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Introduction

@ Relevant for various strands of literature

v

Ranking algorithms, platform design

v

Models with on- and off-platform sales
MFN and Price-Parity Clauses (PPC)
Substitutabily of tools available to a platform — policy can be complex

\4

v

» Career concerns

@ Main conclusions

> A sales-based algorithm can induce parity-like pricing incentives even
without conditioning on off-platform prices

» Allowing the platform to condition directly on off-platform prices can
improve welfare

» Effects on consumer v. total surplus might be different
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Model and mechanism

@ Consumers discover a seller only if shown by monopolistic platform (P).

@ They can purchase either on-platform (P earns a fee f) or through direct
channel (consumers have different disutilities from off-platform purchases)

@ P cannot observe off-platform sales

@ Seller quality is measured by 0, the fraction of consumers who find the
product appealing if they see it

@ 6 is unknown — a seller with many on-platform sales at t1 looks like a
high-8 — more likely to be featured at t2.

@ But on-platform sales also depend on the seller’s off-platform price.

@ The seller has an incentive to raise off-platform prices (relative to myopic
benchmark) to impress the algorithm — career-concern mechanism.
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Mechanism: platform’s strategic response

@ P commits to a threshold rule T: if at t1 on-platform sales exceed T, feature
the seller in period 2; otherwise switch to reserve seller of known quality a.

@ P has incentive to set T > « to push seller not to discount off-platform and
to sell more on-platform — fee revenue 1T — promotion inefficiency (a worse
reserve seller might replace a good seller).

@ Sales-channel misallocation also arises if seller raises off-platform price —
consumers with low off-platform disutility §) buy on-platform instead

@ PPC algorithm: any seller who charges a strictly lower off-platform price (i.e,
it imposes A; < 0) is excluded.

@ When this constraint binds in both periods, distortions disappear:

> in t1, the seller sets same price on- and off-platform — P has no
reason to deviate from T = a — no promotion inefficiency

> In both t1 and t2, A; = 0 — each consumer buys according to
preference — sales-channel misallocation vanishes.
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Comments

@ Very elegant and insightful model
@ Several restrictive assumptions, but they serve a purpose (and robust results)
@ Policy implications
» Even if it cannot condition on off-platform prices, a platform can still
shape cross-channel pricing (substitutability of tools available to it)

» A PPC algorithm might attain the first-best
» Consumer surplus or total surplus standard might give different results

= Conclusion: laissez-faire?

@ But maybe not the right model to address anti-competitive concerns of
PPCs?

» Softening competition Restrict sellers’ ability to offer lower prices on
other channels, esp. rival platforms — higher consumer prices

» Barrier to entry New rival platforms would typically rely on lower fees
to attract customer base: PPCs prevent them from doing so
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