Academic seminar to discuss the UKRN report on Price Comparison Websites
7" September 2016

Selective notes of the discussion compiled by Professor Catherine Waddams,
from the Centre for Competition Policy and Norwich Business School at the
University of East Anglia, who chaired the session.

Main messages

1. While the focus of the report is on the consumer experience, the incentives and
responses of PCW providers will have a fundamental effect on what consumers are
offered.

2. Substantive differences between PCWs in the service and products which they offer in
different (regulated) sectors indicate that optimal policies may differ considerably
between sectors and circumstances. Within each sector, interaction and consistency of
policy with more traditional forms of agency (e.g. brokers) and in other markets are
crucial for framing policy.

3. The ability and incentives for PCWs to segment the market will affect consumers
differently; the existence of PCWs may result in higher prices for non-users than would
otherwise have been the case. By shifting some search costs from users to the search
engine, who then charges fees to providers, the PCWSs reallocate these costs between
consumers, including those who do not search.

4. Given the novelty and evolution of the PCW market and the continuing
experimentation of websites with their consumers, the relevant market, the appropriate
theory of harm and a framework for determining objectives and improvements are key to
informing any intervention.

A list and summary of some relevant papers, as well as bios and contact details for the
academic participants are included at the end of this note.
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Neil introduced the main findings of the report, the second report of a UKRN project on
consumer engagement and switching, which focused on online intermediaries and
PCWs. This was primarily descriptive, identifying similarities and differences in the
regulatory tools and practices of the FCA, Ofcom and Ofgem. The focus had been on
understanding consumers’ experiences and their engagement with PCWs. A central
guestion was how to ensure that PCWs benefitted consumers. General consumer
awareness of regulator accreditations of PCWs is low.

David Ronayne presented some findings from academic research, which were relevant
to PCWs and the report. He focused on four topics: Prices, Fees and Comparison; Price
Dispersion (central to the business model of PCWs) which remained high in internet and
PCW-enabled sales; the role of Price-Ordered Results for homogeneous and
heterogeneous goods, for rational and boundedly-rational consumers; and Business
Models, Showrooming and Price Discrimination Clauses.

The floor was opened to general discussion.

PCWs and similar internet-based services are evolving rapidly, and practice often runs
ahead of theory. A contrast was drawn within regulated sectors between the suppliers,
who were often heavily regulated, and PCWSs, where there was sometimes no regulation
at all; and between the promotion by PCWs of themselves as benign public services,
which was often accepted by the public and politicians with little focus on their
commercial activities, incentives and cost recovery, and understanding the business
models and incentives as portrayed in the emerging economic literature. Private
consumer facing companies in the digital sphere are themselves experimenting with
different consumer interactions, and had strong incentives to find mechanisms which
generated consumer loyalty. Click through fees make repeat business valuable and this
provides an incentive that limits the desirability of ‘ripping off’ a consumer at one
particular transaction. Given the greater knowledge that commercial entities have,
relative to regulators, there is a danger that intervention by regulators and competition
authorities would stifle such experimentation and innovation. It is important to identify a
benchmark for good or better outcomes and a reference framework to assess and
interpret the evidence. Given uncertainty around the theory of harm relating to PCWs, an
appropriate regulatory path may be one of monitoring, with the potential for ex-post
enforcement.

In terms of benefiting consumers, many suppliers offer lower prices on PCWs than
elsewhere, so that while PCWs may stimulate competition, with consequent benefits,
those who don’t use the PCW are more easily identified as price-insensitive and may
pay more than if there were no PCWSs. This is an externality on non-users that is
passively ‘exerted on them’ by PCW users. If such non-use is driven by and related to
characteristics that mark consumers as more vulnerable, then the broader social
implications of this discrimination may be cause for concern.



Given the range of types of PCWSs, from passive ‘data scrapers’ to retailers, identification
of the functions relevant to particular markets is important. Does multi-homing suggest
lack of consumer trust in individual PCWs, or is this a consequence of incomplete
coverage or price discrimination between sites? How far have search costs been
reduced, if consumers visit several PCWs?

Is there a role for a ‘plain vanilla’ publicly provided website to provide a consistent
reliable service? There are examples of such websites for energy in other parts of
Europe, but they are not heavily used; there is evidence of pro-competitive effects from a
government-provided PCW for petrol. Providers are generally better at communicating
with consumers than regulators, and invest heavily in marketing and understanding
consumer response. By contrast, public bodies generally do not have funds for large
scale marketing, and some publicly operated sites have poor functionality. The fixed
nature of marketing and brand investment affects private PCWSs’ own incentives to
operate across several different markets. PCWs’ marketing may increase general
awareness among consumers regarding the benefits of switching.

