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sections featuring rigorous formal models.

Chiara Fumagalli is Avv. Giovanni Agnelli Associate Professor of Economics at
Bocconi University. Her research covers industrial organization, competition policy
and corporate finance. Her research in these areas has been published in leading
international academic journals, including The American Economic Review, The Journal
of Financial Economics and The RAND Journal of Economics.

Massimo Motta is Research Professor at ICREA-Universitat Pompeu Fabra and the
Barcelona Graduate School of Economics. He served as Chief Competition Economist
at the European Commission (2013-2016) and has extensive experience in teaching
competition policy and in advising competition agencies. His book Competition Policy:
Theory and Practice (Cambridge, 2004) is the standard international reference on the
economics of antitrust, and is used by lecturers, scholars and practitioners.

Claudio Calcagno holds a PhD in Economics from the European University Institute
and has been working as a professional economist since 2004. He has advised clients
across many jurisdictions and industries on matters including abuse of dominance,
agreements, mergers, market investigations, regulatory inquiries, private litigation and
state aid.

© in this web service Cambridge University Press www.cambridge.org


www.cambridge.org/9781107017382
www.cambridge.org

CAMBRIDGE

Cambridge University Press

978-1-107-01738-2 — Exclusionary Practices

Chiara Fumagalli , Massimo Motta , Claudio Calcagno
Frontmatter

More Information

@© in this web service Cambridge University Press www.cambridge.org


www.cambridge.org/9781107017382
www.cambridge.org

Cambridge University Press

978-1-107-01738-2 — Exclusionary Practices

Chiara Fumagalli , Massimo Motta , Claudio Calcagno
Frontmatter

More Information

Exclusionary Practices

The Economics of Monopolisation and Abuse

of Dominance

CHIARA FUMAGALLI

Bocconi University, Milan, Italy

MASSIMO MOTTA

ICREA-Universitat Pompeu Fabra, and Barcelona Graduate
School of Economics, Spain

CLAUDIO CALCAGNO
KPMG LLP, London, UK

B CAMBRIDGE
UNIVERSITY PRESS

© in this web service Cambridge University Press www.cambridge.org



www.cambridge.org/9781107017382
www.cambridge.org

Cambridge University Press

978-1-107-01738-2 — Exclusionary Practices

Chiara Fumagalli , Massimo Motta , Claudio Calcagno
Frontmatter

More Information

CAMBRIDGE

UNIVERSITY PRESS

University Printing House, Cambridge CB2 8BS, United Kingdom
One Liberty Plaza, 20th Floor, New York, NY 10006, USA
477 Williamstown Road, Port Melbourne, VIC 3207, Australia
4843/24, 2nd Floor, Ansari Road, Daryaganj, Delhi — 110002, India
79 Anson Road, #06-04/06, Singapore 079906

Cambridge University Press is part of the University of Cambridge.

It furthers the University’s mission by disseminating knowledge in the pursuit of
education, learning, and research at the highest international levels of excellence.

www.cambridge.org
Information on this title: www.cambridge.org/9781107017382
DOI: 10.1017/9781139084130

(© Chiara Fumagalli, Massimo Motta and Claudio Calcagno 2018

This publication is in copyright. Subject to statutory exception
and to the provisions of relevant collective licensing agreements,
no reproduction of any part may take place without the written

permission of Cambridge University Press.

First published 2018
Printed in the United States of America by Sheridan Books, Inc.
A catalogue record for this publication is available from the British Library.

Library of Congress Cataloging-in-Publication Data
Names: Fumagalli, Chiara, author. | Motta, Massimo, author. | Calcagno, Claudio, 1981 author.
Title: Exclusionary practices : the economics of monopolisation and abuse of dominance /
Chiara Fumagalli, Bocconi University, Milan, Italy, Massimo Motta, Pompeu Fabra University,
Barcelona, Spain, Claudio Calcagno, Competition Economics, KPMG LLP (UK).
Description: Cambridge, United Kingdom ; New York, NY : Cambridge University Press, 2018. |
Includes bibliographical references and index.

