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GLOSSARY

Algorithm

A sequence of clear and precise instructions that must be followed in a
specific order, mechanically and systematically, to complete a task or an
activity. Instruction manuals for objects (furniture, toys, among others)
and cooking recipes are examples of algorithms.

In the digital environment, algorithms are fed with data and transform it
into a response or output, through a sequence of computational steps.
For example, Google uses algorithms to display information of a user's

search or query.

Source: OECD (2017), Algorithms and Collusion: Competition Policy in the Digital Age, p. 8. Available here.
OECD (2023), Algorithmic Competition, OECD Competition Policy Roundtable Background Note, p. 8. Available here.

Apps
Computer programs or software designed for a particular purpose, that

can be downloaded to a phone or any other device.
Source: Cambridge Dictionary, App. Disponible here.

Artificial Intelligence (Al)

A broad definition refers to Al as a broad branch of computer science
that studies and designs computers capable of performing specific tasks
in a way that's perceived as “intelligent”. A narrow definition views Al as
the discipline of creating algorithms that can learn. Virtual assistants like

Siri are an example of Al.

Sources: OECD (2017), Algorithms and Collusion: Competition Policy in the Digital Age, p. 9. Available here.
OECD (2019), Hello World: Artificial Intelligence and its use in the public sector, p. 11. Available here.

Blockchain

Technology that enables the secure sharing of information using databa-
ses that are shared across a network of participants. It works as a public
ledger where transactions are recorded chronologically in interconnec-
ted "blocks”. Each block contains a list of transactions and is linked to the
previous block, creating a chain. This structure prevents data from being
retroactively altered without modifying all subsequent blocks, providing

robust security.
Source: McKinsey & Company (2022), What is blockchain? Available here.


https://web-archive.oecd.org/2019-02-17/449397-Algorithms-and-colllusion-competition-policy-in-the-digital-age.pdf
https://www.oecd.org/daf/competition/algorithmic-competition-2023.pdf
https://dictionary.cambridge.org/dictionary/english/app
https://www.oecd.org/competition/algorithms-collusion-competition-policy-in-the-digital-age.htm
https://www.oecd-ilibrary.org/governance/hello-world_726fd39d-en
https://www.mckinsey.com/featured-insights/mckinsey-explainers/what-is-blockchain
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Competition policy

The set of laws, economic principles, rules, regulations, institutions and
other tools that the Mexican State has at its disposal to ensure that com-
panies compete, which benefits consumers.

Through its enforcement, authorities prevent, deter, correct, regulate
and/or sanction behaviors by economic agents that reduce or eliminate
competition, such as collusion or abuse of dominance.

Source: Cofece (2020) ¢Qué es la politica de competencia? Available here.

Cookies

A file saved in a computers’ memory to help store preferences and other
relevant information from visited webpages. Cookies can save user’s set-
tings on certain websites and can sometimes be used to track how visi-
tors access to and interact with websites.

Source: Glossary from the Help Center, Google Ads Help, available here.

Digital economy

All economic activities that depend on digital resources or significantly
benefit from them. These resources include technologies, infrastructure,
digital services, and data. The digital economy encompasses both tradi-
tional markets that have adopted digital technologies and markets that
operate entirely in a digital environment.

Sources: OECD (2020) A roadmap toward a common framework for measuring the Digital Economy, p. 35. Available here.
OECD (2022), OECD Handbook on Competition Policy in the Digital Age, p. 8. Available here.

Digital ecosystems

A digital ecosystem is an integrated and dynamic network of products
and services operated by one or more large companies, which have an
active presence in multiple interlinked markets. These links can come in
the form of vertically integrated products or services or extend beyond
a specific value chain. For instance, the Windows operating system, the
cloud computing service OneDrive, and basic office suite services such
as Word, Excel, and PowerPoint, are all part of Microsoft's digital ecosys-

tem.

Source: G7 (2023), 2023 Updated compendium of approaches to improving competition in digital markets, p. 9. Available
here.


https://www.cofece.mx/wp-content/uploads/2020/12/COSAS_QUE_DEBES_SABER_22-01.png
https://support.google.com/google-ads/answer/2407785?hl=en&ref_topic=24937&sjid=2524615785139277741-NC
https://web-archive.oecd.org/2020-07-23/559604-roadmap-toward-a-common-framework-for-measuring-the-digital-economy.pdf
https://www.oecd-ilibrary.org/finance-and-investment/oecd-handbook-on-competition-policy-in-the-digital-age_c8c1841b-en
https://assets.publishing.service.gov.uk/media/654b7439b9068c000d0e7554/2023_updated_compendium_of_approaches_to_improving_competition_in_digital_markets_1.pdf
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Digital markets

The environmentinwhich producers and consumersinteract to exchange
goods and services within the digital economy, accessible via websites or

applications.
OECD (2022), Handbook on Competition Policy in the Digital Age, p. 8. Available here.

Digital platforms

Services or infrastructures that facilitate interaction between two or
more interdependent user groups through services or applications,
adding economic and social value. The user groups connected by the

platform are often referred to as the platforms’ “sides”.
Source: OECD (2019), An Introduction to Online platforms and their role in the Digital Transformation, p. 22. Available here.

E-commerce

The activities of buying and selling products online. A narrower definition
encompasses the provision of consumer goods and services through
online sales channels.

Source: OECD (2019), Implications of e-commerce for Competition Policy, p. 8. Available here.

Economic competition

The effort made by two or more individuals, businesses or companies to
increase their market share by offering a greater variety of higher-quality
product and services at better prices. Competition enhances purchasing
power and consumer welfare, while also allowing companies to access
inputs under competitive conditions, encouraging innovation and boos-
ting productivity.

Source: Cofece (2016) Herramientas de Competencia Econémica, p. 5. Available here.


https://www.oecd-ilibrary.org/finance-and-investment/oecd-handbook-on-competition-policy-in-the-digital-age_c8c1841b-en
https://www.oecd-ilibrary.org/science-and-technology/an-introduction-to-online-platforms-and-their-role-in-the-digital-transformation_53e5f593-en
https://web-archive.oecd.org/2022-03-28/627822-implications-of-e-commerce-for-competition-policy-2018.pdf
https://www.cofece.mx/cofece/images/documentos_micrositios/herramientascompetenciaeconomica_250815_vf1.pdf
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Envelopment

Envelopment refers to a strategy employed by a platform with dominance
in one market to enter another platform market -which is usually related
to the former market, whether the corresponding platforms offer com-
plementary or substitute goods or services- by bundling or tying both
platform products. As a result of network effects (stemming from the
dominant platform's existing user base) and economies of scope (due to
shared technology and data), competing platforms in the second market

would be unable to effectively compete.
Source: OECD (2020), Roundtable on conglomerate effects of mergers - Background Note, pp. 26-27. Available here.

Generative Al

A type of Al that, based on existing data, can generate content such as
text, videos, images, among others, in real-time, making it difficult to dis-
tinguish from content created by humans. An example of this is ChatGPT.

Sources: CAF (2023), Inteligencia Artificial generativa:;Qué deben hacer los gobiernos de América Latina? Available here.
Granieri Marcelo (2023), ¢Qué es la Inteligencia Artificial Generativa? Available here.

IP Address

An P (Internet Protocol) address is a set of numbers that uniquely identify
each device connected to a network using the Internet to communicate.
This system ensures that information sent over the network reaches its
intended destination, much like how postal addresses ensure letters and

packages are delivered to the correct location.
Source: Fortinet (s.f.), What Is an IP Address? How Does It Work? Available here.

Marketplaces

Digital platforms that intermediate in the sales of goods and services
between customers and multiple retailers. Unlike a traditional online
store where only one company sells its products, a marketplace acts as
an intermediary, connecting various sellers with potential buyers in one
place. The platform operator does not necessarily own any inventory, as
their business may only involve presenting third-party inventory to users

and facilitate transactions.
Source: Forbes (2017), What are Online Marketplaces and What Is Their Future? Available here.


https://one.oecd.org/document/DAF/COMP(2020)2/en/pdf
https://www.caf.com/es/conocimiento/visiones/2023/05/inteligencia-artificial-que-deben-hacer-los-gobiernos-de-america-latina/
https://www.obsbusiness.school/blog/que-es-la-inteligencia-artificial-generativa
https://www.fortinet.com/resources/cyberglossary/what-is-ip-address
https://www.forbes.com/sites/richardkestenbaum/2017/04/26/what-are-online-marketplaces-and-what-is-their-future/?sh=56a77e4c3284
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Ride-Sharing platform

A ride-sharing platform is an online service that connects private vehicle
drivers with passengers seeking transportation from an origin to a des-
tination via a mobile app or website. This system enables sharing rides,
helping to reduce costs, traffic and pollution. Users can choose from
various ride options, view driver ratings and pay directly through the app,

making the process both convenient and secure.
Source: Cofece (2015), Opinién OPN-008-2015, p. 2. Available here.

Start-up

A start-up is a newly established company that leverages Information
and Communication Technologies (ICTs) and typically adopts business

models designed to facilitate their growth.
Source: OECD (2015), Start-Up América Latina: Construyendo un futuro innovador, pp. 7-8, Available here.

Streaming

Streaming is a type of technology that sends audio and video content
over the Internet. Streaming provides access to a wide range of digital
content (such as TV shows, movies, music, video games, etc.) at any time,
on any device that can connect to the Internet.

Source: Poor, A. (2019), ¢Qué es el streaming y como funciona? Available here.

Take-it-or-leave-it policy
It refers to the terms and conditions imposed on users of a digital plat-

form (including data sharing), in exchange for granting them access to

the service it provides.

Source: Competition Commission of India (2021), In Re: Updated Terms of Service and Privacy Policy for WhatsApp Users,
p. 16, Available here.


https://www.cofece.mx/cfcresoluciones/docs/Mercados%20Regulados/V6/16/2042252.pdf
https://www.oecd.org/dev/americas/ProgressReport.pdf
https://www.avast.com/es-es/c-what-is-streaming
https://indiankanoon.org/doc/99533020/
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INTRODUCTION

You've likely noticed how digital markets are becoming increasingly rele-
vant in our lives. A growing number of activities have been digitized, while
others have been native to the digital environment. The COVID-19 pande-
mic accelerated the digitalization and adoption of the digital economy by
both businesses and users.

