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Introduction

Introduction

@ Two-sided markets are growing in importance and
attention.

@ Economics literature has focused on pricing.

@ | discuss the role for exclusionary and predatory behavior
In two-sided markets.
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Introduction

Overview

o
Q

What is a two-sided market?

Economics of 2SM:
@ Why does it matter?
@ Market power.

Predation.

Exclusive deals, foreclosure.

The no-surcharge rule in card markets.
Conclusion.
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What is a 2SM?

What is a two-sided market?

@ Two groups of agents that wish to interact.
@ Example: buyers and sellers.

Agents interact through an intermediary, or platform.

There is some externality between the two groups,
a network effect

@ EXx. Buyers care about how many sellers join the platform,
and/or vice versa.

@ Examples: Newspapers, search engines, eBay, operating
systems, payment cards eftc.
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What is a 2SM?

Definition Issue 1

@ A market is one-sided if the wholesaler sells a product to

the retailer and is indifferent to whether the retailer sells or
not.

@ Is every market two-sided?
@ Yes, every market is two-sided! (to me)

@ Two-sidedness is a continuum.
@ We should focus on how important two-sidedness is in

determining outcomes, not on whether or not it is
two-sided.
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What is a 2SM?

Definition Issue 2

@ Amazon buys books wholesale and sells retail.
@ One-sided!

@ Amazon Marketplace is a platform for buyers to reach
sellers.
@ Two-sided!

@ Whether a market is two-sided or not is a choice of the
platform firm.

We should discuss two-sided sirafegies rather than two-sided
markets.
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Economics of 2SM

Why does 2SM matter?

Pricing

Externality:

Agents on one side make their decisions without accounting for
the benefits to agents on the other side.

@ The platform firm DOES take account.
@ Pricing reflects costs and demand on both sides.

@ Prices may deviate from one-sided outcome (by a lot!)
@ Some platforms set prices to zero (or lower) on one side.

@ Social planner prices deviate also.
@ P =MC usually not optimal.



2SMD E X%

HE2SMMAEEMN?

{H4& 5% E

MBED—FHDERIE, TO—ADERDERZEET DS
BERREZTTO

@ JIUNIA—LEXRBR(REBDOERZ) 8T EEIT S

o g;%yw;r—AE%%%l:J:é)W’é%&i(iﬂﬂﬁ@%)ﬂtﬁ'ﬁ%&&ﬂﬂ&

@ MHERIEF—ADEFAEDEEIDIFENS (REQ) FEBT S ENHSH
@ —AHADLUFEEADEHKEELO(HANIZENLUT)ICHRETHTIvbT4+—

LEXELFETS
Q ggté‘g%h“ﬁ?f’d’éi%é(:li)*i%ﬂ‘]l:%iu\ﬁﬂ%lilﬁﬁﬁﬁb\fo
A€ G

© [fifE = RAEFE L (HEMID) ZBETIXELES



Economics of 2SM

Why does 2SM matter?

Competition

@ When platforms compete, typically one side single-hnomes
and one side multi-homes.

@ Readers use one newspaper, retailers appear in both.
@ Consumers use one card, merchants accept multiple cards.

@ Platform has monopoly power over multi-nomers for
access to single-homers.

Implication
@ Lots of competition for single-homers.
@ Very little competition for multi-nomers.
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Economics of 2SM

Market Power

@ Suppose a firm sets high price on one side, but low price
on the other side, and earns zero profit.

@ Does this firm have market power?

@ Can a firm have market power on one side but not the
other?

@ How we think about this question depends on the practice we
are considering.

@ Unilateral actions may require different analysis than merger.
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Economics of 2SM

Unilateral actions.

@ Suppose a firm engages in an anticompetitive exclusive
deal and defends itself by saying that it does not have
market power since it must spend all of its rents lobbying
the government and earns zero profits.

@ We would probably not regard this as a good defense.

@ The source of market power rarely provides a defense for
exploiting market power.

@ Similarly, a platform firm that faces a competitive market on
one side does not naturally provide a defense for the
exclusionary behavior on the other.

Exclusionary behavior.

Analysis of market power for exclusionary behavior can often
be (mostly) one-sided.
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Economics of 2SM

@ A merger between platforms affects the strategies on both
sides simultaneously.

@ Such a merger would require explicit accounting of “total”
market power on both sides.

@ Forinstance, we want to do a market simulation
accounting for all effects on both sides of the market.

Analysis of market power for a merger between platform is
inherently two-sided.
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Economics of 2SM

Lerner index in a two-sided market.

@ What is the Lerner Index when price is below cost?

@ We can compute the Lerner Index for the 7u// price to both
sides per transaction, relative to ful/ cost.

@ But ful/Lerner Index can be hard to define.

