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Measuring market power in multi-sided markets

Note by Kate Collyer, Hugh Mullan and Natalie Timan"

1. Introduction

1. This short paper was submitted to the Hearing on "Rethinking the Use of
Traditional Antitrust Enforcement Tools in Multi-Sided Markets", that was held by the
OECD Competition Committee on 22nd June 2017 in Paris. The submission focuses on
the topic of “measuring market power in multi-sided markets”. It is intended to provide
practical and pragmatic suggestions for economists in competition authorities. The paper
draws operational conclusions on how to adapt existing enforcement and merger
assessment tools to address some of the challenges posed by multi-sided markets.

2. The first section of the paper sets out some important features of multi-sided
markets, including indirect network externalities, single-homing and multi-homing, price
structure and tipping. The second section provides some practical steps in assessing
market power in multi-sided markets and the final section sets out some measures of
market power, and how they may need adaptation in multi-sided markets.

2. Features of multi-sided markets

3. Multi-sided markets are platforms that match two or more groups of customers.
Evans and Schmalensee (2007) define multi-sided platforms as having (a) two or more
groups of customers; (b) who need each other in some way; (c) but who cannot capture
the value from their mutual attraction on their own; and (d) rely on the catalyst of the
platform to facilitate value creating interactions between them.

4. This section sets out some key features of multi-sided markets that may be
important to an assessment of market power.

2.1. Indirect network externalities

5. As the definition makes clear, indirect network externalities (INE) are an
important feature of multi-sided markets. The benefit one side of the market derives from
being on the platform depends on the number of customers on the other side of the
market, and vice versa.' As a result, the demands of each group of customers are
interlinked and this generates feedback loops between them.

* Kate Collyer is the Deputy Chief Economic Adviser of the Competition and Markets Authority
(“CMA”) in the United Kingdom. Natalie Timan is Director of Economics at the CMA. Hugh
Mullan is Assistant Director of Economics at the CMA. The views expressed are personal to the
authors and all errors, omissions, and opinions are their own.

! For example, the more businesses that join a platform, then the more consumers find that
platform to be attractive; and the more consumers join a platform, then the more businesses find
that platform to be attractive. In addition, the platform may allow advertisers to promote
themselves to consumers (or businesses, or both), which may be a third side of the market.
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6. INE distinguish multi-sided markets from other markets such as a vertical supply
relationship. These INE go in both directions, but are not necessarily equally strong in
each direction. When there are strong INE in both directions, the interaction between
these INE on both sides can create a feedback loop that may have second and third and
fourth order effects. For instance, the ultimate effect of a price increase to one side of the
market could be much greater if it led to further feedback loops with participants
increasingly leaving both sides of the market as the market becomes less valuable to each
group of customers. The strength of these feedback loops may constrain the platform’s
market power and should be taken into account in any assessment.

2.2. Single-homing and multi-homing

7. The extent of single-homing and multi-homing by customers on each side of the
market is a key competitive aspect of multi-sided platforms (Rochet and Tirole, 2003). If
customers on one side only join one platform, then customers on the other side can only
access those customers by joining the same platform. Armstrong (2006) shows that this
creates “competitive bottlenecks” - with single-homing customers on one side and multi-
homing customers on the other, the platform competes aggressively for the single-homing
customers and once they are on board it earns profits from customers on the other side
who multi-home.? Below, we suggest some practical ways to identify the extent of single
and multi-homing and thereby assess market power.

2.3. Price structure

8. In a multi-sided market, the price structure reflects the interlinked demands of the
two groups of consumers and the need to get both sides on board. This often results in
complex pricing where the price to each group of consumers does not reflect the marginal
cost of supplying them.

9. To see the importance of price structure in multi-sided markets, consider the
example of a platform supplying businesses on one side of the market and consumers on
the other side. Assume that in this example consumers are more sensitive to price than
businesses. In order to get consumers on board, the platform allows them to use the
service without charge, but the businesses pay (a fixed fee and/or commission) to be
present on the platform. The platform needs to set a fee to businesses that ensures their
participation and takes account of the feedback loops between both sides of the market.
Fewer businesses will choose to use the services of the platform at higher prices and this
will redsuce the attractiveness of the platform to consumers on the other side of the market
etc etc.

% Firms compete aggressively on the side that uses a single network in order to charge monopoly
prices on the other side that is trying to reach them. Armstrong, Mark. 2006. “Competition in
Two-Sided Markets” The RAND Journal of Economics, 37(3): 668-91. As a result, competition
between platforms can have large price effects on the side of the market that uses a single platform
and little or no effect on the side that uses multiple platforms. Rysman, Marc. 2009. “The
Economics of Two-Sided Markets” Journal of Economic Perspectives — Volume 23, Number 3:
125-143.

