyone involved.