Just as quickly as technologies evolve, digital markets emerge often brin-
ging benefits with each technological advancement. In 2008, Apple intro-
duced the App Store on its devices' and Google launched the Android
Market, the direct precursor to Google Play, marking the beginning of our
access to apps through smartphones.?

1. Apple Newsroom (2018), The App Store turns 10. Available here.
2. Android Authority (2017) From Android Market to Google Play: a brief story of the Play Store. Available here.


https://www.apple.com/newsroom/2018/07/app-store-turns-10/
https://www.androidauthority.com/android-market-google-play-history-754989/
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Evolution of smartphones, app stores and apps

x
(8

= v
1972-2000 2000-2006 2007 2008
Traditional mobile First cellphones with First smartphone First app stores for
phone Internet access. with touchscreen smartphones
2008-2023

Over the world, the App i
Store* has 1.8 million apps,®
3 whereas Google Play** has

Google Play 2.4 million apps.*

*App Store is a trademark of Apple Inc.
**Google Play is a trademark of Google LLC.

More recently, blockchain and its effects have affected diverse markets,
including digital financial services, digital art and security systems. Today,
it's still difficult to fully gauge the impact of the various applications of Al,
one of the most significant upcoming challenges for society.

In the context of the digital economy, competition plays a crucial role in
driving innovation, the emergence of new business models and improved
digital services. A pro-competitive digital environment directly benefits
startups and other participating companies by reducing their costs. This
fosters the creation of an organizational culture focused on efficiency
and encourages an environment that maximizes the benefits of compe-

3. Data from the Apple App Store website, available here.
4. Statista: number of available applications in the Google Play Store from December 2009 to December 2023, available
here.


https://www.apple.com/mx/app-store/
https://www.statista.com/statistics/266210/number-of-available-applications-in-the-google-play-store/
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tition.> As a result, you are benefitted by more and better products and
services.

Understanding the concepts of competition related to the digital eco-
nomy is essential for grasping the dynamics of digital markets and plat-
forms and serves as a valuable tool for you as a user and consumer.

Therefore, the aim of this notebook is to provide you with these tools, so
you can understand what makes digital markets different from brick-and-
mortar markets and the implications these differences have on competi-
tion. The concepts covered in this notebook, along with the benefits and
risks of the digital economy, will equip you to understand activities such
as browsing the Internet, using platforms, shopping online, interacting on
social media, and many others, from a competition perspective.

5.See Burke, A.y Hussels, S. (2013), How Competition Strengthens Start-ups, Harvard Business Review. Available here.


https://hbr.org/2013/03/how-competition-strengthens-start-ups
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1. Why pay attention to digital
markets? Characteristics of the
digital economy.

By browsing the Internet, shopping online or using an app to travel, you
are part of the digital economy. In these markets, certain conditions
coexist that differentiate these business models from those of compa-
nies that only operate through brick-and-mortar channels. Key characte-
ristics include the prevalence of multi-sided platforms, network effects,
economies of scale and scope, low distribution costs and intensive use
of data.

For instance, network economies are present in services like landline
telephony and public transportation, economies of scale can be obser-
ved in airline operations and economies of scope are seen in supermar-
kets, which typically reduce costs by offering a variety of products in one
location.

However, the coexistence and simultaneity of these characteristics in
the digital realm amplify their impact, driving exponential growth.® Simi-
larly, not all these characteristics are present or equally relevant across
all markets or platforms in the digital economy.’

6. See the OECD document, An Introduction to Online platforms and their role in the Digital Transformation from 2019,
p. 27. Available here.

7. See the Compendium of approaches to improving competition in digital markets by the G7, in Hiroshima Summit from
2023, p. 7. Available here.


https://www.oecd-ilibrary.org/science-and-technology/an-introduction-to-online-platforms-and-their-role-in-the-digital-transformation_53e5f593-en
https://assets.publishing.service.gov.uk/media/654b7439b9068c000d0e7554/2023_updated_compendium_of_approaches_to_improving_competition_in_digital_markets_1.pdf
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1.1. Multi-sided platforms in digital markets: intermediaries between
user groups
Many people order food delivery, download an app or share posts on
social media. All these services have something in common: they are
digital platforms that serve as a meeting point for different interdepen-
dent user groups. This meeting point adds value that users from both
groups would not have without the platform,® and it's generally leveraged
to generate revenue and serve as a differentiating factor for the digital
company.®
Nonetheless, the concept of multi-sided platform is not exclusive to the
digital environment, being even possible to talk about multi-sided strate-
gies!® An example of a platform in brick-and-mortar markets is the news-
paper. It is a physical space that connects readers interested in getting
information with advertisers who use ad spaces to communicate the fea-
tures, benefits and price of their products or services. Other examples
include stock exchanges and travel agencies.

Examples of multi-sided platforms in brick-and-mortar markets

R iji
il

NI A,

AOH avanip vy

i
S

L]
Reader Newspaper Advertiser
Pays the newspaper for news Brick-and-mortar platform Reaches readers through
and information products or service

advertisements

8. See the Compendium of approaches to improving competition in digital markets by the G7, in Hiroshima Summit from
2023, p. 8. Available here.

9. The description of the most common digital platforms and their relation to competition would be further developed in
an upcoming Digital Notebook.

10. See Rysman (2009) The Economics of Two-Sided Markets, Journal of Economic Perspectives, p.126.


https://assets.publishing.service.gov.uk/media/654b7439b9068c000d0e7554/2023_updated_compendium_of_approaches_to_improving_competition_in_digital_markets_1.pdf
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On the other hand, not all businesses (digital or traditional) are multi-si-
ded platforms. For instance, clothing companies with physical stores
represent a traditional business model. When these companies decide
to sell their products through their own websites or apps, we are only
dealing with online sales channels. In this model, the company retains
full control over the inventory, sets the prices of its goods or services,
and directly manages all logistics and marketing with the end consumer.

A similar case occurs with pizza restaurants that manage their delivery
service with their own drivers. Regardless of whether the order is placed
by phone or through their app, these operations do not constitute a mul-
ti-sided platform, as they are simply an additional sales channel.

Example of businesses which aren’t multi-sided platforms

Traditional business Digital business

Physical store of a clothing Online store of a clothing company
company (website or app)

Restaurant and its physical food Home delivery through its own app
pickup point or website
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The expansion of brick-and-mortar businesses involves a significant
investment in physical infrastructure, employees, machinery, among
other things. In contrast, the digital environment reduces some of these
costs' and eliminates geographical barriers, allowing businesses to grow
faster. Additionally, it enables the use of data to enhance user experience
and leverage efficiencies. Furthermore, due to these advantages, the use
of multi-sided platforms has become more common among different user
groups, making it easier for them to create connections. This largely exp-
lains why there is a greater presence of platforms in the digital economy.

Online marketplaces like Amazon, Ali Baba or Mercado Libre™ are exam-
ples of multi-sided digital platforms, where sellers, buyers, and service
providers converge on each side. Rappi and Uber Eats place restaurants
or convenience stores on one side, delivery drivers and personal sho-
ppers on another, and users requesting food or groceries through the
app on yet another. Search engines like Google are another example of a
platform that connect searchers, content creators and advertisers.

Examples of multi-sided digital platforms

4 Two-sided platform: accomodation )
Extra money by renting 7 ~
additional space at 5 \
home !
> .
Hosts ACCOMODATION Guests
Commission from ransaction fee
property owners platform Side 2
Side 1
——— -
\
.( @E L S
arger quantity and variety o
:3 accommodation options
- J

11. See Belleflamme, P. & Peitz, M. Economia de las plataformas: Conceptos y Estrategia, p. 11. Cambridge University
Press.

12. Online marketplaces can also sell their own products on their respective multi-sided digital platforms.

13.See OECD (2018), Plataformas digitales y competencia en México, p. 7. Available here.


http://oe.cd/dpcm
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Examples of multi-sided digital platforms

Three-sided platform: delivery

-~

Consumer

The customer base of the platform
operator is retained and upsold as
more services are offered through
the platform

Side 3

Restaurant & . Delivery partner
. N Picks up T
Business get more The existing infraestructure
revenues makes supply reliable
Side 1 Side 2

B ¢/ DELVERY & 93
.‘/% platform ¢ - /:'
B &Y

=17

-

Three-sided platforms: search engines

Advertisers
Side 1
Indirect network effects /r
(more users, more demand .7 N
from advertisers). Soo——=> X
I
\
\ :
Y
- SN SEARCH ENGINE
§ , platform .
o Indirect network effects (more
S---7 websites, more demand for search Ssao--
USGI’S from users; more users, more demand Websit
Side 2 to be listed in search engine). owners

Side 3

)
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Examples of multi-sided digital platforms

-

~

Four-sided platform: Platform with sellers, buyers, material
suppliers and logistic services

Stores
Retailers
Side 1

Delivery

Customer service

Products
Advertisers >
Side 3

All these digital platforms are built upon different business models that
define how they generate value for both their users and themselves, as
well as the strategies they will use to monetize the provision of their ser-

vices.

Advertisement-
based
Suelen ser “gratuitas”

para el usuario e
incorporan anuncios

Examples of digital platform business models™

=<

-
s N
/ \

/ \
] \
)

\ » I

\ / !

NC— /
——) |/
——

Sea-

Multiple
matching

These often charge a

fee per transaction or

interaction that occurs
on the platform

Access model

Subscription-
based

The creator of a
digital good or service
pays the platform to
reach end users

A periodic fee is
charged for the digital
good or service

Note: the categories aren't mutually exclusive.

14.The European Parliament considered three different types of platform based business models: the subscription model,
the advertisement model and the access model in which manufacturers, developers and users all can be charged. See the
European Parliament document from 2016, Challenges for Competition Policy in a Digitalized Economy, p. 21-23, available
here. Aditionally, the German competition authority also consider the existence of matching platforms. See the German
competition authority document from 2016, The Market Power of Platforms and Networks, p. 3, available here.


https://www.europarl.europa.eu/RegData/etudes/STUD/2015/542235/IPOL_STU%282015%29542235_EN.pdf
https://www.bundeskartellamt.de/SharedDocs/Publikation/EN/Berichte/Think-Tank-Bericht-Zusammenfassung.pdf?__blob=publicationFile&v=2
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These business strategies highlight the versatility and adaptability of
multi-sided digital platforms in fostering interaction between supply and
demand. By offering spaces that facilitate the meeting of different user
groups, these platforms not only stimulate the market but also enrich the
digital experience by providing us with more alternatives.

