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1. OVERVIEW OF BASIC CONCEPTS (2 HOURS)

This part aims at introducing the basic features of two-sided (more generally,
multi-sided) markets. Two-sided markets share four common features:

(1) Various groups of participants interact via a platform. Several examples
of two-sided platforms are given to illustrate what is meant by ‘groups of
participants’ and how these groups take value from the interaction they can
achieve via the services of the platform.

(2) Cross-side (or inter-group) effects are present. These effects refer to the
fact that the value of the platform for participants in one group depends
on decisions taken by participants of the other group. Various types of
cross-side effects are presented through a set of examples.

(3) Platforms are often actively managed. Cross-side effects pose important
challenges for the working of two-sided markets. To start with, inducing
participation is problematic as participants on each side are likely to wait
for the other side to make a move. This is why intermediary firms manage
platforms and develop strategies aimed at ‘internalizing’ the cross-side ef-
fects. While various strategies are described, the focus is put here on basic
pricing principles for a monopoly platform.

(4) Few platforms are active in a single market. Cross-side effects also pose
important challenges for competition in two-sided markets. These effects
create self-reinforcing mechanisms that often lead to market dominance by
a single platform or very few of them. To understand this, one must first
correctly define the market itself and market power in two-sided markets.
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2. PLATFORM COMPETITION (3 HOURS)

This part aims at extending the study of platform competition (sketched at
the end of Part 1) in several directions, which will later inform the analysis of
competition policy in two-sided markets. The focus is deliberately put here on
recent contributions.

(1) Viability of competition in two-sided markets. Several determinants of the
number and relative size of competing platforms are discussed: on the one
hand, cross-side effects, single-homing and scale economies lead to concen-
tration; on the other hand, within-side effects, multi-homing, congestion
and platform differentiation lead to the coexistence of platforms.

(2) Effects of competition in two-sided markets. It is not clear whether an
increase in competition in two-sided markets always leads to a more efficient
or balanced price structure; competition may sometimes lead to higher
prices. The plausibility of such situation is examined.

(3) Competition in two-part tariffs. The analysis of platform competition is
usually simplified by assuming that platforms focus either on membership
or on usage fees. In practice, platforms often combine the two types of fees.
It is thus important to examine the implications of two-part tariffs in terms
of profits and welfare.

(4) Dynamic issues. Another common simplification in the analysis of platform
competition is to assume that agents (platform operators and participants
on both sides) make one-time decisions. After discussing the conditions
under which the static model is a reasonable approximation of more com-
plex dynamic models, two types of dynamic settings are considered. In the
first, participants make usage decisions more regularly than membership
decisions. In the second framework, the usual static setting is preceded by
sellers’ investment decisions.
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3. APPLICATION TO SPECIFIC INDUSTRIES (3 HOURS)

While a general analysis is useful to derive a set of principles that commonly
apply to the majority of two-sided markets, various industries pose a number of
specific issues that are better addressed separately.
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(1) Payment cards. The simple settings usually used in the two-sided market
literature may not adequately account for the complex structure of payment
cards networks. Payment card transactions involve indeed a set of interre-
lated bilateral transactions between consumers and their banks (so-called
issuers), merchants and their banks (so-called acquirers), and among banks
via some network operators. These transactions generate a set of distinct
monetary transfers. Examining the implications of this complex fee struc-
ture and of other rules imposed by network operators is crucial to assess
the welfare impact of regulatory interventions in this industry.

(2) Media markets. A common feature of media markets is the presence of
advertisers on one side of the market. While readers or viewers exert pos-
itive cross-side effects on advertisers, the reverse is not necessarily true:
advertisers may exert positive cross-side effects on some users (identified
as ‘ad-lovers’) but negative effects on other users (identified as ‘ad-haters’).
This feature sets media markets apart from other two-sided markets where
it is generally reasonable to assume that cross-side effects have the same
sign for all participants on a given side. It is important to examine how
this feature affects media platforms when they make their decisions about
advertising prices and content provision.

(3) Software platforms. Software platforms link software developers to end-
users. A major issue is the degree of compatibility between competing
platforms: to what extent can a software developed for one platform be
‘ported’ to another platform. Platform operators affect the degree of com-
patibility through the design of platforms (by keeping them proprietary,
or by making them open) and through exclusive contracts. It is therefore
important to understand the impact of these compatibility decisions on
competition between software platforms.

(4) E-commerce, B2B and matching platforms. In matching environments, it is
often more the expected quality of the pool of participants than its expected
size that affects an agent’s decision to join a particular platform. How does
the presence of such composition effects affect platform competition?

(5) Mobile telephony. Fixed-to-mobile telecommunications networks can be
represented as two-sided platforms with a single-homing side (mobile sub-
scribers wish to join at most one mobile operator) and a multihoming side
(callers on the fixed telephone networks wish to call mobile subscribers of
all operators). This representation is useful to shed light on the way mobile
operators set fixed-to-mobile termination rates and on the potential effects
of regulation on such rates.
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4. COMPETITION POLICY AND REGULATION IN TWO-SIDED MARKETS (2 HOURS)

The insights gathered from the previous three parts are now combined to derive
implications for competition policy and regulation in two-sided markets. The main
challenge is to move from a conventional ‘one-sided’ logic to a suitable ‘multi-sided’
logic when dealing with cases involving platforms. As revealed by the previous
analyses, this exercise is fraught with difficulty. On the one hand, strong cross-
side effects increase the risks of dominance and are likely to lead to skewed price
structures; this naturally places platforms under competition authorities’ scrutiny.
On the other hand, agents may be better off if they can all interact on the same
platform, meaning that less concentration may decrease welfare. It must also be
noted that many platforms operate in sectors that are already subject to specific
modes of regulation. It is with this general trade-off in mind that unilateral and
coordinated conduct are analyzed. Recent cases are used to illustrate the analysis.

(1) Ezercise of unilateral market power. Market power and its potential anti-
competitive effects may easily be over-estimated if the following character-
istics of two-sided markets are not well understood: (i) the efficient price
structure must not reflect the cost structure; (ii) prices above marginal
cost do not necessarily indicate market power, nor do prices below mar-
ginal cost necessarily indicate predation or cross-subsidization; (iii) exclu-
sive contracts or tying arrangements that platforms use on one side of the
market may have new efficiency justifications but they may also lead to
tipping.

(2) Mergers. Two-sided markets generate a new form of efficiency defenses for
clearing mergers between platforms. For instance, it has been shown, both
theoretically and empirically, that mergers in two-sided markets may not
necessarily lead to higher prices for either side of the market. Moreover,
when the intensity of cross-side effects increases as a result of the merger,
all participants may see an increase in surplus even when prices do rise
for both sides of the market. As for vertical mergers, they may be needed
to solve the chicken-and-egg problem that arises when launching two-sided
platforms.

(3) Coordinated Practices. A priori, collusion seems harder to sustain in two-
sided than in one-sided markets. If competing platforms agree to fix prices
on one side, they will tend to compete the supracompetitive profits away on
the other side. This means that more agreements and additional monitoring
are required to sustain collusion. Also, as hinted for mergers, it cannot be
excluded that collusion may be welfare-enhancing.
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(4) Regulation. What needs to be understood regarding regulation in two-sided
markets is that regulating prices on a platform may not be competitively
neutral. Also, it is not clear whether regulating platform prices eventually
benefits end-users. So-called ‘waterbed effects’” may be observed, whereby
a price reduction imposed on one side of the market eventually leads to a
price increase on the other side of the market.
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