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Overview

First, BRAVO for taking on the hard problem of a structural
model of entry by differentiated competitors!

Model

▶ Briefly describe it

▶ Some assumptions I didn’t understand

Interpretation and Policy Implications

▶ Some concerns about specification and identification make
interpretations and conclusions pre-mature



Model Description

Model has five main strategic decisions:
1 Amazon decision whether to “enter”

▶ Specifically, whether to sell its own version of a product

2 Amazon choice of Fulfillment by Amazon (“FBA”) price
(simultaneous with entry decision)
▶ An input cost for sellers who use FBA

3 Sellers’ “entry” decisions
▶ Specifically, whether to sell on Amazon

4 Non-Amazon sellers’ decisions whether to use FBA

5 Pricing decisions by sellers

6 Consumer purchases



Comments on Model

Two big picture comments

Veracity of assumption that Amazon commits to entering
before other sellers

▶ Backward?

▶ In a long run equilibrium, simultaneous entry decisions may
be a better assumption

Suggest slowing down a bit. Suggest discussing:

▶ Equation associated with each decision

▶ Interpretation of each equation, including the role of every
exogenous and endogenous factor

▶ Identification strategy, including factors excluded from each
equation that allows identifying the coefficients

▶ A specific concern: it is not immediately obvious why
Amazon’s entry decision doesn’t depend on every
exogenous factor in the model
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Comments on Model

I first give comments I formed based on the paper I receive,
and briefly mention changes in slides I received the other day

Amazon entry decision

In the paper, Amazon entry depends on a set of factors
that do not include Amazon profits from selling

▶ Not standard. Typically, entry decisions are based on
profitability

▶ Equation could potentially be interpreted as reduced form,
but in that case should include all the exogenous variables
in the model that affect the equilibrium profitability of
Amazon entry

Revision in slides makes profitability a function of an index
of exogenous variables, but the issue remains



Comments on Model

Amazon FBA pricing decision

In the paper, Amazon’s profit objective does not directly
include profits from selling its private label product

Not convinced that making these profits part of marginal
cost is legitimate

▶ Optimal price and profit will generally depend on demand
for Amazon’s product, intensity of competition with other
sellers, etc, and should be modeled that way

Update in slides takes a step toward addressing this by
adding the relevant profit term, but it still appears that
Amazon’s output price is not a decision in the model. Why
not?



Comments on Model

Other suppliers’ entry decisions

Modeled as the number of firms that enter as a function of
Amazon’s entry decision, the FBA price, and exogenous
factors

Again, entry is generally a function of the variable profits
from entering, which depend on equilibrium prices, so I
worry about the specification



Comments on Model

Sellers’ FBA decisions

In the paper, this is modeled as the share of sellers that
choose FBA as a function of the FBA price and exogenous
factors

Given the list of exogenous factors included, I wonder why
Amazon’s entry decision wasn’t included

Alternatively, consider that some included factors should
not be included

Update in slides models this as a discrete choice based on
the FBA price and exogenous factors, which seems better
to me



Comments on Model

Sellers’ pricing decisions

in the paper, this is modeled in the standard way, except
that marginal cost is taken to be a function of Amazon’s
entry decision.

▶ Why would marginal cost depend on another firm’s entry
decision?

▶ Obviously, marginal cost should depend on the FBA price if
the seller uses FBA, but only if it uses that service



Comments on Model

Demand

Modeled as logit

In the paper, it did not seem to me that Amazon’s private
label is one of the products. Why not?



Interpretation and Policy Conclusions

The paper talks of evidence of “raising rivals cost” based
on a finding that the FBA price is higher when Amazon
enters

The paper does counterfactuals of the effects of
disallowing Amazon to sell its own products

Both the RRC conclusion and the counterfactual analysis
are premature without a better understanding of
identification

▶ Specifically, What factors are excluded from the Amazon
entry equation to allow identifying the coefficients?

▶ Same issue for the other entry equation

Generally, I’d like to see a lot more discussion of how
coefficients are identified.