Another characteristic that arises in multi-sided digital markets or plat-
forms is single-homing and multi-homing, both of which are user-centric.
You engage in multi-homing when you have the ability to use multiple
platforms simultaneously to offer or access a digital good or service.”®
For instance, to access music streaming services, you have several subs-
cription options such as Spotify, Tidal, Deezer, Apple Music and Amazon
Music, among others.

Onthe other hand, single-homing occurs when you are limited to only one
platform to access certain services.® An example of this is the current
setup of Apple and Google app stores, where, in order to download an
app (as a consumer) or offer an app as an app developer, you must use
the App Store or Google Play, depending on the platform.

1.2. Network effects and their importance in digital markets

You have probably noticed that certain apps, services or technologies
become more important as more people start using them. Think of an
instant messaging service or social media. An app with only a few users
would be of little use, as you would not be able to communicate with
anyone. This is why most of us use the most popular messaging services,
as they allow us to communicate and share information with as many
people as possible.”

This phenomenon is driven by network effects, which cause a product or
service to become more valuable as the number of users increase.

Network effects are not exclusive to digital markets, as they also occurin
brick-and-mortar markets. For instance, when people used fax machines
to send and receive documents, its usefulness depended on how many
people had a fax machine.

15. See the note by Sebastian Wismer & Arno Rasek to OECD (2017), Market definition in multi-sided markets, p. 9, avai-
lable here and the Background Note by the OECD (2019) Practical approaches to Assessing digital platform markets for
competition law enforcement, available here.

16. See Padilla, J. Dryden, N & Vasconcelos, H. (2021), On the competitive effects of single-homing: the case of hybrid
marketplaces, in Antitrust Chronicle Vol 2(1). Available here.

17. However, this surge in popularity may also result in challenges such as network congestion, where the high volume of
messages and concurrent activity could affect the speed and efficiency of the service.


https://one.oecd.org/document/DAF/COMP/WD%282017%2933/FINAL/En/pdf
https://one.oecd.org/document/DAF/COMP/LACF(2019)4/en/pdf
https://www.competitionpolicyinternational.com/wp-content/uploads/2021/02/AC-February-I.pdf
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Examples of network effects on brick-and-mortar markets™

4 Network effects on brick-and-mortar markets: phone landlines )

The usefulness of a landline phone increases with the number of
\ people you can communicate with by that mean. /

f Network effects on brick-and-mortar markets: malls \

)|

—TTRR

Malls with a broader range of stores and services tend to attract more visitors. This
increases the value of the mall for each of its tenants or stores, as a higher foot traffic

Q’anslates into more sales opportunities. j

( Network effects on brick-and-mortar markets:

public transportation

jﬂf

Public transportation services exhibit network effects by connecting different
geographic areas, attracting more users as long as they can reach their desired
\ destination through the connections it offers.™ /

18. See Badia, H., Argote-Cabanero, J., & Daganzo, C. F. (2016). Network Effects in Bus Transit: Evidence from Barcelond’s
Nova Xarxa. Available here.
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In multi-sided platforms like social media networks, users who are mem-
bers of the network and advertisers promoting their products converge
on the users’ “wall” or feed. The interaction between these user groups
can produce direct or indirect network effects.

Examples of network effects on digital markets

4 Network effects on digital markets: messaging apps I

Personal utility

ENEANE
= =
& =
S e
= =
& =
Z=E
The value of a messaging app increases with each new user, as more available
\ contacts lead to a broader and more effective communication.
f Network effects on digital markets: social networks )

The more users join, the more valuable the
connections and shared content become,
increasing the network’s appeal for both users
and advertisers.

J

Network effects on digital markets: music streaming I

As more users subscribe, more artists share
their music, and more podcast join, the
platform becomes more valuable for
everyone.
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We observe direct network effects when the value that a user on one
side of the platform places on it increases with the rise of users participa-
ting on the same side. In our example, the value of the social network for
the user will increase as more people become members and are allowed
to interact with each other.

Ifthe increase in users on one side of the platform adds more value for the
group on the other side, this is an example of indirect network effects. In
this case, as the number of users grows, the social network will become
more valuable for advertisers, who will be willing to pay more to reach
profiles with a higher likelihood of making a purchase.

In multi-sided platforms, such as social media, users who are members
of the network and advertisers promoting their products converge on
the users’ “wall” or feed. The interaction between these user groups can
generate direct or indirect network effects, which in turn can positively
or negatively influence users. Positive direct network effects occur
when the addition of a new user to the platform improves the situation
for all participants as it encourages interaction between more people.®
For instance, if you use an online videogame streaming platform and your
friends subscribe to the same platform, your situation improves because
now you can all play and interact with each other.?®

Positive indirect network effects happen when people on one side of the
platform benefit from an increase in participants on the other side.?” For
instance, when a new restaurant joins a food delivery platform, it grows
the platform’s size and increases the number of users who will want to
join and place orders.

Negative direct network effects occur when the addition of a new parti-
cipant causes other participants on the same side of the platform to be in
a worse situation due to congestion.? A case illustrating these negative
effects occurs in ride-sharing platforms. When many users request the

19. Evans, D. S., & Schmalensee, R. (2016), Matchmakers: The new economics of multisided platforms, p. 207, Harvard
Business Review Press.

20. Koss, H. (2022), What are Network Effects and Why Are They Important? Available here.

21. See the OECD note by Shelanski, Knox and Dhilla from 2017, Network effects and efficiencies in Multisided Markets,
pp. 2-3. Available here.

22. Evans, D. S., & Schmalensee, R. (2016), Matchmakers: The new economics of multisided platforms, p. 207, Harvard
Business Review Press.


https://builtin.com/product/network-effect
https://one.oecd.org/document/DAF/COMP/WD(2017)40/FINAL/en/pdf
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service at the same time, the network becomes congested, resulting in

higher prices or longer wait times to be matched with a driver.

Negative indirect network effects are present when many users on one
side of the platform create problems for users on the other side. For ins-
tance, if you use a streaming service to watch series and movies that are
interrupted by ads every so often, you might eventually stop using the

platform.?

Direct and indirect network effects

Direct network effects Indirect network effects

With a large number of users, the social

The value of a social network increases network will become more valuable for
for the user as more people join and are advertisers, who will be willing to pay
allowed to interact with each other. more to reach profiles with a higher

likelihood of making a purchase.

23.Koss, H. (2022), What are Network Effects and Why Are They Important? Available here.


https://builtin.com/product/network-effect
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Positive and negative network effects

Direct network effects

Indirect network effects

Positive

In videogame streaming platforms: the
more players join, the better the experience
becomes, with more matches, greater
competition, and improved matchmaking
options.

Positive

On social media: a larger user base increa-
ses the platform's value for advertisers,
who will be willing to pay more to reach
profiles with a higher likelihood to make a
purchase.

Negative

In instant messaging: as more people use
the service, quality may decline due to
server overload, resulting in delayed mes-
sages and unstable connections. This fai-
lure is generated by users on the same side
of the platform.

Negative

In review platforms: as more fake or paid
reviews emerge, the value for users decrea-
ses, as it becomes difficult to distinguish
between genuine and manipulated opi-
nions.
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The network effects of a multi-sided platform create interdependencies
between the user groups that utilize it, which can lead to a feedback loop
if the number of members on one side increases or decreases.

For instance, imagine an app store that raises the fees that app develo-
pers must pay to list and offer their apps. If some developers leave the pla-
tform, it loses value for users who download apps, creating an incentive
for them to leave as well and download apps directly from the browser.
If customers abandon the platform, it loses value for the remaining app
developers. This can also happen the other way around: if the app store
lowers the fees developers must pay to offer their apps, the app store
becomes more attractive to customers, and a larger user base becomes
more appealing to app developers.?

Network effects are crucial in digital markets because the success of a
platform is often directly related to the number of users it has. Additiona-
lly, they enable companies in the digital economy to rapidly expand their
business to a larger user base, which, as we will see later, can have signi-
ficant implications for competition in digital markets.

1.3. Economies of scale: when increased production lowers business
costs

Economies of scale arise when producing a larger quantity of goods or
services lowers the average cost of production. For some companies
already in operation, the cost of producing more goods or services does
notincrease, even as the number of users or customers grows.” This ena-
bles them to scale quickly and offer more options to new users without a
proportional increase in production costs.?

Economies of scale are not exclusive to digital markets, as they can also
occur in brick-and-mortar markets.

24. See the note by Shelanski, Knox and Dhilla from 2017, Network effects and efficiencies in Multisided Markets, p. 3.
Available here.

25. Digital goods and services are produced at a high fixed cost, but with little or no cost related to the quantity produced.
This means that the increase in costs for producing additional units is less than proportional to the increase in the number
of customers attended.

26. See the note by Petropoulos, G. to a document from the OECD (2020), Competition Economics of Digital Ecosystems,
p. 3. Available here.


https://one.oecd.org/document/DAF/COMP/WD(2017)40/FINAL/en/pdf
https://one.oecd.org/document/DAF/COMP/WD(2020)91/en/pdf
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Brick-and-mortar markets

——_———

Economies of scale

Airlines: For airlines, the fixed cost of operating a plane,
whether it is half- empty or full, remains almost the
same.

Postal service: The postal service can reduce its per-
unit costs by increasing the volume of shipments. By
processing more letters and packages, it can spread
fixed costs -such as infrastructure, transportation and
personnel- across a larger volume, thereby reducing the
average cost per shipment. Additionally, with a higher
volumes, delivery routes can be optimized, and auto-
mation technologies can be used to process shipments
more efficiently.

Online learning platforms: These platforms offer a wide
variety of courses, ranging from technical skills to per-
sonal development. The platform invests in creating the
courses and can offer them to any number of students,
meaning the cost per additional user is either negligible
or close to zero.

Cloud storage: As these platforms expand their user
base, they can invest in more efficient infrastructure,
reducing operational costs per user while improving
service speed and security.
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The growth of a company is typically accompanied by significant invest-
ments in infrastructure, human capital, distribution systems, just to name
a few. However, once a company reaches sufficient scale, it can produce
more units at a lower cost.” For instance, a large factory that produces
and sells packaged food may have made considerable investments to
start operating, but thanks to its growth, it can now offer large volumes
of food without requiring significant new investments, as it is already in
operation.