% The platform may operate at a loss-making level for some time while it seeks to build up
participation on both sides of the market.
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10. As this example shows, the platform must be able to use the price structure to
internalise the externalities arising from the INE. Platforms will always be able to control
the price structure in markets where the two sides do not transact. However, in markets
where the sides do transact, one side of the market can reflect some of the increased costs
of doing business on the platform in the price charged for transactions. Businesses on one
side of the market may pass-through the fees they are charged by the platform to the
consumers on the other side of the market when transacting with those consumers through
the platform. This may undermine the platform’s price structure and limit its ability to
internalise the externalities by facilitating value creating transactions between the two
sides. For example, when a business passes through platform commissions to consumers,
it will not consider how this may reduce consumers’ demand for the platform’s services,
which then affects the demand of all business customers for the platform’s services. It is
only the platform which can take these externalities into account in its pricing to both
sides of the market.

11. Therefore, in addition to the complex pricing that can be a feature of multi-sided
markets, it will also be important to consider the degree of pass-through when
considering the extent to which multi-sidedness affects the behaviour of the platform.

2.4. Tipping

12. Network externalities can lead to markets tipping to one, or a few, providers. The
feedback loops that can arise when there are strong INE mean that multi-sided markets
tend to be relatively concentrated. A multi-sided market may be less likely to tip the more
differentiated the offering from competing platforms and the more that customers on one
or more sides multi-home. * Scale economies and having a critical mass of consumers
may also be important in determining the concentration of a market with platforms
because they influence their financial viability.

13. Once a market tips, the joint behaviour of consumers and businesses may mean
that the market power of the platform becomes well-established. It may take considerable
coordination by both consumers and businesses to switch to another platform to restore
competition. Such coordination may be unlikely in the absence of major technological
changes in the sector. For these reasons, establishing whether there is a ‘first-mover-
advantage’ may be important in identifying current market power and the potential
longevity and sustainability of this market power.

2.5. When the multi-sided nature of the market is relevant to assessing market
power

14. This discussion suggests that any assessment of market power in multi-sided
markets should take account of these features. The standard results from one-sided
markets do not apply directly to multi-sided markets and any assessment of market power

* However, as already noted, single-homing by customers on one side of the market but across
more than one platform will tend to lead customers on the other side of the market to multi-home.
If customers on one side increasingly single-home on very few platforms, then this would lead to
the market tipping to these platforms despite customers on the other side of the market multi-
homing across these few platforms. Therefore, it will tend to be the increasing extent of single-
homing by the side of the market with most price elastic demand for the platform’s services which
will drive tipping.
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needs to take this into account explicitly (as we show below). Many of our standard tools
for assessing market power are more complex to apply in multi-sided markets and may
need to be adapted. At a minimum, this may involve simply taking into account the
impact multi-sidedness has on the platforms’ business strategy and decisions. In the next
section, we suggest some practical steps when considering measuring market power in
multi-sided markets.

3. Practical steps when considering measuring market power in multi-sided markets

15. In this section, we identify some practical approaches which authorities should
consider when measuring market power in multi-sided markets. We discuss these
practical approaches before going on to identify measures of market power.

3.1. Understand the nature of competition and identify the market(s) where market
power relevant to the theory of harm is expected to arise

16. As a first step, an assessment of market power should start from a solid
understanding of the nature of competition in the market under consideration. It should
then proceed with an analytical framework that takes account of any important features
arising from the multi-sidedness of the market.

17. When thinking about market power and the effect of the conduct, it is important
to identify clearly the nature of competition, including understanding the extent to which
multi-sidedness with multiple consumer groups and interlinked demand affects market
power. This is most likely to be where there are (strong) INEs. For example, market
power on one side of a market may exacerbate market power on the other side, it may
support conduct on another side of the market, or it could be that the market power and
conduct are within the same market, but the conduct also affects another side of the
market. In addition, in multi-sided markets, competitive constraints on market power
may come directly or indirectly from any and all sides of a competing platform. For
example, if a platform tries to engage in exclusion on one side, a rival may be able to
respond with strategies on the other side. This suggests the need to look at all sides of the
market when assessing market power.