Identifiers: LCCN 2017032959 | ISBN 9781107017382 (hardback : alk. paper)
Subjects: LCSH: Barriers to entry (Industrial organization) | Restraint of trade. |
Monopolistic competition. | Competition—-Government policy. | Antitrust law.
Classification: LCC HD2756.5.F86 2018 | DDC 338.8/2—-dc23
LC record available at https://lccn.loc.gov/2017032959

ISBN 978-1-107-01738-2 Hardback
ISBN 978-1-107-60896-2 Paperback

Cambridge University Press has no responsibility for the persistence or accuracy of
URLSs for external or third-party internet websites referred to in this publication,
and does not guarantee that any content on such websites is, or will remain,
accurate or appropriate.

At the time of publication, Claudio Calcagno is an employee of KPMG LLP. Any views expressed
in this book are those of the authors and do not necessarily represent the views of KPMG LLP or
those of any of KPMG LLP’s clients.

© in this web service Cambridge University Press www.cambridge.org


www.cambridge.org/9781107017382
www.cambridge.org

Cambridge University Press
978-1-107-01738-2 — Exclusionary Practices
Chiara Fumagalli , Massimo Motta , Claudio Calcagno

Frontmatter

More Information

Contents

List of Figures pagex
List of Tables xi
Acknowledgements xii
Introduction 1
1  Predatory Pricing 14
1.1 Introduction 14
1.2 Theories of Predation 16
1.2.1  Predation: The Chicago School and the Search for a Theory 16
1.2.2  Traditional Theories of Predatory Pricing 18
1.2.3 A Theory of Predation Based on Scale Economies

and Incumbency Advantage 26
1.3 A Simple Theory of Predation* 45
1.3.1  The Base Model (Supply-side Scale Economies)* 45
1.3.2  Generalisation of the Theory and Extensions* 51
1.4  From Theory to Practice 73

1.4.1  Policy Implications from Theories of Predation: Profit
Sacrifice and Recoupment 73
1.4.2  How to Recognise Predation: The Theory of Harm 75
1.4.3  How to Recognise Predation: Tests for Profit Sacrifice 80
1.5 Case-law 91
1.5.1  United States 91
1.5.2  European Union 96
1.6 Cases 98
1.6.1  Napp 99
1.6.2  Sanofi-Aventis 101

© in this web service Cambridge University Press

www.cambridge.org


www.cambridge.org/9781107017382
www.cambridge.org

Cambridge University Press

978-1-107-01738-2 — Exclusionary Practices

Chiara Fumagalli , Massimo Motta , Claudio Calcagno
Frontmatter

More Information

vi Contents

1.6.3  Cardiff Bus 102
1.6.4  Telecom Italia 103
1.6.5 Wanadoo 104
1.6.6  Deutsche Post 108
1.6.7  Aberdeen Journals 111
1.6.8 Media24 113
1.6.9 ECS/AKZO 117
1.6.10 American Airlines 119
1.6.11 Standard Oil and American Tobacco 123
2 Price Discrimination and Single-Product Rebates 126
2.1 Introduction 126
2.2 Price Discrimination, Welfare and Efficiencies 127
2.2.1  Forms of Price Discrimination 127
2.2.2  Welfare Effects of Price Discrimination 129
2.3 Price Discrimination as an Exclusionary Device 135
2.3.1 Non-strategic Selective Price Cuts 136

2.3.2  Price Discrimination to Deprive the Rival of the Scale it
Needs 139

2.3.3  Other Anti-competitive Concerns of Contracts that

Reference Rivals 154
2.3.4  Price Discrimination between Off-net and On-net Users 161
2.4 Price Discrimination when Scale Matters* 163