This happens much more frequently in digital markets and platforms, as
after substantial initial investments in developing an app, a website or a
marketplace, among others, the cost of adding a new user and providing
them with a service or digital product decreases.?®

An example of economies of scale in the digital environment is the Google
Calendar service, which incurs design, development, maintenance, and
update costs, regardless the number of users. If improvements are made
to Google Calendar, the costs associated with those upgrades are virtua-
lly the same, regardless of the user base size. Economies of scale allow
companies to benefit many users without incurring significant average
costs.®

In the digital economy, economies of scale present an opportunity for
companies and start-ups to grow and reduce their average costs as they
expand, which enables them to offer better prices, invest in creating new
products or services, improve customer service or participate in other
markets.*°

1.4. Economies of scope and expansion into new markets

Economies of scope occur when it is cheaper for a company to produce
two or more different products or services jointly, rather than separate-
ly.3" This usually happens when there are shared inputs between these
products.

27.See Perez, A., Economies of scale, Global Dictionary of Competition Law, Concurrences, Art. N° 12226. Available here.

28.See Varian, H. R, Farrell, J., & Shapiro, C. (2004), The economics of information technology: An introduction. Cambridge

University Press, p. 25. Available here.

29. See the Stigler Report by the Chicago Booth (2019), Stigler committee on Digital Platforms Final Report, p. 36. Avai-

lable here.

30. See OECD (2022), The Evolving Concept of Market Power in the Digital Economy — Note by Brazil, p. 4. Available
ere.

31.See Baye, M.y Prince, J. (2020), The Economics of Digital Platforms: A Guide for Regulators. Available here.


https://www.concurrences.com/en/dictionary/economies-of-scale
https://gaidigitalreport.com/2020/10/04/the-economics-of-digital-platforms-a-guide-for-regulators/
https://www.chicagobooth.edu/-/media/research/stigler/pdfs/digital-platforms---committee-report---stigler-center.pdf
https://one.oecd.org/document/DAF/COMP/WD(2022)31/en/pdf
https://gaidigitalreport.com/2020/10/04/the-economics-of-digital-platforms-a-guide-for-regulators/
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Economies of scope can be found in both brick-and-mortar and digital

markets.

Economies of scope

Brick-and-mortar markets

Digital markets

Supermarkets

A supermarket sells a wide variety of pro-
ducts, ranging from food and beverages to
cleaning supplies and pharmaceuticals. By
offering all these products in one place, the
supermarket can share common resources
such as space, staff and inventory systems,
thereby reducing its overall operating
costs compared to a specialized store that
only sells one type of product.

Social media

Social media like Facebook use their infras-
tructure to offer multiple services, such as
messaging and news, maximizing resource
utilization and increasing value for users.

In digital markets, owning certain inputs (such as data) enables them to
be used for multiple purposes, even simultaneously.® Some companies
take advantage of this by leveraging their infrastructure (such as app
development, algorithms, software, among others) or data generated by
their operations to offer complementary services.®

32.This doesn’t happen in brick-and-mortar markets, where, typically, the inputs of a product are consumed in its manu-

facture and can't be used for anything else.

33. See the note by Brazil from 2022 to an OECD document, The Evolving Concept of Market Power in the Digital Economy,

p. 4. Available here.


https://one.oecd.org/document/DAF/COMP/WD(2022)31/en/pdf
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In the digital economy, companies like Google and Meta leverage data,
infrastructure, or systems to create and offer new products or services.**
For instance, Meta entered the dating market with Facebook Dating, a
matchmaking service designed to help users find a partner, which relies
on data collected from Facebook users.® This is an example of how busi-
ness growth and the leverage of data can enable expansion into other
markets.

The interconnected goods and services offered by a company through
economies of scope can give rise to what we know as a digital ecosystem.

1.5. Therole of data in digital markets

Data is especially important in the digital economy. New technologies,
with their vast storage and analytical capabilities, have placed data at the
core of markets.%

Information about users and their interactions with the platform has
become an invaluable input for businesses models in the digital eco-
nomy. With this data, it is possible to modify and improve the quality of
products and services, as well as create new applications based on cus-
tomer preferences and needs,” such as delivering targeted or personali-
zed advertising.®

Importance of data in the digital economy

Targeted advertising Improvement of pro- Buying behavior Expansion into
ducts and services and habits new markets

34.See the Compendium of approaches to improving competition in digital markets, by the G7, in Hiroshima Summit from
2023, p. 9. Available here.

35. See OECD (2020), Some Economics of Digital Ecosystems — Note by Marc Bourreau, p. 4. Available here.

36. The role of data in the digital economy and its competitive implications will be further developed in an upcoming
Digital Notebook.

37. Evans, D. S., y Schmalensee, R. (2016). Matchmakers: The new economics of multisided platforms. Harvard Business
Review Press.

38. See BRICS (2019), Digital Era Competition BRICS Report, p. 129. Available here.


https://assets.publishing.service.gov.uk/media/654b7439b9068c000d0e7554/2023_updated_compendium_of_approaches_to_improving_competition_in_digital_markets_1.pdf
https://one.oecd.org/document/DAF/COMP/WD(2020)89/en/pdf
https://cyberbrics.info/wp-content/uploads/2019/09/brics-book-full.pdf
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For data to be useful within a market, it must be processed and analyzed
in such a way that it generates information that can be applied for new
purposes.®®

In many cases, the volume and quality of the data collected and analyzed
are closely related to positive outcomes for a company in the digital
economy. Effective data management enhances products and services,
which attracts more users and, in turn, facilitates the generation, collec-
tion, and processing of even more data.”® For instance, Google and Meta
gather data from multiple sources, enabling them to improve their servi-
ces and attract more users and advertisers, creating a feedback loop.”

Access to different data sources
Data from different Google apps Data from different Meta apps

As previously mentioned, feedback loops can arise due to network
effects. However, another way to trigger these cycles is through data
management and processing. The value of data and information can be
enhanced through algorithms and artificial intelligence, which improve
their performance based on the quality and quantity of the collected
data. This, in turn, drives value creation in the following ways:

39. Rubinfeld, D.y Gal, M. (2017), Access Barriers to Big Data, p. 342. Available here.

40. Colangelo, G.y Maggiolino, M. (2018). Data Accumulation and the Privacy-Antitrust Interface: Insights from the Face-
book Case for the EU and the US. (febrero 17, 2018). Available here.

41.ACCC (2019), Digital Platforms Inquiry. Final Report, p. 58. Available here.


https://arizonalawreview.org/pdf/59-2/59arizlrev339.pdf
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3125490&download=yes
https://www.accc.gov.au/system/files/Digital%20platforms%20inquiry%20-%20final%20report.pdf
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e Larger and higher-quality datasets allow algorithms to make more
accurate predictions, improving the products and services offered.

« The quality of algorithms can be enhanced through learning derived
from experience. That is, data not only feeds but also trains algorith-
mic systems to improve their effectiveness.*?

Data-driven feedback loops

Data is collected from

/ different sources \

More users attract more | ‘l Collected data helps
. } . . .
advertisers ' ; improve service quality
Better services attract /
more users

In digital markets, companies typically rely on timely access to data, as
well as the ability to use it to develop innovative applications, products,
and services. For instance, Generative Al is a service powered by vast
amounts of data, highlighting the importance of timely accessing infor-
mation for innovating and competing*®

The use of data is so relevant in the digital economy that many platforms
allow end users to access their services without requiring monetary pay-
ment in exchange for their data. Typically, the cost of services provided to
this user group is subsidized by another user group that generates reve-

42.See the note by Petropoulos, G. to a document from the OECD (2020), Competition Economics of Digital Ecosystems,
p. 3-5, available here, so as the paper by Hagiu, A. & Wright, J (2023), To get better customers data, build feedback loop into
your products, Harvard Business Review, available here.

43. See the Compendium of approaches to improving competition in digital markets, by G7, in Hiroshima Summit from
2023, p. 8. Available here.


https://one.oecd.org/document/DAF/COMP/WD(2020)91/en/pdf
https://hbr.org/2023/07/to-get-better-customer-data-build-feedback-loops-into-your-products
https://assets.publishing.service.gov.uk/media/654b7439b9068c000d0e7554/2023_updated_compendium_of_approaches_to_improving_competition_in_digital_markets_1.pdf
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nue for the platform.* This is known as zero-price markets, and examples
include social networks and search engines.

1.6. Effects on competition

In digital markets and platforms, network effects, economies of scale and
scope, the role of data and the prevalence of multi-sided platforms are
interconnected and have a significant impact on competitive conditions.

The incentives for companies to scale up their platforms can lead to “win-
ner-takes-all” situations, where only a few companies are able to cha-
llenge the dominant player,* making it common for a few competitors
to control the market.* These are some of the key factors that influence
competition in the digital economy:

1. Barriers to entry. Network effects can create barriers to entry for
new competitors, who must offer significantly superior value to
attract users from established platforms. Additionally, they increase
the minimum number of users needed for a new company to effecti-
vely compete in the market.?

2. Economies of scale and scope. Companies that have reached a
critical mass of users and data can expand rapidly, benefiting from
reduced costs as their user base grows and demands more products,
while also diversifying their services. This poses a challenge for new
competitors, who cannot match the low unit costs or the variety of
services offered by established companies.

3. Ability to leverage data. Companies with access to vast datasets
have a significant advantage over new entrants,”® who may struggle
to access the information necessary to compete effectively.

Large digital companies have greater capacity to collect and process
information, for instance, to create profiles of user preferences. With
these profiles, companies can anticipate customer needs. Compa-

44 Evans, D. S., & Schmalensee, R. (2016), Matchmakers: The new economics of multisided platforms, p. 208, Harvard
Business Review Press; OECD (2018), Quality considerations in digital zero-price markets, p. 4., Available here.

45. European Parliament (2015), Challenges for Competition Policy in Digitalised Economy, p. 8. Available here

46. OECD (2022), The Evolving Concept of Market Power in the Digital Economy — Note by Brazil, p. 5. Available here.

47 . See the Compendium of approaches to improving competition in digital markets, by the G7, in Hiroshima Summit from
2023, p. 8. Available here.