18. The market power we are interested in also depends on the conduct or agreement
that we are interested in. Therefore, measuring market power will be specific to the
conduct under investigation. It is important, at least from an economics perspective, that
market power, is not considered in isolation from the conduct and the theory of harm.®

® Some questions that one might ask include: (i) How does any potential market power arise in a
market that has indirect network effects and aspects of multi-sidedness? (ii) How is the behaviour
under investigation related to the market power in the relevant market? (iii) Are the network
effects and multi-sided nature of the market important to the market power? (iv) Are the network
effects and multi-sided nature of the market important to the behaviour being investigated? (v) Is
the behaviour being investigated important for the network effects in the market (e.g. foreclosure
which may lead to the market tipping permanently or preventing some potentially important
innovation).
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3.2. Take a sequential approach to measuring market power in multi-sided markets

19. Given the potential feedback loops between different sides of a market, a purist
approach may suggest measuring market power by assessing all sides of the market
simultaneously. However, this is likely to be a very challenging task and may not be
practical, or even possible. When the multi-sided nature of the market appears important,
then a reasonable and pragmatic approach is to start by using standard tools to assess
market power for each side of the market separately and then factor in the indirect
network effects by using a range of evidence and judgement. As we discuss below, care
will be needed when using and drawing inferences from our standard tools.

4. Measures of market power

20. In this section, we focus on identifying different measures of market power and
explain how these relate to the conduct considered. These measures of market power are
not exclusive to multi-sided markets. However, we explain how they may need to be
adapted when used in multi-sided markets and we identify some additional challenges
that may arise in this context and where care will need to be taken when interpreting the
results of standard measures.®

21. Any assessment of market power should be based on a thorough assessment of the
competitive constraints and in multi-sided markets it will often be necessary to use
multiple sources of evidence and always consider the linked nature of demand.

4.1. Market shares and concentration

22. Shares of supply can be a useful indicator of concentration and therefore market
power, particularly for homogenous products or services. Their usefulness depends on
how well the market is defined in the first place. There are challenges to using market
shares as an indicator of market power in multi-sided markets, particularly for platforms.

23. The first challenge is how to measure market share. It is not always clear how
shares should be computed to take account of the multi-sidedness of the market. The
pragmatic solution would be to follow the sequential approach outlined above and to
measure market shares on all sides of the platform. Market shares can then be evaluated

® As an aside we note that the cellophane fallacy presents a particular challenge when measuring
market power in multi-sided markets, outside of the context of mergers. This standard problem
may arise in any market because, in the presence of market power, prevailing prices would not
equate to competitive prices and the application of the hypothetical monopolist test to prevailing
prices is likely to lead to the relevant market being defined too broadly (i.e. including products
which are not close substitutes at competitive prices). The extent of this problem is likely to
depend on the conduct being considered. In some contexts it may be possible to identify market
power directly without initially defining a market (e.g. by looking at the relationship between price
and concentration in comparable geographical markets). The difficulties arising with the
cellophane fallacy are not particular to multi-sided markets, but may be more challenging because,
as discussed earlier, the nature of these markets means that price will often have little relationship
with measures of cost on either side of the market. Therefore, assessing a competitive price which
is related to a measure of cost is likely to be more challenging. Nonetheless, while it is important
to recognise these difficulties in assessing conduct, the measures of market power identified below
should still be useful.

Measuring market power in multi-sided markets - Note by Kate Collyer, Hugh Mullan and Natalie Timan
Unclassified



DAF/COMP/WD(2017)35/FINAL | 7

within the overall analytical framework that takes account of the nature of the linked
demands and the feedback loops. This flexible approach allows for more weight to be
attached to high market shares on one side of the market if the evidence suggests, for
example, that that side is prone to single-homing.

24. As with all markets, it will be necessary to think through which shares one wishes
to measure. For example, it will not be possible to compute value shares on both sides if
one side does not pay for using the platform. It may then be necessary to measure the
number or value of transactions to calculate market shares. The standard problem of
interpretation also arises with, for example, concerns regarding the relevance of market
shares as measures of market power in markets where services/products are
differentiated.

25. In multi-sided markets, it may be challenging to distinguish between customers
and competitors because customers on one side of the market may also be competitors to
the platform. For example, hotels that list on an online travel agent platform might also
compete directly for bookings. To take another example, third party sellers are customers
on Amazon Marketplace and might also compete with Marketplace to attract direct sales.
Care will be needed to ensure that customers and competitors are correctly identified and
captured in measures of market shares.

26. Authorities typically aim to identify longer term measures of market power (e.qg.
sustained high levels of market share) rather than measures which take a snapshot of a
market in flux or out of equilibrium. However, a multi-sided market with network
externalities may be prone to tipping and authorities may wish to intervene earlier. In that
context, care will be needed to identify whether indications of market power at a
relatively early stage in the development of the market may lead to long term market
power.