Some sectoral differences may depend on the nature of data required, both for
producing comparisons and interpreting output. The relative cost of providing input data
from the current supplier and the consumer is also likely to vary across sectors.

Other points: PCWs are a low cost route to market for new entrants, and their costs for
new entrants have to be compared against alternative avoided marketing expenditure.
Might PCWs enable excessive entry by service providers, or excessive switching? Does
the empirical evidence of a variety of PCWs’ models suggest that the ‘best’ model has
not yet been identified? Further empirical evidence might be obtained from the
experience of PCWs outside the EU, in particular in the US.

Some relevant academic papers

“Paying for prominence” by Armstrong and Zhou (Economic Journal)
http://onlinelibrary.wiley.com/do0i/10.1111/j.1468-0297.2011.02469.x/abstract

Summary: If a PCW can make a firm prominent in exchange for a fee then prices
will be distorted upward and more expensive firms will tend to be prominent.

“‘Middlemen as guarantors of quality” by Biglaiser and Friedman (International Journal of
Industrial Organization)

http://www.sciencedirect.com/science/article/pii/0167718794900051

Summary: A PCW can exert a halo effect on the sellers it lists by putting its
reputation on the line and therefore committing not to list “bad” (i.e. low-
guality/dishonest) sellers.


http://onlinelibrary.wiley.com/doi/10.1111/j.1468-0297.2011.02469.x/abstract
http://www.sciencedirect.com/science/article/pii/0167718794900051

“A Model of Biased Intermediation” by De Corniere and Taylor (Working paper)
http://users.ox.ac.uk/~inet0118/pdf/Taylor 14-06.pdf

Summary: Suppose firms can pay a comparison service in exchange for
prominent placement. Whether this benefits or harms consumers depends on the
nature of competition between the firms (e.g. relative importance of price vs
guality competition). The same kind of distinction is important in determining
which kind of policies are likely to be effective.

“Price Coherence and Excessive Intermediation” by Edelman and Wright (QJE)

http://www.benedelman.org/publications/pricecoherence-2015-03-12.pdf

Summary: Intermediaries tend to use MFN clauses to distort prices in a way that
induces consumers to transact more through the consumers paying higher prices
and inefficiently high utilisation of the intermediary.

“A Model of Add-on Pricing” by Ellison (QJE)
http://economics.mit.edu/files/7605

Summary: Firms can profit by separately selling add-ons. The usual Chicago
critique that would render such a strategy unprofitable does not apply because
price cuts in the base good disproportionately attract “cheapskates” who will not
buy the add-on. N.b Ellison shows that this logic only works if firms collude
around add-on pricing, a PCW might be a potential mechanism to facilitate such
collusion.

“Search, Obfuscartion, and Price Elasticities on the Internet” by Ellison and Ellison
(Econometrica)

http://economics.mit.edu/files/7205

Summary: An empirical paper that documents obfuscatory tactics used by sellers
on a PCW to hinder consumer attempts at price-comparison. Shows that this
leads to higher prices.

“Strategic Obfuscation and Consumer Protection Policy” by Gu and Wenzel (Journal of
Industrial Economics)

http://dx.doi.org/10.1111/joie.12060

Summary: Changes that reduce consumer search frictions may not leave
consumers better-off because firms can react by changing, for example, their
website design to make search more difficult again.
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“Price Comparison Websites” by Ronayne (Working paper)

http://www?2.warwick.ac.uk/fac/soc/economics/research/workingpapers/2015/twerp 1056
b_ronayne.pdf
Summary: Price comparison sites increase competition between firms, but the

fee that they charge drives prices upward. The latter effect dominates so that
PCWs leave consumers paying higher prices.

“Ordered Search and Equilibrium Obfuscation” by Wilson (International Journal of
Industrial Organization)

http://dx.doi.org/10.1016/}.ijindorg.2009.12.001

Summary: Some firms face a profitable incentive to deliberately make it harder
for consumers to find their price in order to reduce market competition.

“Search Platforms: Showrooming and Price Parity Clauses,” by Wang and Wright
(Working paper)

http://www.cepr.org/sites/default/files/\Wright,%20Julian%20paper 0.pdf

Summary: Careful analysis of MFN price-parity clauses in platform markets when
consumers face costs of search.

“An Economic Policy Perspective on Online Platforms” by Martens, (Working paper)

https://ec.europa.eul/jrc/sites/jrcsh/files/JRC101501.pdf

Summary: Discusses platforms from a regulatory policy angle, including potential
market failures in platforms, the extent of self-regulation and possible regulatory
responses through existing competition policy, consumer protection and data
protection instruments and selected policy issues.
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