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Platform-specific Abusive Conducts and New Digital Theories of Harm? Seminar
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Role of Presumptions in Antitrust

* Presumptions are a critical part of how antitrust laws are
interpreted.

* While the ultimate burden of persuasion is with the
}glaintiff, within a rule of reason, there is a burden-shifting
ramework that involves:

— Step 1: Prima facie burden of production on the plaintif to show
anticompetitive harm or harm to the “competitive process.”

— Step 2: Burden of production shifts to the defendant to prove
efficiencies.

— Step 3: Burden of production shifts back to the plaintiff to
demonstrate there are less restrictive alternatives to achieve
efficiencies.

ANTONIN SCALIA
LAW sCHOOL
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The Stain of “Original Sin”

* DG Comp Report: “[D]ominant digital
firms have strong incentives to engage in
anti-competitive behaviour” (p. 3).

* Objective: Change presumptions
regarding digital platforms.
— Reform through antitrust jurisprudence
— Reform through regulation

Focus for Today’s Talk

1) Economics of Network Effects &
Platforms

2) Are there “data-driven network effects”
that create barriers to entry?
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NETWORK EFFECTS &
PLATFORMS
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o

“There are many products
for which the utility that a
user derives from
consumption of the good Network
increases with the number
of other agents consuming
the good...[and therefore]
depends upon the number
of other users who are in
the same network.” -
Michael Katz and Carl
Shapiro, American Economic
Review (1985)

Pause...

* Your consumption value is a function of
the number of other people consuming
the product.

» That is, your valuation depends on the size
of the “network.”

_’IO_



Session | : Trends and Current Situations around the World

@ Safari File Edit View History Bookmarks De'_el
in]

M Gmail Q, Searchmail

Flee
|- Compose

O
[ Inbox
% Starred

A Examples

_’I’I_



Platform-specific Abusive Conducts and New Digital Theories of Harm? Seminar

Network Effects

* Direct Network Effect (defi): A product is more
valuable the more people use it.

* Joining a network creates two effects: (1) private
gain to the individual and (2) a social benefit to
others on the network (or potentially on the
network).

— Thus, there is an adoption externality (i.e., a third-

arty benefits from your participation). The question
15 the size & significance of the effect.

Autarky v. Synchronization Value

* Autarky Value: The value of a g
product if no one else uses it. |~

o High {op “regular” products [;}ce

sneakers, cars, water bottles,
etc.

’ Low fOI' networked products hke €mall,

fax machines, etc.

_’|2_
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Autarky v. Synchronization Value

* S_VnChI'OIlizatiOH VallIEZ THE POLICE : %-WCHZOMWY
Additional value from others \OC 37 \
being on the same “network.”

o High fq networked products iﬂClU.diIlg
social media like Twitter,
Facebook, etc.

* Low for “regular” products

sandwich).

(e.g., sub

Autarky v. Synchronization Value

« Nota“0/1” classification, however.
* E.g., Diminishing returnse to
synchronization.

* E.g., Not all new potential connections e o
are valuable.

* E.g., Even “regular” products can benefit from
having a bigger network...

_13_
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Autarky v. Synchronization Value

* Honda Accord: Strong autarky value but also value in
having a bigger network of owners (parts, repairs
shops, dealers).

* Electric cars: More owners mean more infrastructure.

* Grocery store: More customers mean more turnover of
items, which could mean fresher produce, meats, etc.

* Google Search: More users give Google more data, but
users may not really care about the network per se.

* iPhone: Autarky value (calls, camera, photos, maps)
plus synchronization value (App Store).

Z

Multiple networks can coexist

1. Consumers have heterogenous tastes, which lead to
product differentiation.

2. Switching costs can be low. Leads to “multi-homing,” that
is, the use of more than one network within a market.

3. The strength of a network is not necessarily a function of its
size as network effects can be very local (see Tucker).
— Use v. users; intensity of preferences; OpenTable (right network v.
size)
— The presence of certain groups (e.g., kids v. parents) could result in a
negative spillover effects from a certain network.

_’|4_
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Network Effects Impact

Monetization Strategies

* QI: What really unlocks value for networked
products?

* Al: Having more users.

 (02: What does the law of demand tell us?

» A2: Having a high price discourages users and
use.

* Incentivized to price low for access and to
capture revenue in other ways.

What are these “other ways”?

* Basically, use a related service to monetize
based on a large user base:

— advertising,

— selling access to third party sellers (Amazon
Marketplace, App Store),

— selling own services to the user base
(freemium model —like online influencers).

_’|5_
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PLATFORMS

_’|6_



Session | : Trends and Current Situations around the World

Credit Cards

Z
misodﬁ ANTONIN SCALIA
LAW SCHOOL

UNIVERSITY

Rycirbnb Allianz @ @ Alstate. amazoncon AMGEN g

Bloomberg Calffornia CHASE &) CI"tT @é% o N«“
P dentsu DIAGEO Bswep €bay &
s @D boeoeasy GOgle group™ @ GU
O HubSppt HYALT fweR] (@) inii
L lyR MeCSWTCH i mafmiot McCANN

L I hen () % NETFLIX nicl

V/symantec. (© TARGET fincvune/ twitter ¥ E

uB

v L\ viacom W VISA vemat:

verizon

ANTONIN SCALIA

LAW SsCHOOL

_’|7_



Platform-specific Abusive Conducts and New Digital Theories of Harm? Seminar

Platform Network Effects

* Indirect-network effect = Cross-group
effect (defn): The value of a product
increases for one group the more that
another group participates.

* Platforms can also have direct network
effects but not always.

Examples of Indirect Network
Effects

 Ex: An iPhone is more valuable to users
the more app developers there are.

* Ex: A credit card is more valuable to =58
cardholders the more merchants accept it

* Indirect network effects are the foundation of
multi-sided platforms.