217. The challenges outlined above indicate that care needs to be taken when
interpreting what market shares and, more generally, concentration, indicates about
market power in multi-sided markets.

4.2. Margins, profitability and pricing

28. As with market shares, measures of margins and profitability can be used to
assess market power. Alongside the usual pitfalls of using such measures, multi-sided
markets present additional problems given the existence of feedback loops and the
complexity of pricing structures. Theoretical models have been developed that explicitly
take account of the linked nature of demand in multi-sided markets and could provide a
basis for measuring margins or profits. However, these models are complex and may not
be practical to implement.

29. Following the sequential approach described above, it may be more pragmatic to
measure margins or profits to each group of consumers and then take account of the
strength of feedback loops and the implications for inferences regarding market power.
This would need to be done carefully and recognising that examining margins on one side
of the market alone could give false indications of market power.

30. It may also be informative to consider changes in margins or profits over time.
For example, it may be possible to examine whether commission levels have increased
with concentration in the market, while service or quality levels, or marketing to the other

Measuring market power in multi-sided markets - Note by Kate Collyer, Hugh Mullan and Natalie Timan
Unclassified



8 | DAF/COMP/WD(2017)35/FINAL

side of the market, has not increased concurrently. This might provide an indication of
market power.

4.3. Single-homing vs multi-homing

31. The extent to which customers on one side of the market single- or multi-home
affects the single-or multi-homing choice of customers on the other side of the market.
Examining the extent of single or multi homing on each side can provide an indication of
likely market power on each side.

32. Businesses will benefit from listing on more than one platform if they can play-
off the platforms against each other or if listing on more than one platform expands the
number of consumers in aggregate. For example, a platform may be good at bringing
consumers to the market who would otherwise not participate. If, on the other hand some
consumers single home to platform A and others single home to platform B, then
businesses will find it necessary to use both platforms to reach both sets of consumers).
However, single-homing by different groups of consumers, and multi-homing by none,
can lead to market power for each platform.’

33. In markets where INEs are strong it will be important to measure the extent of
single or multi-homing on each side of the market before considering any feedback loops.
In practice, this can be done by gathering information on the following questions:

4.4. Competition in the paid side of the market

e What proportion of customers on the free side of the market single-home?
This will partially determine the extent of multi-homing on the paid-for-side. If
there is single-homing by at least some consumers, then businesses have a strong
incentive to list on that platform. Therefore, single-homing may give rise to the
platform having market power.

e What proportion of customers on the paid-for-side of the market single-
home? If all businesses single-home on one platform, it may be an indication of
market power. However, multi-homing by the paid-for-side of the market does
not imply the absence of market power if consumers single-home. This is because
businesses may need to list on more than one platform to attract single-homing
consumers.

o How important is the platform for attracting customers to the paid side? If a
business on one side of the platform could attract consumers directly, without
listing on the platform, then the platform is less likely to have market power.

" There is an open question as to whether it makes sense to find all platforms as having market
power. Furthermore, do they have market power in the supply of services to businesses (on one
side of that platform) due to the single-homing of the consumers (on the other side of that
particular platform); or do they have market power in the supply of services to the single-homing
consumers? Finally, potential market power due to consumers single-homing on platforms may not
arise if some/many consumers use tools to search across platforms — effectively multi-homing
without necessarily visiting each platform. For example, metasearch sites used in the online travel
industry would appear to support this form of multi-homing (although they appear to account for a
rather small proportion of bookings).
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4.5. Competition in the free side of market

e How important is the platform for a consumer when choosing the product it
wishes to purchase and the supplier it uses? A platform is less likely to have
market power if consumers can easily find and purchase their preferred product
through other channels.

e How loyal are consumers to one platform?

e How easy is it for consumers to search across competing platforms?

34. Information on customer behaviour and the extent of single or multi-homing can
be obtained from several sources.

o Membership data from market participants can be used to measure the extent of
overlap of consumers, or businesses, between the different platforms.

e Transaction data from market participation can be used to measure the extent of
overlap and the volume of transactions involved.

e A survey may provide a better understanding of customer behaviour on all sides
of the market and may provide insights into how they use the platforms to search
for products and therefore the true extent of multi-homing.

e \Web server data might be used to analyse user behaviour within a specific domain
or how consumers search across platforms. This could help the agency to
understand:® how many platforms a consumer visits and how often; whether the
consumer considers direct sales from businesses, and their websites, and in what
order this search occurs; how much time the consumer spends on the search and
whether the level of engagement indicates more or less market power.

e Search engine optimisation (SEO). For online platforms, a good understanding of
the platforms’ SEO strategy may help assess market power. This might include
the use of keywords and search terms and how they affect activity on the
platform. In theory, the greater the overlap in search terms, the more likely the
platforms are to target the same customers, and therefore the more likely they are
to be competing closely.