48. See the note by Petropoulos, G. to a document from the OECD (2020), Competition Economics of Digital Ecosystems,
p. 3. Available here.


https://cofecemx-my.sharepoint.com/personal/palcala_cofece_mx/Documents/PIAB/DGMD%202023/Cuadernos%20Digitales/Proyectos%202024/1%20Aspectos%20Básicos%20Economía%20Digital/Revisión%20Pleno/:%20%20https:/papers.ssrn.com/sol3/papers.cfm?abstract_id=3862529
https://www.europarl.europa.eu/RegData/etudes/STUD/2015/542235/IPOL_STU(2015)542235_EN.pdf
https://one.oecd.org/document/DAF/COMP/WD(2022)31/en/pdf
https://assets.publishing.service.gov.uk/media/654b7439b9068c000d0e7554/2023_updated_compendium_of_approaches_to_improving_competition_in_digital_markets_1.pdf
https://one.oecd.org/document/DAF/COMP/WD(2020)91/en/pdf
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nies that lack this data processing capability and volume will have a
hard time predicting and capitalizing on customer preferences.

Switching costs for users. Once users become accustomed to a pla-
tform, app or ecosystem, they face significant costs -both financial
and in terms of time and effort- to switch to an alternative. This inclu-
des migrating personal data, rebuilding social networks, learning new
interfaces, and recovering purchase history and subscriptions. The
difficulty of switching platforms reduces user sensitivity to changes
in price, quality, or privacy.

Captive users within ecosystems. Digital ecosystems that intercon-
nect various services and apps, such as those offered by big techs,
combine data from multiple sources (e.g. search queries, email and
geolocation data). This not only facilitates the development of new
products but also keeps users locked within the ecosystem. While
the integration of services increases user convenience, it also com-
plicates the transition to competing platforms,* thereby increasing

the market power of the company.*°

Together, these factors can lead to a market dominated by a few com-
panies, which in itself does not harm the market but opens the possibi-
lity for anticompetitive behavior. This could directly impact consumers,
resulting in higher prices, fewer options, lower quality and innovation,
worse privacy conditions, and users being unable to make effective deci-

sions.”

Analyzing these effects helps us better understand the benefits for busi-
nesses and users, as well as the inherent risk to competition in the digital

economy, which we will explore in the following sections.

49. See the note by Brazil from 2022 to an OECD document, The Evolving Concept of Market Power in the Digital Economy,

p. 4. Available here.
50.See OECD (2018), Plataformas digitales y competencia en México, p. 48. Available here.
51. Japan Fair Trade Commission (2019), Report Regarding Trade Practices on Digital Platforms, p. 9. Available here.
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2. Benefits of competition in the
digital economy

Just as in brick-and-mortar markets, when different platforms and com-
panies in the digital economy compete with each other, we all benefit.
This competition drives innovation in technology and business models,
while also lowering prices and improving the quality of goods and ser-
vices. Such competition directly benefits us as users by offering more
and better options at more affordable prices.®

These competitive environments not only push platforms to innovate
and foster efficiency, but they can also promote market expansion and
cost reduction, which directly benefits start-ups, sellers of products and
services, and end users. Additionally, through the effective use of algori-
thms and data processing, the benefits of price targeting strategies can
be realized.

2.1. Market expansion and cost reduction

Two of the main benefits of competition in the digital economy are the
potential to expand the markets where goods and services can be offered
and cost reduction. For start-ups and companies offering goods and ser-
vices in the digital environment, these benefits can manifest in several
ways: lowering barriers to expansion; data-driven growth; using the digi-
tal environment as an original distribution channel; outsourcing, remote

52. To delve into the benefits of competition, you can look up Cofece (2016) Herramientas de Competencia Econémica,
available here, and Cofece (2016) Pymes y la competencia econémica, available here.


https://www.cofece.mx/cofece/images/documentos_micrositios/herramientascompetenciaeconomica_250815_vf1.pdf
https://www.cofece.mx/cofece/images/Documentos_Micrositios/PyMESyCompetenciaEconomica_250815_vf1.pdf
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work, and improving operational efficiency. Similarly, consumers also
benefit from competition in the digital economy, as we will discuss below.

Reduction of barriers to expansion. The digital economy has trans-
formed how businesses reach more people -often on a global scope- and
at a lower cost. Connectivity enables the same digital goods or services
to be offered in places where it would traditionally be difficult to provide
them physically. Furthermore, the barriers of distance, time, and effort for
interacting with and reaching more customers have been significantly
reduced, regardless of their location. On the other hand, users benefit
from access to a greater number of markets, especially when it comes to
digital goods and services.

Strategic use of data and expansion. In the digital economy, data is
key. Increasingly, companies leverage data to better understand what
users need and improve their customer experience.>® Technologies like
machine learning and Al make data even more valuable, helping improve
products and expand into new markets.> In this regard, larger companies
have an advantage in accessing to more data and using it more effecti-
vely, or even selling it to smaller businesses or startups.

Additionally, companies can leverage the data or insights derived from
machine learning obtained through an existing service to enter an adja-
cent market with an improved product.®

Expansion incentives. Economies of scale and scope facilitate the emer-
gence of goods or services with reduced costs at large scales, as well as
the possibility of entering other markets as platform’s user base grows,
allowing for an expanded offering.5¢ Platforms such as transportation
networks have diversified their services to areas like food and grocery
delivery. On the other hand, companies like Google have expanded their

53. European Parliament (2015), Challenges for Competition Policy in Digitalised Economy, p. 8. Available here.

54.0ECD (2020), Competition Economics of Digital Ecosystems — Note by Georgios Petropoulos, p. 3. Available here.

55. See the Stigler Report by the Chicago Booth (2019), Stigler committee on Digital Platforms Final Report, p. 36. Avai-
lable here.

56. See the Stigler Report by the Chicago Booth (2019), Stigler committee on Digital Platforms Final Report, p. 7. Available
here.
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operations beyond their initial offerings, like search engines, to markets
such as advertising and software.”
Some platforms, such as those offering ride-sharing services, are also
beginning to deliver food or groceries. This growth is made easier as they
can do more at a lower cost as they scale, allowing them to offer new
products and enter other markets.

Market expansion
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57.See Funta, R. (2019), Economic and legal features of digital markets, p. 182. Available here.
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Reduction of distribution costs. Distribution costs refer to the expenses
incurred by a producer for activities related to delivering a finished pro-
duct to a customer.®® In brick-and-mortar markets, distribution is a signi-
ficant cost. However, in the digital realm this cost can be much lower. The
distribution costs of digital goods and services is nearly nonexistent,*
as all that is required is for the customer to have access to the Internet.

Digital companies offering physical products or retail services can take
advantage of economies of scope and vertically integrate to reduce
costs. Online retail platforms can attract sellers by offering access to
large markets, efficient marketing and distribution costs, as well as the
opportunity to boost sales and profits.5°

Digital environment as an additional distribution channel. Companies
use the digital environment as an additional distribution channel to
reach a larger audience, allowing them to grow more than could with only
a physical store.

Telecommuting and operational efficiency. Digitalization has facilitated
telecommuting, as seen during the COVID-19 pandemic. Companies with
the right technological infrastructure were able to quickly adapt, even
modifying customer service processes through tools like WhatsApp and
Zoom.®

Outsourcing. The digital economy enables the outsourcing of many pro-
cesses, promoting specialization and leveraging the economies of scale
of service providers. Although outsourcing also occurs in brick-and-mor-
tar markets, the speed with which it is implemented in the digital envi-
ronment makes a significant difference. For instance, in some markets,
it is cheaper to rent IT infrastructure in the cloud from companies that
consolidate demand from multiple clients.

Benefits for consumers. The digital economy also reduces costs for
consumers. Shopping online eliminates the need to visit physical stores,
saving both time and money. Additionally, platforms provide detailed
product information and reviews from other buyers, helping consumers

58. Meriam-Webster Dictionary. Available here.

59. Chicago Booth (2019), Stigler committee on Digital Platforms Final Report, p. 39. Available here.

60. See the Annex of an OECD document, An Introduction to Online platforms and their role in the Digital Transformation
from 2019, Annex A. Platform Company Profiles, p. 168. Available here.

61.See EY (2021) Informe de Madurez Digital en México (2020-2021), pp. 9 and 14. Available here.


https://www.merriam-webster.com/dictionary/distribution%20cost
https://www.chicagobooth.edu/-/media/research/stigler/pdfs/digital-platforms---committee-report---stigler-center.pdf
https://www.oecd-ilibrary.org/science-and-technology/an-introduction-to-online-platforms-and-their-role-in-the-digital-transformation_53e5f593-en
https://www.ey.com/es_mx/transformation-realized/madurez-digital-2020
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make informed decisions. The ease of making returns and exchanges
online adds trust and fosters customer loyalty.

Benefits: cost reduction

Consumer savings from Telecommuting, remote Outsourcing of certain
avoiding travel or visiting  classes, virtual conferences  cloud computing services
a physical store; greater

access to information

On the other hand, the use of data and advanced technologies such as
machine learning and Al, enables companies not only to better unders-
tand consumer needs but also to adapt and expand their products into
adjacent markets. This is particularly beneficial for both large companies
and start-ups, as they can leverage these data to innovate and compete
vigorously.

As you can see, the benefits of competition in the digital economy are
diverse and provide significant advantages not only to consumers but
also to product vendors, developers of digital goods and services, and
tech companies. For all of them, competition fosters development and
growth.

Moreover, a competitive environment drives continuous innovation and
ensures that the benefits of technology reach a broader audience, benefi-
ting both businesses and consumers. Consumers enjoy a wider variety of
products and services, an improved user experience and greater access
to information that helps them make better decisions.
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2.2. Personalized pricing

The digital age has transformed the way we shop, allowing companies to
gatherinformation about us in various ways, such as our browsing history,
IP address, past purchases and the use of cookies.®? This information can
enhance the quality of services offered, for instance, by providing better
recommendations for your favorite music or suggesting nearby restau-
rants.

One way this data can be used is to set the price of a product or service.
Our consumption habits, the frequency with which we purchase certain
products or even a medical condition, may be factors considered when
setting a price.

This approach is known as personalized pricing and involves tailoring
prices for different consumers based on the specifics about their beha-
viors and characteristics. This information can be gathered in various
ways, including direct observations, data voluntarily shared by users,
analysis of online activities, or interactions across different digital pla-
tforms. The goal of this technique is to determine how much each cus-
tomer is willing to pay and how sensitive they are to price fluctuations.s

The use of personalized data to determine prices does not always have
to be seen as negative.®* For instance, ride-sharing platforms calculate
the cost of a ride by considering various factors, such as your current
location, the time you request the service, the demand from other users
at that moment, and the availability of nearby drivers. In other services,
data about your regular purchases can be used to offer personalized dis-
counts, directly benefiting you.