@ What it is the joint revenue and cost per
advertiser-consumer interaction for a newspaper?
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Economics of 2SM

Correct Lerner index for each side

@ Firm picks price accounting for positive effect on other side.
@ Treat this 25M effect as an adjustment to marginal cost.

@ We can compute the Lerner Index separately for each side
of the market, accounting for this effect.

New Lerner Index

_ (P-C-25M effect)
p

L
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Economics of 2SM

Issues with this Lerner Index

@ Advantages:
@ Conceptually straightforward to compute.
@ Always positive (but for predation).
@ Can compare platform and non-platform firms.

@ Disadvantages:
@ Does not indicate deviation from the social optimum.

@ Does not necessarily go down as number of platforms
Increase.

In many cases:

This Lerner Index will indicate the ability of the platform to act
anticompetitively in adjacent markets.
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Predatory pricing

Predatory Pricing

@ Common standard: A firm is predatory pricing if it sets
price below some measure of cost.

In a two-sided market:

A platform may set price below cost without predatory intent.

@ The legal standards to find predatory pricing are extremely
high.

@ A new defense for predatory pricing may not be very
important.
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Exclusive deals

Exclusive dealing (and foreclosure)

@ Exclusive deals in a platform context can have all the usual
pro-competitive effects.

@ Encourages relationship-specific investment. Lowers risk,
uncertainty. Etc.

@ 2SM offers some new anticompetitive motivation for
exclusive deals.

@ When is the interaction between 2SM and exclusive deals
important?

@ Answer: For some, but not all, exclusive deals signed by
platform firms.
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Exclusive deals

Example: Dallas Newspapers, 1989

@ Dallas Morning News signs exclusive deal with content
syndicate (especially comic strips).

@ Dallas Times Herald sues for antitrust violation.

(unsuccessfully)

Newspaper is a platform for advertisers and readers.

Contract is with a 3rd party quality provider.

@ Raises quality to consumers with respect to rival.

@ This strategy can make sense whether or not advertising
market responds.

@ 2SM not central to understand contract.
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Exclusive deals

Example: Lorain Journal (1951)

LJ reaches 90%+ of households.

New radio station license granted by FCC.
LJ signs exclusive deals with advertisers.
DOJ sues for monopolization (successfully).

Media market connects advertisers to readers.

Contract with one side creates barrier in the media market.
2SM is source of market power,

But any large buyer can create entry barriers via contracts.

2SM matters here, but is not central to understand the
contract.
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Exclusive deals

Example: Merger of Time-Warner and TBS, 1996

TW provides cable service. TBS controls CNN.

FTC: Merged firm may deny CNN to rivals of cable
(i.e. satellite).

Cable system connects channels (sellers) to viewers
(buyers).

Contract with premium seller attracts buyers, and thus
hurts competitors.

Contract makes sense only because of 25SM environment.

2SM is central to understand this case.
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No-Surcharge Rule

No-surcharge rule

@ Card companies have signed agreements with merchants
imposing NSR.

@ Under NSR, merchants may not steer customers among
card products by surcharging or discounting.

@ Recent US policy:

@ Settlement between DOJ and MC/Visa last summer allows
discounting.

@ Fed regulation under Financial Reform Act makes some
discounting legal.

@ Proposed settlement between merchants and MC/Visa
allows surcharging.

@ UK, Australia, others allows surcharging. More policy
coming ...
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No-Surcharge Rule

Antitrust of NSR

@ Pro-competitive explanations

NSR supports interchange fee, which is pro-competitive.

NSR prevents price discrimination by retailers against card
customers.

NSR prevents free-riding by merchants on special customer
acquisition by card companies.

@ Anti-competitive

NSR prevents entry by new card companies that wish to
compete via lower merchant fees.

NSR gives card companies market power to raise fees to
merchants.
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No-Surcharge Rule

NSR and 2SM

Card company connects merchants to consumers.
Consumers typically single-home (use basically one card).
Merchants typically multi-nome (accept many card types).

Surcharging is a step towards single-homing for
merchants.

NSR should lead to a much more competitive market for
merchant side.

No-Surcharge Rule:

NSR can be interpreted as a way to prevent single-homing.
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No-Surcharge Rule

Comparison

Exclusive deals: No-Surcharge Rule:

Turns multi-homers into Turns single-homers
single-homers. iInto multi-homers.

@ Can both be exclusionary?

@ Turning the market to single-noming works when you have
a very strong position, and can successfully exclude
competitors.

@ Also, card companies value ubiquity, which could be
compromised under single-homing with competition.
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Conclusion
Conclusion

@ 2SM markets bring up new issues in predatory and
exclusionary behavior.

@ 2SM offers a new explanation for seemingly predatory
behavior.

@ A platform that encourages either multi-noming or
single-homing may be exclusionary, depending on the
circumstances.
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