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Ecommerce platforms e.g. Amazon. Vast economic eco-systems. Often serve

two distinct roles:
® Marketplace — host third-party sellers.
® Retail — produce own-brand products. Antitrust? EU lawsuit.

® But brick-+mortar do own brand — what's new?



Online # Brick 4+ Mortar

Two differences between online and brick -+ mortar retail:



Online # Brick 4+ Mortar

Two differences between online and brick + mortar retail:
1. Encouraging innovation

® Brick+mortar — mass market products. Outside sales channels.



Online # Brick 4+ Mortar

Two differences between online and brick + mortar retail:
1. Encouraging innovation

® Brick+mortar — mass market products. Outside sales channels.

Platforms — niche, long-tail products. Reliant on e-commerce.



Online # Brick 4+ Mortar

Two differences between online and brick + mortar retail:
1. Encouraging innovation

® Brick+mortar — mass market products. Outside sales channels.

Platforms — niche, long-tail products. Reliant on e-commerce.
2. Data advantage

® Marketplace — detailed tracking — big data.



Online # Brick 4+ Mortar

Two differences between online and brick + mortar retail:
1. Encouraging innovation

® Brick+mortar — mass market products. Outside sales channels.

Platforms — niche, long-tail products. Reliant on e-commerce.
2. Data advantage

® Marketplace — detailed tracking — big data.

® Retail performs insider imitation — product launch based on private data.



Online # Brick 4+ Mortar

Two differences between online and brick + mortar retail:
1. Encouraging innovation

® Brick+mortar — mass market products. Outside sales channels.

Platforms — niche, long-tail products. Reliant on e-commerce.
2. Data advantage

® Marketplace — detailed tracking — big data.

® Retail performs insider imitation — product launch based on private data.

Our Question: How would banning insider imitation impact innovation

and welfare?
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Main Result

Answer depends on the type of product market.

Banning insider imitation stimulates innovation in experimental markets,

but stifles innovation in incremental markets.

® Taxonomy <> novel condition on right-tail demand.
® Experimental — significant but improbable demand potential.

® |Incremental — marginal but probable demand potential.

® Contributions — Novel regulation + condition. Censumer Producer privacy.
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Overview

® Platform (P)
® Hosts a marketplace for third-party sellers.
® Develops products which imitate E’s.

® Entrepreneur (E)

® Develops new products — innovation.

® Sells product via P.
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Innovation

States
e Cost of innovation k € [k, k] drawn from G.
® G'/G weakly decreasing, G'(k) = 0.
® Demand state o € [0, 00), drawn from F,E(a) = 1.
E's payoffs
e If E innovates, pays k, then flow profit % («).

® s {M, D} denotes market structure (monopoly, duopoly).
® Mz(-) T in a: Higher demand is good.
e M2(:) < NMY(-): Duopoly is bad for E.
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Platform

P’s payoffs
® If E innovates, P’s flow profit is M («) prior to imitation.
® Baseline profit MY (a) > 0 — e.g. commissions.
e [f P imitates

® Pays fixed cost k, > 0.
® Flow profit M2(a).
® M%(-) T in a: Higher demand is good.

. ﬂg(~) > ﬂ’\,ﬂ(‘): Duopoly is good for P, e.g. additional profits from own sales.
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Timeline

1. E privately observes k, decides whether to innovate.
® No innovation — both E, P get 0.
® Innovation — E pays k, demand state « realized and publicly observed by
both players immediately. Big data.
2. E produces over t € [0,00). Discount rate r > 0.
3. P imitates at some time T € [0,00) U {o0}.

® At time T, P pays kp, duopoly thereafter.
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P commits to imitation policy T : [a, @] — [0, 00) U {o0}.
® T(«) = imitation time in demand state a.

® E observes policy when deciding whether to innovate.

® |mitation <> innovation. T <> k", k™ threshold cost type.

® E innovates iff k < k*. k™ = innovation level.

Commitment power — P can internalize the effect of imitation on innovation.

Regulatory tool — banning insider imitation.
® P allowed to perform a-independent imitation.
® Can choose T < oo, but same T for each a.

WTF conditions on F(-) <+ regulation 1 or | innovation?
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Tail Demand

Key feature — right tail weight ®(a):

o(a) = /w o dF (o).

®(0) =1, d(c0) =0, ¢'(a) < 0. Measures demand potential.

Market Taxonomy:

1. A market is experimental if there exists @ > 1 such that if ®(a) ~ 1.

2. A market is incremental if ®(1) ~ 0.

Experimental markets — rare, breakthrough potential. Incremental markets —

likely, marginal potential.
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Main Result: Let x*(x**) denoted the unregulated (regulated) innova-

tion levels.
1. If the market is experimental, then k™* > x*.

2. If the market is incremental, then ** < k™.
\ J

Intuition

® Experimental markets — P wants to aggressively imitate, but only in good

states (niche imitation).
® QOption value from insider imitation — upside = imitate in @&, downside =

baseline profits, mitigates loss.
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Welfare

When does regulation improve welfare? Consumer welfare v hasn't featured —

free parameter!

-
Welfare:  Fix all parameters except v/°.
o If K* < k**, then for v? sufficiently large, regulation strictly reduces
welfare.
o If k* > k**, then for P sufficiently large, regulation strictly
increases welfare.
\

Intuition — if consumers gain enough from competition (e.g. prices |), then R
wants less innovation than P. Previous results provide conditions under which

this does/doesn't happen.
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