_’|8_
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IS HAVING BIG DATA ALSO A
“NETWORK EFFECT"?

Data Driven “Network Effects”?

« “Virtuous data circle:”
more users 2 more data 2
better search results 2
more users

* Unstoppable process where
new entrants cannot
compete with incumbents.

_19_
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Data Driven “Network Effects”?

» Stigler Report: “A data advantage over
rivals can enable a company to achieve a
virtuous circle of critical economies of
scale leading to network effects, and a
competitive balance in its favor, leading to
the gathering of yet more data.”

Three Observations

» Point 1: This effect is entirely
premised on increasing |
quality to users (which } /r
increases their welfare), which | [ i‘l
increases the participation of } nlUL

advertisers (which increases
their welfare).

_20_
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Three Observations

» Point 2: Too narrowly focused on
a single factor that improves
platform quality: data, which has
diminishing returns.

— Other factors: algorithms,
engineering skill & talent,
infrastructure, & design

Three Observations

» Point 3: Missing a key
step: More data does not N
simply, without cost, (3
result in a higher quality M)
service or more
Innovation.

_2’|_
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Incorporating a “Cost
Step”

* Can think of using big data as a two-
step process: (1) collect the data and
(2) innovate based on the data.

sy * More akin to a “data opportunity”
'@ o rather than “network effect.”
i » Like investments in R&D and
other investments in intellectual
property and product

W improvements.

Empty Promises of Data Moats

* Andreeseen Horowitz, U.S. venture capital firm in Silicon
Valley with $12 billion in assets.

— “There generally isn’t an inherent network effect that comes from
merely having more data.”

— “The point of this is not to make a categorical statement about the
utility of data as a defensive moat — our point is that defensibility
is not inherent to data itself.”

— “Early in the data journey, getting to the minimum viable corpus
requires relatively low investment.”

— “None of this is to suggest data is pointless! But it does need more
thoughtful consideration than leaping from ‘we have lots of data’

7

to ‘therefore we have long-term defensibility’.

_22_
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Case Study: Google+

* Launched on June 28, 2011.

* Google: “We're transforming Google itself into a social destination
at a level and scale that we've never attempted —orders of
magnitude more investment, in terms of people, than any previous
project.”

-+

Z
GEORGE
‘mso ANTONIN SCALIA ‘
N LAW SCHOOL
UNIVERSITY

So what happened?

Z
‘ mg&“ ANTONIN SCALIA |
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UNIVERSITY
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So what really happened?

ANTONIN SCALIA

LAW SCHOOL l

MONSTER LASH

Lady Gaga is Amazon’s golden ticket
to beauty domination

ﬁ By Sangeeta Singh-Kurtz

Reporter

Published July 10, 2019 * This article is more than 2 years old.

Lady Gaga has finally announced the launch of her cosmetics line,
Haus Laboratories. Rumors of the line—a glitter-heavy, escalated
drugstore-inspired collection—have been swirling for some time.
What came as a surprise was who Gaga chose to be her exclusive
launch partner: Amazon.com.

ANTONIN SCALIA
LAW sCHoOOL l

_24_



Session | : Trends and Current Situations around the World

Beauty & Personal Care ¥ Q

Now available

"Alexa, order Lady Gaga's eyeliner."

HAUS

LABORATORIES

Amazon Best Sellers

Our most popular products based on sales. Updated hourly.

«Any Department Best Sellers in Makeup
«Beauty & Personal Care

Makeup m’ m m

Body

Eyes

Face

ll

&l
1"
Ty

Lips
Makeup Palettes
Makeup Remover

Makeup Sets |

HAUS LABORATORIES by Lady Gaga: LIQUID EYE-  essence | Lash Princess False Lash Effect Mascara|  Pronexa Hairgenics Lavish Lash - Eyelash Growth
LIE-NER, Black Felt-Tip Liquid Eyeliner Gluten & Cruelty Free Enhancer & Brow Serum with Biotin & Natural...
$20.00 vprime A W&ty 3877 e e iy o 15,308

$4.99 vprime $29.99 vprime
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So what really happened?

MAY 17,2022

Lady Gaga's Beauty Brand Gives Up on Amazon

Three years ago, Lady Gaga launched a cosmetics brand Haus Laboratories to be sold
exclusively through Amazon. However, the brand flopped and is set to relaunch at

Sephora. The relaunched brand will no longer be available on Amazon.

Z
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HAUS LABS
BY LADY GAGA

ONLY AT SEPHORA

#CLEANHAUS
JOIN THE LIST

/GEORGE
A
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Stadia Joins The Google
Graveyard on January 18th,
2023

Another Google product bites the dust

1Y CHRIS HARDING
PUBLISHED SEP 30, 2022

1y

STADIA

Google has officially announced that its cloud-streaming platform, Google Stadia, will be
discontinued from January 18th, 2023 and that all purchases made by players will be refunded
before that date.

NTONIN SCALIA
AW SCHOOL l
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Figure 1. Market Shares in the US FDS Market (Revenues, 2016-2021)
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First Mover Advantages?

* Certainly, on some dimensions.

« However, could also havg ’first mover
disadvantages (Selcukhan Unekbas).

* Entrepreneurial activity occurs in face of both
uncertainty (that is, we do not know what will
happen) and impetfect information (that is,
the truth is out there but is costly to obtain).

First Mover Disadvantages

* Market pioneers can lower uncertainty and
increases information, which benefits potential
entrants.

— Cf. Liad’s work on large tech firms buying

startups can spur others to acquire in the same
space.

* Nutshell: First movers can lower the cost of
entry. Although, there are advantages to being
first as well.

_28_




Session | : Trends and Current Situations around the World

Thank you!

%
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