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The Market Mechanism for Protecting Consumer
Information and the Welfare Effects of Legal Arrangement

ZHANG Jianhu LIN Ping’
(Shandong University)

Abstract: In a two-dimensional Hotelling model, we attempt to analyze the market mechanism and
the impacts of legal intervention on consumer surplus and social welfare. The results show that, first, if
the privacy costs to consumers are relatively low, firms in equilibrium will provide price discount to attract
consumers so as to gather and utilize consumer data, while if the privacy costs are relatively high, firms
then switch to non-price competition by protecting consumer data but raising product prices. Second, un-
conditionally prohibiting use of consumer data may either raise or lower consumer surplus/social welfare,
because of the lost data value to society. Third, the relatively strict “individual consent” condition under
the new law may in fact hurt consumers, as firms are able to pass on the marginal compliance costs to
consumers.
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