4.6. Conduct

35. Sometimes the ability to engage in the conduct may be seen as an indicator of
market power, particularly for conduct that would be unachievable or unprofitable in the
absence of market power.’

36. Clearly an important factor to consider is how the conduct may lead a market to
tip when a market is already prone to tipping due to the INE.

& We would expect platforms to collect an array of data internally to monitor how it is performing
against internal targets and against rivals. Therefore, internal documents and management
information collected during the normal course of business are likely to provide useful insights.

° For example, the use of wide MFNs by some platforms might provide some indication of market
power. On the other hand, it may be that the conduct itself impacts upon other measures of market
power. For example, a wide MFN reduces the incentive of businesses to pass-through a
commission increase into their prices on that platform and, to the extent that it is passed though, it
will be matched on other platforms. This means that the initial ‘feedback loop’, which one might
consider in assessing market power, is no longer operational due to the wide MFN.
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4.7. Barriers to entry and expansion, including switching costs as a source of market
power

37. As a final comment on measures of market power, we note that any assessment of
market power should include an analysis of barriers to entry and expansion. A firm is
unlikely to have market power in the absence of material/substantial barriers to entry, and
barriers to large-scale expansion by fringe competitors.

38. The relevant types and extent of barriers to entry may depend on the context, but
these are fairly well established. For example, one may consider the costs of entry and the
extent to which these costs are likely to be sunk following entry. One may also consider
how the costs of entry compare to the likely benefits of entry and how risky profitable
entry would be. Profitable entry may be risky due to exogenous demand and supply
shocks and/or due to strategic responses to entry by incumbents. None of these factors are
unusual to multi-sided markets, but are likely to be relevant to them.

39. A consideration in multi-sided markets is the need for platforms to establish and
market themselves to all sides of the market. The importance of this will depend on the
strength of INE on the different sides of the market. The platform will need to attract all
groups of customers and entry costs may differ for each side of the market. For example,
it may be relatively easy to get businesses to join a new platform when they only pay
usage fees and so are willing to multi-home. However, the platform may need to make
significant sunk investments in advertising and content i to attract consumers to the
platform.

40. Switching costs may also be important in multi-sided markets. Switching costs
can create barriers to entry and expansion and, if there is a first-mover-advantage, can
establish and strengthen a position of market power.

41. Switching costs may arise between platforms, or between platforms and direct
sales, due to customer habits and convenience. For example, cookies used by the platform
may mean that it is likely to show a consumer a selection closer to the consumer’s
preferences. The platform may hold the consumer’s payment card details, meaning that
these do not need to be re-entered every time a purchase is made. The platform has the
contact details of the consumer and knows other personal information, so that the
platform can contact the consumer with targeted promotions. Also, the nature of
platforms is to reduce search costs and aid comparability. Therefore, consumers may be
expected to prefer this to direct search across businesses’ own websites.

42. Technological developments may weaken switching costs as they may lead to
periods of intense innovation and businesses responding to technological changes, which
can be destabilising to established market power. On the other hand, technological
developments may also enhance market power. For example, consumers may be less
willing to shop around through organic browser searches when they have a convenient
app on their phone. Moreover, consumers may not be willing to have numerous apps on
their phones supporting similar services.

5. Assessing the strength and impact of indirect network externalities and feedback loops
43. In this final section, we provide practical suggestions for assessing the strength

and impact of indirect network externalities and feedback loops. We have proposed a
sequential approach, looking first at the market power on each side of the market
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separately, and second looking at constraints from the other side via the feedback loops.
This second step requires us to assess the strength of feedback loops to examine whether
competition from one side of the market constrains the platform in its price setting to the
other side of the market. This will help establish whether market power on one side of the
market exacerbates market power on another side or whether competition from one side
might constrain the other.

44, This second step is important because in the presence of strong INE simple one-
sided measures of market power potentially underestimate the market power of the
platform. For example, if the conduct in question undermined the ability of other
platforms to compete effectively, then the presence of strong INE could lead to rapid
concentration of the market and the exclusion of rivals. In this example, if the conduct
leads to single-homing customers on one side of the market switching, the INE may
simultaneously act to strengthen one competitor rapidly and weaken another rapidly. This
could be the case even though static market shares, or other measures, may not indicate a
position of significant market power or dominance.

