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@ Broad conclusion: anti-competitive effects likely to exceed
efficiencies
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A TWO-LEVEL SUPPLY CHAIN: THE HOTEL BOOKING INDUSTRY
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o Wide parity: pa = pg =p and pg > p
e Narrow parity: py > max{pa, ps}
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e Many industries (B2B platforms, airline ticket distribution)
have a more complex, multi-layered, vertical structure

e Firms negotiate wholesale (or input) price-parity agreements
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Wholesale price-parity (WPP): 74 = 75
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Research Question

@ What are the competitive and welfare effects of WPP
provisions?

@ Does the logic of previous decisions, concerning retail
price-parity provisions, apply also to WPP?

@ Relevance: WPP clauses in the airline industry are currently
being investigated by the EC, the US competition agencies and
the CMA
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t = 1 Intermediaries simultaneously make TIOLI offers f; to the
monopolist (M)

t =2 M simultaneously sets the access prices 7; (with 74 = 78
under WPP) and the retail price py

t = 3 Each retailer, upon observing 7;, sets the retail price p;.
Consumers' demand and firms' profit are realized

@ Solution concept: symmetric Contract Equilibrium
(f[ja 7—;:7 p[tv p:/7k)k=0,1

e Demand system 4 /a Singh and Vives with parameter 7 € [0,7]
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Proposition 1. WPP vs Price Discrimination

> 1y

Pa1 < P

There is ¥ € (0,7) such that 77 < 75 if and only if v > ¥
There is v* € (0,%) such that p; < p§ if and only if v > ~*
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[ntuition

1. WPP strengthens intermediaries’ incentives to charge high
commissions:
e Under WPP, the increase in each intermediary’s commission
must be passed on to both retailers
e Each intermediary is less afraid of losing business to the
benefit of its rival

2. M charges a lower py under WPP to divert business towards
the (cheaper) direct channel
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Intuition (cont'd)

3. WPP mitigates the marginalization problem:

e By mandating identical access prices, WPP introduces a
common cost shock component downstream

o Without parity, M may discriminate retailers with different
input prices (equivalent to idiosyncratic cost shocks)

o ldiosyncratic cost shocks are passed on to consumers to a
lesser extent than common cost shocks

e Anticipating this, under WPP M is more afraid of increasing
input prices
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Proposition 2. Welfare

There are two thresholds 4 € (0,7%) and 4 € (0,7), with 4 > 7,
such that the introduction of WPP:

@ Benefits consumers if and only if v > 4
o Benefits intermediaries if and only if v > 4

@ Always damages the monopolist and the retailers
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@ The difference f;* — f5 is decreasing in

@ The wedge between the retailers’ pass-through rates with and
without parity is increasing in ~:

opi(r) Opg(ri) _14+y 1 _ v

or o 2+ 2 2(2+7)

—> WPP benefits consumers iff v large enough

@ 4 > 4: whenever the parity provision benefits intermediaries, it
also benefits consumers

— The likelihood that these provisions benefit consumers is

higher when their introduction is not opposed by intermediaries
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Conclusions and Take-Away

@ In complex vertical industries WPP cannot be presumed
anti-competitive
@ RPP and WPP have different competitive and welfare effects
— Require different legal approaches

@ Intermediaries have incentives more aligned with consumers

o Complaints by sellers about WPP not credible



That's all...

Thanks for your attention!!