2.4.1  Innes and Sexton’s ‘Divide-and-Conquer’

Price Discrimination* 163

2.4.2  (Explicit and Implicit) Selective Discounts* 170

2.4.3  Conditional Rebates to Target the Contestable Demand* 182

2.4.4  Discounts Conditional on Exclusivity* 186

2.5 From Theory to Practice 191
2.6 Case-law 197
2.6.1  United States 197

2.6.2  European Union 199

2.7 Cases 207
2.7.1  Intel 207

2.7.2  Tomra 219

2.7.3  Meritor 223

2.7.4  Eisai 228

2.7.5  South African Airways, I and IT 231

2.7.6  Compagnie Maritime Belge 235

2.7.7  Michelin II 236

© in this web service Cambridge University Press www.cambridge.org



www.cambridge.org/9781107017382
www.cambridge.org

Cambridge University Press

978-1-107-01738-2 — Exclusionary Practices
Chiara Fumagalli , Massimo Motta , Claudio Calcagno

Frontmatter
More Information

Contents

3 Exclusive Dealing

3.1
3.2

3.3

3.4

3.5

3.6

3.7

Introduction

Anti-competitive ED

3.2.1
3.2.2
3.2.3
3.2.4

3.2.5
3.2.6

The Chicago School Critique

Upstream Competition

Scale Economies and Externalities Among Buyers
When Exclusivity can be Breached upon or
Renegotiated

Competing for Exclusivity

Empirical Evidence

Efficiency-enhancing Exclusive Dealing

3.3.1

3.3.2
3.3.3

Exclusive Dealing and Protection of
Relation-specific Investments

Other Efficiency Justifications
Empirical Evidence

Economic Models of Exclusive Dealing*

3.4.1
342
3.4.3
344
345
3.4.6

The Chicago School Critique*
Upstream Competition™

Multiple Buyers and Scale Economies*
Penalty Fees for Exclusivity Breach*
Competing for Exclusivity*

ED and Investment Promotion™

From Theory to Practice

3.5.1 Differences between Exclusive Contracts and Rebates

3.5.2  Theory of Harm and Factors which Facilitate
Exclusion

3.5.3  Pro-competitive Effects of Exclusive Dealing

Case-law

3.6.1  United States

3.6.2  European Union

Cases

3.7.1 Langnese-Iglo

3.7.2 TIM

3.7.3  Posten Norge

3.7.4  Lorain Journal

3.7.5  Dentsply

3.7.6  Nielsen

3.7.7 Distrigaz

3.7.8  Events Ticketing

vii

239
239

241
241
244
245

262
267
270

273

273
277
277

278
278
280
282
294
297
302

312
312

315
320

321
322
327

329
330
332
334
337
338
340
344
346

© in this web service Cambridge University Press

www.cambridge.org


www.cambridge.org/9781107017382
www.cambridge.org

Cambridge University Press

978-1-107-01738-2 — Exclusionary Practices

Chiara Fumagalli , Massimo Motta , Claudio Calcagno
Frontmatter

More Information

viii Contents

4  Tying, Bundling and Bundled Rebates
4.1 Introduction

4.2 Efficiency and Price Discrimination Rationales
4.2.1  Efficiency Rationales for Tying and Bundling
4.2.2  Tying and Bundling as Price Discrimination Devices

4.3  Anti-competitive Tying, Bundling and Bundled Rebates
4.3.1  The Chicago School Critique to the Leverage Theory
4.3.2  Imperfect Rent Extraction
4.3.3  Bundling as a Commitment to Aggressive Pricing
4.3.4  Bundling where Entry is Possible in All Markets
4.3.5  Anti-competitive Bundled Rebates
4.3.6  Tying and After-markets

4.4 Economic Models of Bundling and Tying*

350
350

353
353
358

363
364
367
375
384
389
390

399

4.4.1  Profitability of Bundling with Elastic Demand Functions* 399
4.4.2  Carlton and Waldman (2012)*: Imperfect Rent Extraction

from Future Investments
4.4.3  Carlton and Waldman (2002)*: The Model with
Fixed Entry Costs