45, It is also important to recognise that the potential benefits that a platform may
gain from additional customers on one (or more) side(s) of the market may not always be
large. The incremental value of gaining an additional customer is likely to vary depending
on the number of customers already on the platform. Where a platform already has many
potential members of the market on board, adding one additional business will not
increase the value of the platform to the consumer as much as when the platform had
fewer businesses on board. A platform might therefore put less effort into recruiting
customers once it is more mature. This implies that the pricing structure on the platform
is likely to evolve to reflect the benefit to the platform of additional customers and how
this may change with the total number of customers on the platform.*

46. There are two key elements of an assessment of the strength and impact of INE
and feedback loops. The first is the elasticity of demand (on all sides), which provides an
indication of the sensitivity of that group of customers to a change in the relative price.
The stronger the reaction to a change in price, the greater the impact of the feedback loop.
The second element is the responsiveness of demand (on all sides) to participation rates
on the other side(s), which provides an indication of how a response from one side of the
market to a change in price will affect demand on the other side of the market.

47. In some circumstances, it may be possible to assess the strength of the INE by
simply looking at the rate of growth of the platform and considering how growth in one
side of the market appears to give rise to growth in the other side of the market.

48. In practice, it may be difficult to measure these elements directly. However, the
following are three potential sources of evidence that may provide information on the
strength and impact of the INE and feedback loops.

® Customer data. If it is possible to collect transaction data for market participants,
it may be possible to use econometric techniques to examine past customer
responses to changes in, for example, platform prices that reveal their preferences.
This data would allow for the direct measurement of both the elasticity of demand
and the responsiveness of demand to participation rates on the other sides. There
are a number challenges with using such evidence, one being that it may be hard

1%1n other words, at the margin, the strength of the INE is unlikely to remain constant.
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to ascertain the extent to which customers respond by choosing an off-platform
“outside option”.

® Econometric techniques. A combination of evidence on revealed and stated
preference could be used to model choice or estimate demand econometrically. It
may also be possible to measure INE directly using econometric techniques.** At
present, the theoretical models we are aware of appear to make several
simplifying assumptions and we do not know of any attempts by any competition
authorities to do this.*

® Survey evidence. Surveys provide a promising source of information on the
strength and impact of feedback loops. Although surveys suffer from the
drawback of using stated preferences, they may have the benefit of not only
providing useful insights into both elasticity of demand and responsiveness of
demand to participation rates, they may also allow for the assessment of
preferences for off-platform options. A survey of businesses, or customers on the
paid side of the market, would allow an authority to gather information on a range
of questions, including: the extent to which the businesses would pass through
increases in the cost of transacting on the platform in the form of higher prices to
consumers on the platform; the value to businesses of consumer participation and
willingness to pay for different rates of participation; the availability of
alternatives and the existence of any switching costs. This could be complemented
with a survey of customers on the other side(s) of the market (i.e. consumers),
which could include questions on how they would react to changes in the relative
price of transactions on the platform, the value to these consumers of business
participation and how different business participation rates would affect their
willingness to use the platform.

49, These sources of information are unlikely to provide all the evidence required to
assess the strength and impact of INE and feedback loops. The authority will need to
make an assessment in the round and using multiple sources of evidence, including
internal business documents.

6. Conclusion

50. Where indirect network externalities are strong, the multi-sided nature of the
market will be relevant to the conduct under investigation. The pragmatic approach of
assessing market power in each side of the market and then taking into account feedback
loops will capture the multi-sided nature of the market and its relevance to the conduct
under investigation, provided that it is possible to assess accurately the feedback loops.

51. We have suggested several practical ways of measuring market power in the
different sides of the market, taking account of the added complexity and potential biases
that arise in using these measures in multi-sided markets. We have also suggested ways of
directly measuring the feedback loops. However, it will not always be possible to
measure the feedback loops directly. Where this is not possible, thinking through how
these loops are likely to work in practice will provide a good qualitative way of capturing
the impact indirect network effects will have on market power.

1 Through simultaneous demand estimation it may be possible to model demand on all sides of
the market and back out the cross elasticities in order to measure the INEs.

12 See, for example, Song, M (2015) “Estimating platform market power in two-sided markets
with an application to magazine advertising.” Working Paper
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Annex — examples of cases assessing market power in multi-sided markets

This annex provides a short summary of some cases which featured multi-sided markets
and were considered by the CMA (or OFT). They illustrate some of the points which
have been made in the main body of the paper and show how the have been applied in
practice.

Commercial radio station mergers

With commercial radio stations, advertisers pay radio stations for listeners to hear their
commercials and ultimately to increase sales, and listeners purchase radio broadcasting
content by listening to the commercials.