62. See Da Silva, F., y Nuiiez, G. (2021), La era de las plataformas digitales y el desarrollo de los mercados de datos en un
contexto de libre competencia, p. 12. Available here.

63. See the document from the Competition & Markets Authority or CMA (2018), Pricing algorithms, pp. 36 and 55. Avail-
able here.

64. See the document from the Competition & Markets Authority or CMA (2018), Pricing algorithms, pp. 36 and 55. Avail-
able here.


https://repositorio.cepal.org/server/api/core/bitstreams/0c2536f0-bacc-491b-81ff-330298b959f2/content
https://assets.publishing.service.gov.uk/media/5bbb2384ed915d238f9cc2e7/Algorithms_econ_report.pdf
https://assets.publishing.service.gov.uk/media/5bbb2384ed915d238f9cc2e7/Algorithms_econ_report.pdf
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Examples of personalized practices: ride-sharing apps rates

”””” L

ONOFS

-‘_‘ E N & ——-
A —
Requests from Location: congestion / Distance and
other passengers difficult access length of the trip

WiTh A BRTUER e L 8 8.8 6 ¢
Available drivers Minimum/base Others
fare*
*If applicable.

In the digital economy, companies use advanced technologies to adjust
their prices without the need for direct interaction with the customer.
Thanks to the development of algorithms and the analysis of large data-
sets, companies can more accurately estimate consumers’ willingness to
pay. This enables the implementation of personalized pricing more effec-
tively and at a lower cost.
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Personalized pricing is common in certain digital platforms and mar-
kets, such as e-commerce platforms, travel agencies, or financial servi-
ces.®® Digital platforms play a key role in this process, as they facilitate
individualized interaction with customers. Through these platforms,
companies can offer personalized deals to each user, meaning that two
people may receive entirely different prices for the same product without
knowing it, or be offered deals that other customers do not receive.

Steps involved in personalized pricing

The company gathers The company uses the Based on the estimated
data concerning con- data gathered to estimate willingness to pay, the
sumers’ characteris- consumers’ willingness to company chooses the

tics and behavior pay for a good or service price for each consumer

Source: OECD (2018), Personalised Pricing in the Digital Era, p. 10. Available here.

Personalized pricing is a common advantage in digital markets, and
its implementation is on the rise, as a few traditional businesses have
access to large databases that allow such precise price setting. However,
there are some concerns from a competition policy perspective. Here are
two of them.

The first concern is that the personalized pricing strategy could enable
companies with market power to charge prices much higherthan the cost
of producing an additional unit® of their products or services,® based on
what each consumer is willing to pay. This could not only reduce con-

65. Bourreau, M., de Streel, A., y Graef, |. (2017), Big Data and Competition Policy: Market power, personalized pricing and
advertising, p. 41. Available here.

66. Marginal cost is the cost of producing an additional unit of a product or service.

67. It'simportant to notice that the OECD has highlighted this as a potential concern. Furthermore, in the case of abusive
of dominance, a company could argue the existence of efficiency gains, namely, pro-competitive benefits for consumers
that outweigh any harm to competition.


https://one.oecd.org/document/DAF/COMP(2018)13/en/pdf
https://www.researchgate.net/publication/314261931_Big_Data_and_Competition_Policy_Market_power_personalised_pricing_and_advertising
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sumer welfare but also hinder other firms’ ability to compete on prices,
thereby distorting competition.®

The second concern relates to the algorithms used to personalize these
prices. For instance, the UK's Competition and Markets Authority (CMA)
has pointed out that advanced algorithms, capable of learning and adap-
ting to market conditions, could facilitate coordination among compa-
nies without direct communication.®®

Despite these potential risks, personalized pricing represents a benefit
for businesses, start-ups and individuals selling products online, by gene-
rating efficiencies.”®

68. See the OECD document from 2018, Personalised Pricing in the Digital Era, p. 26. Available here.

69. See the document from the CMA (2018), Pricing algorithms, p. 48. Available here.

70. See Haucap, J., Reinartz, W. & Wiegand, N. (2018) When customers are and aren’t - OK with personalized prices, Har-
vard Business Review. Available here.


https://one.oecd.org/document/DAF/COMP(2018)13/en/pdf
https://assets.publishing.service.gov.uk/media/5bbb2384ed915d238f9cc2e7/Algorithms_econ_report.pdf
https://hbr.org/2018/05/when-customers-are-and-arent-ok-with-personalized-prices
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3. Competition risks in digital
markets

The same characteristics of digital markets that generate the bene-
fits discussed throughout this notebook can also foster practices that
seriously hinder competition. In this section, we explore the risks asso-
ciated with the dominance of a few firms in the digital economy, which
can abuse their market power. The main concerns we will address are:

o Abuse of dominance. Some companies use their market power to
make it harder for new businesses or smaller competitors to suc-
ceed. The effects of these practices can include reduced quality of
digital goods or services, higher prices, and stifled innovation, among
others.

e Opaque terms and conditions. The terms and conditions of most
digital platforms and services are often imposed on users as a requi-
rement to access the service.

In this section, we will examine how these strategies can harm smaller
competitors, as well negatively impact as you as a user through higher
prices, lower-quality products, and less innovation.”

71. See the document from the OECD (2020), Abuse of dominance in digital markets, pp. 7-8, available here, the Com-
pendium of approaches to improving competition in digital markets, by the G7, in Hiroshima Summit de 2023, pp. 7, 9 and
10, available here, as well as the publication by the Australian competition authority or ACCC (2022), Digital Platforms
Services Inquiry Discussion Paper for Interim Report No. 5: Updating competition and consumer law for digital platforms
services, p. 5. Available here.


https://web-archive.oecd.org/2021-10-31/566602-abuse-of-dominance-in-digital-markets-2020.pdf
https://assets.publishing.service.gov.uk/media/654b7439b9068c000d0e7554/2023_updated_compendium_of_approaches_to_improving_competition_in_digital_markets_1.pdf
https://www.accc.gov.au/system/files/Digital%20platform%20services%20inquiry.pdf
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3.1. Abuse of dominance in the digital economy

A company’s market power is generally measured by its ability to restrict
the supply of goods or services or set prices above competitive levels.
While many companies achieve a dominant position through innovation,
effective business models, and efficient operations -benefiting consu-
mers and the economy- using this position can lead to two outcomes: it
can be an efficient business strategy, or it can harm competition.”?

A practice that potentially reduces competition is nor automatically con-
sidered illegal. Instead, it is assessed individually under a “rule of reason”
standard. This means that a conduct is only deemed illegal if the poten-
tial harm to competition outweighs the benefits in terms of efficiency
and consumer welfare improvements.

We are dealing with abuse of dominance in situations where firms with
market power displace existing competitors or prevent the entry of new
ones without demonstrating clear benefits. In Mexico, this is known as a
relative monopolistic practice, although it is also referred to as exclusio-
nary practices, as they foreclose other competitors -whether current or
potential- from the market.”

Next, we will explore some strategies used by dominant firms that could
be harmful to competition and negatively impact consumers, including
examples of ongoing investigations and sanctions.

Exclusive dealing. In any market, whether digital or traditional, the rela-
tionship between producers and distributors of a particular good or ser-
vice is determined through contracts. Within these contracts, exclusivity
clauses may be included, requiring distributors to purchase only from a
specific producer or to refrain from selling goods and services offered by
the producer’s competitors.”

To compete in digital markets, it is essential for companies to have multi-
ple channels through which they can distribute their products and servi-
ces to end users. Exclusivity agreements are a strategy that may be used
to restrict distribution channels. They can also prevent new competitors
from entering the market, as exclusivity agreements hinder an entrant’s

72. See Cofece (2016) Herramientas de Competencia Econémica. Available here,
73.0ECD (2018), Personalised Pricing in the Digital Era, pp. 26-27. Available here.
74.0ECD (2018), Plataformas digitales y competencia en México, pp. 65-66. Available here.


https://www.cofece.mx/cofece/images/documentos_micrositios/herramientascompetenciaeconomica_250815_vf1.pdf
https://one.oecd.org/document/DAF/COMP(2018)13/en/pdf
http://oe.cd/dpcm
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ability to contract with distributors and offer their goods or services,
whether digital or physical.

On October 20, 2020, the U.S. Department of Justice (DOJ) filed a lawsuit against Google for
entering into agreements that prevent mobile device manufacturers and distributors from
installing competing apps to Google Search on their devices. According to the DOJ, Google is
using these exclusivity agreements to maintain and abuse its dominant market position, bloc-
king the entry of new competitors.

The trial began on September 12, 2023. In its defense, Google argued that these agreements are
similar to those used by other companies to distribute their software. It acknowledged having
promotional agreements that allow manufacturers to use its Android operating system for
free, which, according to Google, helps reduce the cost of phones for consumers. Furthermore,
Google stated that despite these agreements, device manufacturers and operators still often
install multiple competing apps on their devices.

Finally, on August 5, 2024, the U.S. District Court for the District of Columbia concluded that
Google was guilty and had violated antitrust laws by maintaining its monopoly in the search
engine and online advertising markets through these agreements.

Sources:

DOJ (2020), Justice Department Sues Monopolist Google for Violating Antitrust Laws. Available here.

DOJ, U.S., and Plaintiff States v. Google LLC [2020]. Available here.

The New York Times (2023), Google Goes on Trial Over Justice Dept. Claims That It Has Monopoly Power. Available here.
Nicola Agius (2023), U.S. vs. Google Antitrust trial: Everything you need to know. Available here.

Tying. Tying or bundling occurs when a company sells one product only
on the condition that the consumer also purchases a different (or tied)
product.”® This can be done by either forcing the consumer to buy the
products together or by limiting the compatibility of its product with
competing products.’®

This strategy can be used by companies in both brick-and-mortar and
digital markets, but when implemented by a dominant firm, it poses
potential risks to competition.

When a digital company with market power over one product or ser-
vice ties it to another product, without demonstrating efficiencies that
outweigh its anticompetitive effects, it can harm both consumers and
competition.”’

In the digital economy, certain characteristics can facilitate tying, as digi-
tal products are often linked to other distinct products, whether hardware

75.DO0J (2022), Competition and Monopoly: Single-Firm Conduct Under Section 2 of The Sherman Act: Chapter 5. Avai-
lable here.

76. OECD (2020), Roundtable on Conglomerate Effects of Mergers — Background Note by the Secretariat, p. 10. Available
here.