402

406

4.4.4  Carlton and Waldman (2002)*: The Model with Network

externalities
4.4.5  Tyingin After-markets with Limited Commitment*

4.5 From Theory to Practice

4.5.1 Some General Principles
4.5.2  Tying and Bundling Theories of Harm
4.5.3  Bundled Rebates Theory of Harm
4.6 Case-law
4.6.1  United States
4.6.2  European Union
4.7 Cases
4.7.1  Microsoft Internet Explorer — US
4.7.2  Microsoft Windows Media Player — EU
4.7.3  Rio Tinto Alcan
4.7.4 IDEXX

5  Vertical Foreclosure

5.1 Introduction

5.2 The Economics of Vertical Foreclosure

52.1

Ownership of an ‘Essential Facility’

412
419

424
424
425
429

432
432
443

450
450
453
456
459

465
465

470
471

© in this web service Cambridge University Press

www.cambridge.or:


www.cambridge.org/9781107017382
www.cambridge.org

Cambridge University Press

978-1-107-01738-2 — Exclusionary Practices

Chiara Fumagalli , Massimo Motta , Claudio Calcagno
Frontmatter

More Information

Contents ix
5.2.2  The Chicago School Critique 473
5.2.3  Imperfect Rent Extraction 475
5.2.4 A Dynamic Theory of Vertical Foreclosure 486
5.3  Formal Models of Vertical Foreclosure* 490
5.3.1  The Chicago School Result* 490
5.3.2  Regulation of the Wholesale Prices* 496
5.3.3  Foreclosure because of Opportunistic Behaviour* 508
5.3.4  Uncertainty and Risk Aversion* 513
5.3.5  Upstream Competition and the Raising Rivals’ Costs

Argument* 519

5.3.6 A Dynamic Model of Vertical Foreclosure to Protect or
Transfer Monopoly Power* 526
5.4 From Theory to Practice 546
5.4.1 The Need to Preserve the Incentives to Invest and to Innovate 546
5.4.2  Policy Implications 548
5.4.3  Summary: Analysing Vertical Foreclosure Cases in Practice 560
5.5 Case-law 564
5.5.1  United States 564
5.5.2  European Union 571
5.6 Cases 580
5.6.1 Microsoft (EU — Interoperability) 581
5.6.2 Genzyme 584
5.6.3 BT/THUS/Gamma 586
5.6.4 Deutsche Telekom 589
5.6.5 Telefénica 591
5.6.6  Long-term Capacity Bookings (RWE, GDEF, E.ON) 596
5.6.7 ENI 600
5.6.8  Google (comparison shopping) 603
References 611
Cases 626
Index 632

© in this web service Cambridge University Press www.cambridge.org



www.cambridge.org/9781107017382
www.cambridge.org

CAMBRIDGE

Cambridge University Press

978-1-107-01738-2 — Exclusionary Practices

Chiara Fumagalli , Massimo Motta , Claudio Calcagno
Frontmatter

More Information

Figures

2.1 Welfare comparison page 167
3.1  Chicago critique 242
4.1 Mixed bundling as a profitable strategy, leaving consumers

indifferent 370
5.1  Market structure 466
5.2 Regulated wholesale price 497
5.3 The opportunistic behaviour 509
5.4 Risk aversion 514
5.5 Raising rivals’ costs 521
5.6 Dynamic vertical foreclosure 528

X

© in this web service Cambridge University Press www.cambridge.org



www.cambridge.org/9781107017382
www.cambridge.org

CAMBRIDGE

Cambridge University Press
978-1-107-01738-2 — Exclusionary Practices
Chiara Fumagalli , Massimo Motta , Claudio Calcagno

Frontmatter

More Information

2.1
3.1
4.1
5.1
5.2

Tables

Buyers’ payoffs

Agents’ payoffs with and without exclusivity
Consumers’ valuations

Post-entry payoffs under no refusal to deal
Firms’ payoffs (gross of entry costs)

page 181
304
360
531
534

@© in this web service Cambridge University Press

www.cambridge.org


www.cambridge.org/9781107017382
www.cambridge.org

Cambridge University Press

978-1-107-01738-2 — Exclusionary Practices

Chiara Fumagalli , Massimo Motta , Claudio Calcagno
Frontmatter

More Information

Acknowledgements

The project of writing a book on exclusionary practices in antitrust was
conceived a long time ago, in 2008. We had already been writing research
papers on this topic, and started to see a pattern behind most of the
exclusionary models that had been proposed. Writing a short book offering
a general framework of analysis for the many papers (including our own)
which had recently been appearing on this controversial topic seemed a
natural (and relatively easy) extension of our research work.