In Global/GMG the merging parties had argued that commercial radio competes with the
BBC for radio audiences and that this has an indirect impact on advertising revenue of
commercial stations given the two-sided nature of the market.™® This provides an example
of how competition for one side of the market, listeners, may provide a constraint that
protects the other side of the market, even though this competitor does not compete for
the other side of the market. Here, commercial radio stations may be constrained from
increasing the volume of advertising that they allow on their radio stations or degrading
the quality of their programming, because listeners may then switch to the BBC.
Although the OFT considered it credible that there may be some indirect form of
constraint, there was no merger-specific evidence on the extent of this constraint.** In
addition, despite recognizing the two-sided nature of the market, the OFT chose to focus
primarily on the overlap in radio advertising rather than the overlap between consumers
(listeners) of radio stations, or any adverse effects which may be faced by consumers due
to the merger.

In Global/GCap, the OFT similarly focused its analysis on whether the merger would lead
to advertisers paying more to reach listeners and/or advertisers would receive reduced
value for the money they spend on adverts.® Nevertheless, the assessment also
considered how the merger may have negative or positive effects on listeners and how
this may depend on the two-sided nature of the market.

The OFT identified that a loss of competition due to the merger could lead to lower-
quality programming or innovation levels, for example, less investment in paying for top
DJs, presenters, research into play-lists and listeners tastes, and so forth. The OFT noted
that, due to the INE, an adverse effect on listeners, for example due to a reduction in the
quality of programming, would lead to listeners placing a lower value on radio and, as
listener numbers fell, this would have a negative effect on the value which advertisers

¥ The BBC is a public service broadcaster which has numerous radio stations but no advertising
on these stations.

1 https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/77575/Global_G

MG_Radio_Repor_PRINT _t.pdf

1 Completed acquisition by Global Radio UK Limited of GCap Media plc ME/3638/08, 27
August 2008. https://assets.publishing.service.gov.uk/media/555de372ed915d7ae5000094
/Global_GCap.pdf
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place on radio. In this way, the effects are mutually reinforcing, discouraging the merger
parties from deteriorating their programming.

The OFT also considered listeners being “obliged to pay more for the broadcasting
content they seek by being obliged to listen to incrementally more advertising - which can
be considered an adverse effect based on the reasonable assumption that listeners do not
listen to the radio primarily to hear adverts”. The merging parties submitted that they
could broadcast no more than 13 minutes of adverts per hour because this is the tolerance
band of listeners — too many listeners switch off if the proportion of adverts increases
beyond this to make extra advertising profitable.'®

The OFT considered that it may be necessary to balance harm on one side of the market
against benefits on the other side of the market. That is, an increase in prices that harms
the advertiser side of the market may actually benefit the listener side of the market if it
restricts advertising output (total airtime), to the extent that listeners do not listen to the
radio primarily to hear adverts.’

The assessment in Global GCap also looked at how the merger may lead to efficiencies
and how those efficiencies could be strengthened by to the two-sided nature of the
market. The OFT considered it credible that the merging parties would seek to reposition
their radio stations to make them more differentiated post-merger and this would benefit
listeners and advertisers.'® The OFT considered that brand repositioning could potentially
improve programming, leading to more listeners tuning-in and as a result advertisers
would be able to reach more listeners, making radio is more valuable to them.*

Any benefit that listeners gain from re-positioning would also need to be balanced against
any direct price effect to advertisers from the merger.”® The OFT took some
encouragement from the theory around positive brand repositioning effects in radio
broadcasting having been validated in empirical economic literature.”* Nevertheless, even
in the economics literature the price effects from brand repositioning can be ambiguous.?

18 In other words, the assessment considered how negative INE, arising due to listeners disliking
advertising, may protect listeners from an increase in the volume of advertising.

7 In contrast to the mutually reinforcing competitive effects described before, the OFT noted that
these competitive effects, which were initiated on the other side (the advertiser’s side) of the
market were inversely related. Para 31

18 A further demand-side merger efficiency in a two-sided market such as radio can occur as a
result of post-merger product or brand repositioning. The basic proposition is that by changing
radio stations format and/or programming post-merger in a way that benefits listeners (that is, by
greater demographic specialisation by individual radio stations), combined radio stations can
achieve a larger and more focussed total audience. The resulting airtime is therefore more valuable
to advertisers seeking to reach a large, focussed demographic.

9 para 30

% The OFT noted the challenges in estimating the different effects: “it is unclear to the OFT how
much—if at all—listeners value each incremental reduction in advertising below the 13 minute
per-hour threshold, nor does the OFT know the curvature of the relationship between price and
total airtime demanded by advertisers for each relevant station affected by the merger” (para 32).

