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Abstract

Although practitioner research in Information Systems has touted the relevance of online payment systems as a crucial element for success of e-commerce business models, the strategic needs for adopting online payment systems are still unclear to most firms. This research studies how one characteristic of online payment systems – timing of payments vis-à-vis consumption - may be used strategically by firms to compete in the market for information goods. In this research, we incorporate consumer “mental accounting” (MA) from Behavioral Economics literature into firm level pricing models. Contrary to the predictions from traditional microeconomic theories, results from our game theoretic models show that when consumers are assumed to maintain mental accounts, online payment systems do offer strategic differentiation advantages to firms in a duopolistic market for information goods. This influence is even more magnified when level of customization of information good is an additional factor for differentiation between the two firms. Two experiments are further designed to evaluate and theoretically extend the analytical findings. In the experiments, sellers compete against one another in a simulated buyer market that exhibits different levels of MA characteristics. We expect some deviations from the equilibrium results in the experimental settings due to the firms’ preferences for fairness and greater market share. The analytical and empirical results of this study will not only offer insights about the strategic importance of online payment systems to firms competing in the market for information goods but also provide an explanation as to how economic and behavioral aspects of digital consumption may interact with one another. 
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