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Abstract

Online personalization services belong to a class of economic goods with "no-free-disposal” (NFD)
property, where due to privacy concerns more services is not always preferred to less. We examine
vendor strategies for a market with heterogeneous consumers and where the vendor can also "buy"
information through coupons or side-payments. Counter to intuition our results suggest that the
market is covered in all cases when a variable services-only contract is offered and in some cases
(vendor has high marginal value for information) when a variable services-coupon strategy is pursued.
Interestingly in the former case consumer surplus is maximized even if the vendor is a monopolist and
the market is never covered under fixed services strategy. However, under both fixed services-only
and services-coupon strategies the vendor serves the same subset of the market even if producer,
consumer and social welfare are all higher with coupons. When the market is served by a vendor with
a not-so-high marginal value for information, the optimal strategy is a bunched-solution. This
solution is superior to all other contracts such that convenience-seekers receive a services-coupon
menu, intermediate types get a fixed-services contract while others (with the highest privacy costs in
the market) are not served. Interestingly, our results recommend that it is optimal for the vendor to
offer coupons to consumers who value personalization over privacy; this is counter to the commonly-
held view that couponing is effective as a tool to attract privacy-seekers in the market.
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