2! See Steven Berry and Joel Waldfogel ‘Do Mergers Increase Product Variety? Evidence from
Radio Broadcasting', Quarterly Journal of Economics, August 2001, pages 1009— 1025, who
show that the effect of radio mergers after the US Telecommunications Act of 1996—which
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In terms of measuring the potential demand-side efficiencies from brand-repositioning,
the OFT considered evidence from the merging parties showing: (i) instances of brand-
positioning which occurred with previous acquisitions, as demonstrated through case
studies; and (ii) the merging parties’ plans to reposition their brands post-merger; and (iii)
evidence on the value that customers place on repositioning. Advertisers were also
supportive in seeing brand repositioning as a favourable development.

Although the discussion above relates to an assessment of efficiencies, it is important to
realise that these arise out of the INE in multi-sided markets and that the same
considerations and measurement techniques may be applicable to measuring market
power. For example, one may use previous instances of entry, expansion or increases in
concentration to test the strength of INE or to assess market power more directly.
Similarly, it is common to look at parties’ internal documents and to understand their
post-merger plans when assessing INE and market power.

Epyx — a dominance assessment

The Epyx case provides an example of how a strong preference for single-homing on one
side of the market, as well as the conduct of the firm, has been used in the assessment of
market power.

The CMA’s dominance case related to Epyx’s vehicle service, maintenance and repair
(SMR) platform. This is a commercially available online platform enabling companies
requiring the service, maintenance and repair of corporate vehicle fleets to procure these
services electronically. It is a two-sided service, designed to facilitate the interaction of
one side of the service (buyers, also referred to as demand-side customers) with the other
side (suppliers, also referred to as supply-side customers). The service offers a one-stop
shop for a wide range of functionality covering a wide range of transaction types.

The CMA found that most demand-side customers would prefer to use one SMR platform
only at a given time when processing SMR transactions because multi-homing brings
increased complexity and operational costs of running multiple systems in parallel.”® The
CMA also found that the SMR processing choices are demand led and that the suppliers

relaxed radio ownership restrictions to differing extents in different-sized markets, effectively
running experiments on consolidation in markets of different sizes—was to increase the amount of
programming variety relative to the number of stations. Other academic work suggests the same
changes also improved radio stations' performance in the market, implying that format changes by
smaller stations may counter the potential exercise of market power by large radio groups that
acquire a substantial share of a particular audience demographic through merger. See Charles
Romeo and Andrew Dick 'The Effect of Format Changes and Ownership Consolidation on Radio
Station Outcomes', Review of Industrial Organisation, December 2005, pages 351—386.

%2 see Amit Gandhi, Luke Froeb, Steven Tschantz and Gregory Werden 'Post-Merger Product
Repositioning', Journal of Industrial Economics, March 2008, pages 49—67, who find that the
merged firm moves its product varieties away from each other to reduce cannibalization and its
competitors move their product varieties between those of the merged firm. Post-merger
repositioning therefore benefits customers by increasing product variety. However, they also find
that repositioning affects post-merger prices in two countervailing ways: there is upward pressure
on all prices as product varieties spread out but the merged firm's incentives to raise price are
reduced as its product varieties move away from each other (as there is less competition between
them to internalize).

2 para 2.23
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multi-home in response to the single-homing by buyers. Buyers prefer to single-home, so
suppliers provide services on the platforms that buyers use.*

The CMA also identified how the network effects in this market may lead to barriers to
entry. Demand-side customers do not see much value in joining an alternative platform
unless enough suppliers are subscribed to it, while supply-side customers will only be
inclined to use platforms that have demand-side customers. Therefore, the costs and lead-
times to build a network on both sides of the market were identified as barriers to entry.”
Challenges in this market were seen to be the need for any new platform to be tested with
customers and the need for the cooperation of Epyx in preparing for and ultimately
effecting a switch during any transitional period.”®

The challenges faced by any potential entrant due to these barriers to entry were made
particularly difficult by the conduct of Epyx, which the CMA considered to be abusive.
This illustrates how the conduct itself may be relevant to the assessment of dominance.
Epyx’s contracts on the demand-side required customers to make all transactions through
Epyx’s platform. They also required customers to pay a minimum annual fee, even if the
volume-related variable fees fell below this fixed fee. Many of the contracts also required
demand-side customers not to ‘develop, use, market or support the sale’ of any alternative
systems.”” These provisions prevented demand-side customers from developing their own
alternative systems or sponsoring third parties’ alternative systems.*®

? para 2.24
% para 2.30
% para 2.31
%" paras 3.11-3.12
*® para 3.14
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