77.0ECD (2020), Abuse of dominance in digital markets, p. 41. Available here.


https://www.justice.gov/opa/pr/justice-department-sues-monopolist-google-violating-antitrust-laws
https://www.justice.gov/atr/case/us-and-plaintiff-states-v-google-llc
https://www.nytimes.com/2023/09/11/technology/google-monopoly-justice-dept-trial.html
https://searchengineland.com/google-search-antirust-trial-hearing-updates-431977
https://one.oecd.org/document/DAF/COMP(2020)2/en/pdf
https://web-archive.oecd.org/2021-10-31/566602-abuse-of-dominance-in-digital-markets-2020.pdf
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(a mobile phone), software (an operating system) or web-based services
(a website). These links can occur because one product complements
another or because they share the same inputs (same components or
programs).”®

On June 4, 2021, the European Commission (EC) launched a formal investigation against Face-
book (now Meta). The EC suspects that Meta may be harming competition. Preliminary findings
from the EC indicate that:

. Meta is the dominant player in both market personal social networks and online display
advertising on social media markets.

. Meta may have abused its dominant position by tying its online classified ads service
(Facebook Marketplace) to its social media platform (Facebook).

«  This means that Facebook users automatically gain access to Facebook Marketplace,
whether they want it or not.

The EC is concerned that competitors of Facebook Marketplace could be foreclosed, with Meta
leveraging its market power in a way that competitors cannot easily replicate.

The investigation is still ongoing.
Source: EC, AT.40684 Facebook Marketplace. Available here.

On July 27,2023, the EC opened an investigation into Microsoft's potential tying or bundling of
Microsoft Teams with Office 365 and Microsoft 365.

Microsoft is a global technology company offering productivity and business software, cloud
computing and personal computing. Teams is a cloud-based communication and collabora-
tion tool that offers functionalities such as messaging, calling, video meetings, file sharing and
brings together Microsoft's and third-party workplace tools and other applications. Microsoft
includes Teams in its cloud-based productivity suites for business customers Office 365 and
Microsoft 365. The EC is concerned that:

Microsoft may grant Teams a distribution advantage by not giving customers the choice on
whether or not to include access to that product when they subscribe to their productivity
suites, and

Microsoft may have limited the interoperability between its productivity suites and competing
offerings.

If proven, these practices may constitute anticompetitive tying or bundling, hindering competi-
tion from alternative providers of communication and collaboration tools.

The investigation is still ongoing.

Sources:

EC (2023), Antitrust: Commission opens investigation into possible anticompetitive practices by Microsoft regarding
Teams. Available here.

EC, AT.40721 Microsoft Teams. Available here.

78.0ECD (2020), Abuse of dominance in digital markets, p. 41. Available here.


https://competition-cases.ec.europa.eu/cases/AT.40684
https://ec.europa.eu/commission/presscorner/detail/en/ip_23_3991
https://competition-cases.ec.europa.eu/cases/AT.40721
https://web-archive.oecd.org/2021-10-31/566602-abuse-of-dominance-in-digital-markets-2020.pdf
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Discrimination. Another strategy used by large companies to protect
or increase their market power is discrimination. Generally, companies
maintain business relationships with other companies, either as custo-
mers or suppliers (these companies are referred to as a business part-
ners). Discrimination involves treating business partners who are in simi-
lar conditions differently, placing them at a competitive disadvantage.”

Through discrimination, a company offers lower prices or more favorable
terms and conditions to some of its business partners. This can manifest
in monetary terms (e.g. a manufacturer might have its own distributors
and also hire independent distributors; if it charges independent distri-
butors more, it would be engaging in discrimination) or in non-monetary
terms (e.g. chips can be used to make both computers and cars; a chip
supplier might offer less favorable terms to those buying chips for com-
puters compared to those purchasing them for cars).

When this practice displaces competitors or prevents new entrants
without producing efficiencies that result in greater positive effects, the
dominant company faces less competition, allowing it to raise prices,
reduce the quality of its products or services, and decrease innovation,
ultimately harming consumers.®

In the digital context, platforms act as intermediaries between business
users and end users, but they sometimes compete directly with sellers on
their platform by offering their own products and services. For instance,
e-commerce platforms connect buyers and sellers, but within their plat-
form, they may also offer products and services.

In these cases, there is a risk that companies will leverage their domi-
nance on the platform to give preferential treatment to their own pro-
ducts and offer less favorable conditions to their competitors’ products.®
This type of discrimination is commonly known as self-preferencing.®?

Self-preferencing in the digital environment has been investigated and
penalized by competition authorities worldwide. Concerns about these
practices have been so significant that they have contributed to the

79. Bergqvist, C. (2020), Discrimination and Self-favoring in the Digital Economy, p. 8. Available here.

80. OECD (2020), Abuse of dominance in digital markets, p. 34-36. Available here

81. OECD (2020), Abuse of dominance in digital markets, p. 54. Available here

82. Carugati, C. (2022), How to implement the self-preferencing ban in the European Union's Digital Markets Act, p. 2.
Available here.


https://deliverypdf.ssrn.com/delivery.php?ID=910024021106116081085096072102105126039006020032019035067003091010126084094064077007039055026029057040105066020126114088079093119055089076076122104103070088069022072033041079097116004112065068116126100088085011113091065002021103096086007097100087088096&EXT=pdf&INDEX=TRUE
https://web-archive.oecd.org/2021-10-31/566602-abuse-of-dominance-in-digital-markets-2020.pdf
https://web-archive.oecd.org/2021-10-31/566602-abuse-of-dominance-in-digital-markets-2020.pdf
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=4366700
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regulation of digital markets in the European Union through the Digital
Markets Act® or the tenth amendment to the German Competition Act.

In 2019 and 2020, the EC opened two investigations against Amazon, finding that:

Amazon uses private data obtained through Amazon Marketplace® to feed automated sys-
tems that adjust offers and business decisions for Amazon Retail.®

The rules and criteria for the Buy Box® and Prime® unfairly favor Amazon Retail and sellers
within Amazon Marketplace who use Amazon's logistics and delivery services.

On December 20, 2022, the EC accepted a series of commitments offered by the company, in
which Amazon pledged not to use data obtained as an operator of Amazon Marketplace for its
own retail operations and to ensure non-discriminatory access to both the Buy Box and Prime.

Sources:

EC, AT.40462 Amazon Marketplace. Available here.

EC, AT.40703 Amazon — Buy Box. Available here.

Official Journal of the European Union (2022), Summary of Commission Decision of 20 December 2022 relating to a proce-
eding under Article 102 of the Treaty on the Functioning of the European Union and Article 54 of the EEA Agreement (Cases
AT.40462 — Amazon Marketplace and AT.40703 — Amazon Buy Box). Available here.

On June 27,2017, the EC fined Google €2.42 billion for abusing its dominance as a search engine
by giving an illegal advantage to its own price comparison service. It also ordered Google to
treat Google Shopping and competing price comparison services equally.

The EC concluded that:

Since 2008, Google prominently positioned and displayed its own price comparison service on
general search results pages.

Google did not apply the same penalty system to Google Shopping that it applied to competing
price comparison services.

Google Shopping grew faster as a result of systematic self-preferencing by Google, to the detri-
ment of competing price comparison services.

Sources:

EC (2017), Antitrust: Commission fines Google €2.42 billion for abusing dominance as search engine by giving illegal

advantage to own comparison shopping service. Available here.
EC, AT.39740 Google Search (Shopping). Available here.

83. At certain point, it was considered the possibility that third-party discrimination was deemed per se illegal, meaning
that there would be no opportunity to justify the conduct on the basis of efficiency gains. See Cabral, L. et al (2021) The EU
Digital Markets Act: A Report from a Panel of Economic Experts, p. 15. Available here.

84. Amazon's online marketplace.

85. Amazon's retail business.

86. Prominently displays the offer of one single seller and allows products to be swiftly purchased by directly clicking on
a buy button

87. Loyalty program that influences sellers’ ability to win the Buy Box.


https://competition-cases.ec.europa.eu/cases/AT.40462
https://competition-cases.ec.europa.eu/cases/AT.40703
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52023AT40462(01)
https://ec.europa.eu/commission/presscorner/detail/en/IP_17_1784
https://competition-cases.ec.europa.eu/cases/AT.39740
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3783436
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Abuse of dominance practices that displace competitors and new
entrants also affect consumers of digital goods and services. Just as in
brick-and-mortar markets, such strategies employed by dominant com-
panies in digital environments can have several effects on consumers,
not all of which are necessarily positive. Some of the potential impacts
include:

1. Limited choices. When a dominant company establishes exclusivity
agreements, it can limit the availability of alternative products or ser-
vices in the market. This reduces your options as a consumer and
may force you to settle for products that are not your first choice.

2. Priceincreases. The lack of competition allows dominant firms to set
higher prices than they could in a more competitive market. You run
the risk of paying more due to these practices.

3. Restricted innovation. These practices can discourage innovation,
both for the dominant firm and its competitors. The dominant firm
may feel no need to innovate due to the protection afforded by its
practices and the consolidation of its power, while competitors may
be unable to innovate or improve their products due to these and
other barriers.

4. Consumer dependence. As a user, you may become dependent on
a single provider for certain products or services, which can be pro-
blematic if the service quality declines, or if there are issues with the
product and no alternatives are available.

5. Long-term effects on competition. In the long run, exclusivity agree-
ments may discourage new companies from entering the market,
leading to even greater market concentration and a continued reduc-
tion in the diversity and quality of available products and services.

These impacts highlight the importance of staying informed and vigilant
regarding competition issues as digital consumers. Understanding these
practices and their consequences enables us to make more informed
decisions and advocate for fairer and more competitive markets. It also
underscores the importance of supporting policies and regulations that
promote competition and protect consumer rights in the digital realm. By
doing so, we not only protect our individual interests but also contribute
to a healthier and more competitive digital ecosystem.
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3.2. Leveraging data in digital services — terms and conditions

The data collected by companies in the digital environment can be used
to benefit consumers, for instance, by suggesting products and servi-
ces that best suit their needs and interests, or by fostering innovation.
However, companies may implement certain practices regarding the use
of data that harm consumers and their privacy, often through terms and
conditions.