As it often happens, the project turned out to be much longer than
expected (economists, or at least those undersigned, tend not to have the
same perfect foresight as their models assume). Longer in terms of pages,
as we started to extend our attention from only the practices (such as
predation, rebates and exclusive contracts) aimed at excluding horizontal
competitors to also those (such as tying and refusal to supply) aimed at
excluding rivals selling complementary or vertically-related goods; and as
we decided to include more thorough discussions also of case-law, cases,
and policy, so as to reach not only academic economists and advanced
economics students, but also lawyers, judges and practitioners.

Longer also in terms of the time it took us to complete the project, both
because it had grown more ambitious, and because, at a time when the
book was almost finished, one of us (Massimo) decided to spend three years
working in the real (competition) world taking a leave from his academic
job. Together with a very busy research and teaching agenda (Chiara) and
a more-than-full-time consultancy job (Claudio), the project slowed down
considerably, only to be given full priority again since September 2016.

The long gestation of the book implies that we have benefited from
comments, discussions, advice from a large number of people, be they
colleagues working in our departments; economists, lawyers, and judges

xii

© in this web service Cambridge University Press www.cambridge.org



www.cambridge.org/9781107017382
www.cambridge.org

Cambridge University Press

978-1-107-01738-2 — Exclusionary Practices

Chiara Fumagalli , Massimo Motta , Claudio Calcagno
Frontmatter

More Information

Acknowledgements xiii

met at conferences; officials working in competition agencies; students and
participants attending our lectures, training courses, or research seminars.
It would be impossible to mention all those who, during this long period,
have helped us improve our understanding of the topic, and therefore the
book, but we are extremely grateful for all the time and insights that they
have devoted to us.

More specifically, though, we would like to extend our gratitude to the
colleagues and friends who read and commented upon one or several of
the many versions of each chapter. In particular, we are grateful to Svend
Albaek, Giulio Federico, Michele Polo, as well as Andrea Amelio, Thomas
Buettner, Giacomo Calzolari, Pietro Crocioni, Domenico Menicucci,
Emanuele Tarantino, and Richard Whish. We are also grateful to Deniz
Sanrah and to Cristina Volpin for a legal review of early drafts of selected
sections, and to Chiara Aina for excellent research assistantship.

Coming to more personal acknowledgments, Chiara and Massimo owe
a lot of their understanding of competition economics, policy and practice
to Svend Albaek, Giulio Federico, Bruno Jullien, Michele Polo, Patrick Rey,
Simon Roberts, and all of Massimo’s colleagues at the Chief Economist
Team at DG Competition. Thanks for all the patience and time through
the years. Their biggest debt, however, is towards their families. At least
there is someone who will benefit from the book having been completed,
printed, and out of the way!

Claudio would like to thank his parents for lots of loving support
during this project (and beyond) and specifically his father, Carlo, for even
providing some technical editorial support. He is also heavily indebted
to Borbdla for her patience and constant encouragement (and for even
marrying him over the course of, or rather, despite!, this book project).

Finally, we would like to thank Karen Maloney, Adam Hooper and
Kristina Deusch at Cambridge University Press, as well as Linda Paulus and
Sara Marchington at Out of House Publishing, for their editorial support
in the final stages of the production of this book.

© in this web service Cambridge University Press www.cambridge.org



www.cambridge.org/9781107017382
www.cambridge.org

CAMBRIDGE

Cambridge University Press

978-1-107-01738-2 — Exclusionary Practices

Chiara Fumagalli , Massimo Motta , Claudio Calcagno
Frontmatter

More Information

@© in this web service Cambridge University Press www.cambridge.org


www.cambridge.org/9781107017382
www.cambridge.org

