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Platform Envelopment

Eisenmann, Parker, Van Alstyne (2011)

* “A provider in one platform market can enter another platform market, combining its own
functionality with the target’s in a multi-platform bundle that leverages shared user
relationships”

* Through product bundling, envelopers capture share by foreclosing an incumbent’s access to
users, exploiting the network effects that previously protected the incumbent

* A theory of entry into platform-mediated markets, alternative to Schumpeterian innovation (e.g.
Evans and Schmalensee (2002))

* Microsoft (OS) vs Real Networks (media streaming) / Netscape (browser), eBay (auctions) vs
PayPal (payments), ...



Privacy-Policy Tying

* Facebook combines data from the following services:
“Facebook (including the Facebook mobile app and in-app browser), Messenger, Instagram (including
apps like Direct and Boomerang), Portal-branded devices, Bonfire, Facebook Mentions, Spark AR
Studio, Audience Network, NPE Team apps and any other features, apps, technologies, software,
products, or services offered by Facebook Inc. or Facebook Ireland Limited under our Data Policy. The
Facebook Products also include Facebook Business Tools, which are tools used by website owners and
publishers, app developers, business partners (including advertisers) and their customers to support
business services and exchange information with Facebook, such as social plugins (like the "Like" or
"Share" button) and our SDKs and APIs.”

* Google combines data from:
“a) the apps, browsers, and devices used to access Google services; (b) users’ activity in Google
services, including search terms, watched videos, views and interactions with content and ads, voice
and audio information, purchase activity, activity on third-party sites and apps that use our services,
Chrome browsing history, phone number, calling-party number, receiving-party number, forwarding
numbers, time and date of calls and messages, duration of calls, routing information, and types of calls;
(c) location, etc.”



WhatsApp is updating its terms and
privacy policy.

Key updates include more information
about:

WhatsApp's service and how we
process your data.

How businesses can use Facebook
hosted services to store and manage
their WhatsApp chats.

By tapping Agree, you accept the new terms,
which take effect on February 8, 2021. After
this date, you'll need to accept the new terms
to continue using WhatsApp. You can also visit
the Help Center if you would prefer to delete
your account and would like more information.
To learn more about how WhatsApp processes
your data, read our updated privacy policy.

Agree




Data-Driven Envelopment

Consumers

Service
[value = f (Data)]

Attention

Money + Data Service

Primary Advertising Market

Data Intensive

(e.g., search engine)

Re-sold consumer attention
[value = g (Data)]

Advertisers

Secondary Market
Data-rich

(e.g., tracking device)

Possible Tying of
Privacy-Policy

- s e e e



Theory of Harm (Monopoly Protection)

* A dominant firm exploit its first-mover advantage to enter a data-ripe secondary market

* Secondary market data increases value creation in the primary (higher revenue or lower cost)

* By outbidding competitors, the dominant firm can obtain a data advantage

* Entry in the primary market is deterred if the data advantage is pivotal (A1) (i.e., entrant is only
profitable with an exclusive advantage)

* Pre-emption (with outbidding of competitor in secondary market) is profitable if the “efficiency
effect” is positive (A2): monopoly profit > sum of profits of two competing firms

* Consumers are worse off, compared to the case in which data-tying by the dominant firm was
stopped, if the primary market is substantially more valuable than the secondary (A3)

 Why consumers accept tying? Monopoly, inattention, externalities with atomistic consumers



Related Literature

* Gilbert and Newbery (1982), Carlton and Waldman (2002), Fumagalli and
Motta (2013, 2020):

The dominant firm incurs a short term gain to erect a barrier to entry

e Prufer and Schottmuller (2020), Hagiu and Wright (2020) and de Corniere and
Taylor (2020):

Similar view of data, as generating efficiency or value advantages in unrelated
markets



Two-Period Two-Player Game

Assumption 1 (data is pivotal for entry):
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Remedies and Welfare Analysis

Assumption 3: High value of competition in the primary market
Wp(c™) —Wp (m*) > Ws (c) — W (m)

* Entry restrictions (asymmetric): Prevent dominant firm to enter secondary market (akin to merger
control) -> Consumers benefit

* Prohibition to tying (asymmetric): Prevent dominant firm from bundling data -> Consumers benefit;
theylalso benefit from a symmetric policy if data bundling does not generate a large increase in
surplus.

Consumers benefit if there is risk of exclusion. If there’s no risk they lose value of data combination

* Data sharing between firms: Allow firms to sell data to each other -> Firms may internalize strategic
externalities. When they do, consumers likely lose.

* Data portability: Allow consumers to share data ex-post -> Policy may backfire if an exclusive data
advantage is essential for entry

These policies may backfire when they help firms internalize their strategic externalities

NOTE: Envelopment may take the form of acquisition under the threat of entry -> Watch out for acquisitions



Policy Conclusions — additional slide

Data harvesting can sometimes be used to entrench a dominant position, especially when such data
are essential for effective competition (data based ecosystems may develop and prevent entry)

Access to data is obtained through tying of the privacy policies, on the consumer-side where
platforms have often market power

Consumers do not benefit if privacy-policy tying deters entry and competition in the primary market
is more valuable than in the secondary

Several reason why consumers do not internalize this externality: coercion by a dominant firm, no
attention given to privacy policies, atomistic consumers and data-provision externalities

Key empirical question for our theory of harm: is a data advantage pivotal for entry?

Ex-ante regulation: Prohibitions are risky and data sharing may backfire. We favour data-tying
prohibitions imposed on dominant operators unless data bundling greatly increases efficiency

Effects may extend to mergers: some of them may happen under threat of entry



