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Course title - English Exclusive Contracts and Digital Platforms
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Level PhD

Semester Spring 2020

Course responsible Professor 11, Greg Shaffer, University of Rochester and

NHH/BECCLE, and Professor 11, Ozlem Bedre-Defolie, ESMT
Berlin, University of Bergen/BECCLE, and CEPR.

Teaching language English

Teaching schedule Intensive Course: April 27 — April 30 (Monday, Tuesday,
Wednesday, Thursday), 1015-1200 and 1315-1500.

Topics

This course aims to provide students with a strong understanding of contracts between vertically
related firms (Business to Business contracting). It investigates the use of exclusive contracts in
traditional vertical settings, and provides state-of-the-art models of multi-sided platforms in digital
markets. With respect to traditional settings, it considers the competitive effects of exclusive contracts
paying particular attention to how upstream firms are able to induce the downstream firms to sign
them. In markets with digital platforms, the course investigates digital platforms’ optimal pricing and
design decisions, and the effects of a platform’s contractual conditions with its sellers on competition
between sellers and between platforms.

The types of contracts considered include exclusive-dealing clauses, market-share requirements,
loyalty discounts, long-term contracts, and Most-Favored-Customer clauses (MFCs). Contracts with
non-linearities that do not explicitly reference rivals are also considered and the question is asked when
such contracts may harm competition. Policy implications will be considered throughout the course.
Specific topics include:

1) Chicago school critique of naked exclusion

2) Exclusives to enhance investment incentives

3) Exclusives when there are externalities across buyers

4) Entry deterrence by exclusionary clauses

5) What makes multi-sided platforms different from standard firms

6) How to account for these differences in pricing and designing important aspects of digital platforms

Learning outcome




Knowledge:
At the end of the course students will have a broad understanding of

o the literature on exclusive contracts and entry deterrence, and how the various arguments in this
literature inform the public policy debate over their use

e the classical models of multi-sided markets, key aspects, like cross-group network effects,
digital platforms need to consider in pricing and designing their platforms, important policy
questions related to the practices of digital platforms, and potential policy implications.

Skills:
At the end of the course students will be able to

e use game theoretic models in applied vertical settings

e assess the competitive effects of exclusive contracts in particular settings

¢ identify what makes multi-sided platforms special and distinctive relative to firms selling
regular products and services.

e analyze multi-sided platforms” optimal pricing and design decisions, identify key challenges,
and provide specific recommendations.

General Competence:
At the end of the course students will

e have an understanding of how exclusive contracts affect market outcomes in the economy

e gain a deep understanding of the economic tradeoffs involved in determining optimal strategies
of multi-sided platforms and evaluating how these practices affect consumers, their 3" party
providers (sellers), and rival platforms.

Teaching

Plenary lectures. The course will go through seminal theories of industrial organization in the listed
topics mainly focusing on intuition, basic economic trade-offs, modelling approaches, applications and
limitations. In order to fully grasp the material from the class discussions, it is important to come to the
class prepared. This involves reading the assigned (required) readings for each session and thinking
critically about the papers. Reading critically theoretical research work means trying to address the
following questions:




* What is the research question? Why is it interesting? (how does it help you to understand the real
world?)

* What is the main finding (insight, message) of the paper? What are the implications of the results?
Are they relevant for applications?

» What are the key mechanisms at work in the context of the paper?

» What are the main ingredients of the theoretical model (players, timing, actions/strategies, payoffs,
information assumptions, equilibrium notion)?

» Which assumptions are critical for the result? Are they realistic?

* How robust are the findings? Would they be valid if particular assumptions were relaxed?

Materials permitted during the examination

One bilingual dictionary.

Recommended prerequisites

A good knowledge of static oligopoly theory (i.e., Cournot, Bertrand, and Stackelberg models) and a
basic knowledge of game theory (e.g., simultaneous and sequential move games, standard solution
concepts) is essential. A good way to get up to speed on these topics would be to consult the relevant
chapters in one of the standard graduate 10 textbooks. Two of our favorites are Jean Tirole (1988), The
Theory of Industrial Organization, and Xavier Vives (1999), Oligopoly Pricing.

Requirements for course approval

none

Assessment

The assessment for this course consists of one individually written take-home exam (40%), one
individually written referee report (50%), and class participation (10%).

The home-exam will be available beginning 8:00 on 4 May (start date). You will have until 16:00, 8
May, to complete it (submission date). The home-exam is to be individually written and will comprise
40% of your grade.




An important aspect of doing research and having a successful academic career is the ability to
evaluate work (both your own work and also others’). Each student is thus also expected to write one
referee report individually on a recent research paper. The instructors will provide a list of papers at
the beginning of the course. You will be expected to choose one paper from this list and prepare a
report on it. The report is to be individually written and will be due within 2 weeks of the completion
of the course. It will comprise 50% of your grade.

The last component of your grade consists of class participation. By this, we mean attendance in class
each day and participation in class discussions. Class participation will comprise 10% of your grade.

Grading scale

Pass/Fail

Computer tools

None
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Course workload

Lectures: 16 hours
Home exam: 10 hours
Written report: 40 hours

Self-study of the course material: 50 hours