In digital markets, it is common for companies to impose terms and con-
ditions on the use of user information in exchange for granting access
to their services.® In this scenario, users often face “take it or leave it"
situations: without consenting to the collection, combination, use, and
sharing of your data for various purposes, you cannot use the service.®

The terms and conditions imposed by digital companies are often diffi-
cult to understand and change frequently. Moreover, consumers are
rarely fully informed about how their data is handled: how it is collected,
analyzed and marketed, as well as the security risks this entails.”

Dominant companies or platforms in a digital market can exploit this
situation to impose terms and conditions that restrict competition, using
envelopment strategies and exploitative practices that negatively impact
consumers.

Data collection and envelopment strategies. Data collection through
abusive terms and conditions has been a subject of international analy-
sis due to its potential anticompetitive effects. This analysis has led
some experts to link the market power of certain companies to envelop-
ment strategies that utilize unclear and excessive terms and conditions,
negatively impacting both competitors and consumers.

Envelopment strategies manifest when a dominant firm in one market
expands into another, whether related or completely different. In doing
so, the company combines or connects its existing products or services
with new ones, offering them jointly, much like a tying or bundling strate-

88. Competition Commission of India (2021), In Re: Updated Terms of Service and Privacy Policy for WhatsApp Users.
Available here.

89. Plantinga, B. (2022), Differences in substantive application of Article 102 TFEU and the DMA concretized: ‘Privacy
policy tying” under Article 102 TFEU or the opt-in rule for data combination and cross use in article 5 (2) of the DMA.
Available here.

90. European Parliament (2015), Challenges for Competition Policy in Digitalised Economy, p. 34. Available here.


https://indiankanoon.org/doc/99533020/
https://eulawenforcement.com/?p=8451
https://www.europarl.europa.eu/RegData/etudes/STUD/2015/542235/IPOL_STU(2015)542235_EN.pdf
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gy.%' However, due to the characteristics of the digital economy, namely,
network effects arising from a large user base, and economies of scope
from shared technology and data usage, participants in the new market
are unable to compete effectively with the dominant firm.%2

In the case of “privacy policy envelopment” strategies, the company or
platform extends its market power by using its privacy policy to enter
new markets. This includes leveraging data collected under certain pri-
vacy conditions in one market to gain advantages in others.%®* The domi-
nant firm's advantage lies in its unique position to combine and mone-
tize data from both the originating and target markets, resulting from its
dominance in the original market and its practice of linking privacy poli-
cies across both markets.

Moreover, in these new markets, the company can offer products at low
or even no cost, subsidizing these expenses with profits from the origi-
nal market, which can make it difficult for other companies to compete.**
Additionally, any new data the company collects in the new market can
be used to further strengthen its position in the original market.

This strategy can be especially harmful to competition, as the digital
company or platform uses its control over data to ensure its dominance
in both the original and new markets.

Data collection and exploitative practices. Data collection through
opaque and abusive terms and conditions has also been studied for its
direct impact on consumers, through exploitative practices.

In the preceding section, we defined exclusionary practices as those
carried out by market power holders, without efficiency gains, that aim
to harm the competitive position of their rivals or exclude them from the
market (referred to as relative monopolistic practices in Mexico).

In addition to these, there are exploitative practices, conducted by domi-
nant companies, which directly aim to harm consumers.*

91. Padilla and Condorelli distinguish three types of common tying strategies employed in envelopment: bundling, virtual
bundling and self-preferencing. See Condorelli, D. & Padilla, J. (2019) Harnessing Platform Envelopment in the Digital
World, pp. 35-36. Available here.

92.See OECD (2020), Roundtable on conglomerate effects of mergers - Background Note, pp. 26-27. Available here.

93. See OECD (2020), Roundtable on conglomerate effects of mergers - Background Note, pp. 26-27. Available here.

94. See Condorelli, D. & Padilla, J. (2019) Harnessing Platform Envelopment in the Digital World, pp. 35-36. Available here.
95. See Akman, P. (2008) Exploitative Abuse in Article 82EC: Back to Basics? Cambridge Yearbook of European Legal
Studies, Vol. 11, 2009. Available here.
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In jurisdictions where such powers exist, exploitative practices in brick-
and-mortar markets typically focus on the imposition of excessive prices
on consumers by dominant firms, commonly referred to as exploitative
pricing.%

In the case of the Bundeskartellamt or Federal Cartel Office of Germany
(FCO), the theory behind exploitative practices was linked to the extrac-
tion and collection of data in the FCO v. Meta case. In this case, it was
concluded that Meta abused its dominant position by directly affecting
consumers through the extensive collection of user data without proper
consent.

The FCO found that Meta, as the dominant company in the market for social media, forced
users to accept terms that allowed the company to collect data not only within the Facebook
platform, but also across other websites and apps, linking this information to users” accounts
without clear and transparent consent.

The FCO interpreted this practice as an abuse of Meta's dominant position in the market, ena-
bling it to gain significant competitive advantages, particularly in targeted advertising. Fur-
thermore, the FCO considered the extensive data collection, combined with the lack of clear
options for users, to be an exploitative practice. This led to an undue increase in Facebook's
market power, directly harming consumers by limiting their ability to choose and control their
own data. As a result, the FCO ruled initiated an investigation against Meta in 2016.

In its 2019 decision, the FCO concluded that through its terms of service, the social network
was able to collect user information from websites and apps outside of its own network, even
if users had opted to disable web tracking. This data collection extended beyond Facebook to
other platforms within the same corporate group, such as WhatsApp and Instagram, as well as
third-party websites and apps integrating Facebook APIs.

Furthermore, the FCO ruled that the consent obtained under these terms was invalid and requi-
red Meta to make significant changes in how it collects and uses data. The new regulations
now require Meta to obtain explicit consent to link data collected from external services with
Facebook user accounts. If such content is not obtained, the data must be kept separate.

This case highlights the importance of balancing the market power of large digital platforms
with the protection of consumer rights. Although Facebook appealed this decision, the Court
of Justice of the European Union upheld the FCO's ruling in July 2023.

Sources:

FCO, Bundeskartellamt prohibits Facebook from combining user data from different sources. Available here.

FCO, Background information on the Bundeskartellamt's Facebook proceeding Available here.

Court of Justice of the European Union, A national competition authority can find, in the context of the

examination of an abuse of a dominant position, that the GDPR has been infringed. Available here.

96. See Akman, P. (2008) Exploitative Abuse in Article 82EC: Back to Basics? Cambridge Yearbook of European Legal
Studies, Vol. 11, pp. 7-8. Available here.


https://www.bundeskartellamt.de/SharedDocs/Meldung/EN/Pressemitteilungen/2019/07_02_2019_Facebook.html
https://www.bundeskartellamt.de/SharedDocs/Publikation/EN/Downloads/FAQ_Facebook.pdf?__blob=publicationFile&v=2
https://curia.europa.eu/jcms/upload/docs/application/pdf/2023-07/cp230113en.pdf
https://ssrn.com/abstract=1328316

Basic Concepts of Competition in the Digital Economy =53

This case highlights two significant aspects: the competition authorities’
concern with sanctioning the imposition of abusive terms and condi-
tions, not only as exclusionary conduct but also, under certain circum-
stances, as an exploitative conduct that directly affect consumers. On
the other hand, the FCO v. Meta case underscores the need for terms
and conditions to be fair and transparent, ensuring that consumers have
genuine control over their personal data and are not merely passive sub-
jects of commercial practices implemented by dominant companies.

In this context, it's essential to acknowledge the growing importance of
terms and conditions in the assessment of anticompetitive practices.
These terms not only shape the interaction between businesses and
consumers but also determine the dynamics of digital markets. Privacy
policy envelopment strategies and the FCO's sanctioning of Meta for
exploitative conduct in data collection highlight that terms and condi-
tions can become tools for direct exploitation of consumers and for res-
tricting competition. This scenario emphasizes the concern over data
misuse, which occurs without the full knowledge and consent of users.

As consumers in the digital age, it is fundamental to enhance our unders-
tanding and awareness of how companies use this information. By doing
so, we not only protect our privacy but also contribute to preserving a
competitive and fair environment.
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FINAL THOUGHTS

Throughout this notebook, we have explored how the digital economy
not only transforms our lives by providing convenience and new oppor-
tunities, but also presents unique challenges that, as consumers, we
must understand and carefully navigate with. Digital markets, with their
fast-paced and dynamic nature, offer significant advantages such as
market expansion, cost reduction and improved access to products and
services. However, these benefits come along with risks that can impact
not only our user experience but also the competitive structure of the
market and our privacy.

1.

The importance of Competition. Competitionin digital markets drives
innovation, improves quality, and lowers costs, directly benefiting us
as consumers. It is crucial to support and promote a pro-competi-
tive environment that prevents harmful practices which could lead
to markets that are less diverse, more expensive, lower-quality and
lacking innovation.

Relevance of the digital economy characteristics. By understanding
the benefits and risks associated with digital platforms, economies
of scale and scope, and the ways our data will be used, we can take
a more active role in making informed and responsible choices as
users. Awareness of how these dynamics shape the digital economy
enables us to make smarter decisions.
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3. Thetwo sides of network effects. Network effects can make a service
more valuable as more users adopt it, but they can also create high
entry barriers that discourage new competitors and consolidate the
dominance of a few players. As users, we must leverage the benefits
of large networks while being mindful of how, under certain condi-
tions, these networks can limit competition and reduce our ability to
choose freely.

4. Surveillance of data collection and usage. As we browse online, we
interact with various platforms that collect data on our activities.
While this can enhance service personalization and efficiency, it also
poses significant risks regarding how our data might be used. It is
essential to stay vigilant and critical of the terms and conditions that
we often overlook; these documents outline how our personal data is
used, sometimes in ways that could harm us as users.

5. Identification of anticompetitive practices. As consumers in the
digital economy, we face the risk that market-dominant players may
engage in practices that manipulate prices or reduce the quality of
goods and services available, without generating greater efficiency
gains that outweigh the harm to competition. Strategies such as
exclusivity agreements, tying, discrimination, and, as part of this,
self-preferencing, can limit our choices as consumers and distort
competition by favoring certain goods or services over other compe-
titors. This could not only restrict our options but also drive up prices,
degrade product quality, and stifle innovation

While we enjoy the immense benefits of the digital economy, we must
also be informed and cautious consumers. By understanding both the
opportunities and risks inherent in digital markets, we can make bet-
ter-informed decisions that not only protect our personal interests but
also promote a fairer and more competitive digital environment. Adop-
ting an active and conscious role in how we interact with technology and
digital businesses is key to ensure that these markets remain dynamic
and competitive.
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