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Agenda

o Search market outcomes in highly-
concentrated markets (US, EU, Australia)

— Advertisers
— Consumers

e Barriers to entry in Internet search

 The proposed transaction
— Compensation structure & incentives
— Information flows; pricing & privacy
— Innovation
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Why care about market

concentration In Internet search?
o Gateway to the Internet. Find other sites.
e Search practices affect every other online

sector (e-commerce, news, productivity
applications).

e Once search tips to monopoly, in a given
market, there has been little sign of
competition returning.

* Evidence of existing abusive and/or unfair
practices.

 Evidence of hias.



Harm to advertisers in highly
concentrated search markets
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Why don’t advertisers complain?






AdWords Terms & Conditions

Customer understands and agrees that ads may be placed on
any other content or property provided by a third party
("Partner") upon which Google places ads ("Partner

Property"). Customer agrees that all placements of Customer's
ads shall conclusively be deemed to have been approved by
Customer unless Customer produces contemporaneous
documentary evidence showing that Customer disapproved
such placements in the manner specified by Google.



Google AdWords Dispute Resolutionau

10 Miscellaneous. The Agreement must be construed as if both parties
jointly wrote it, governed by California law except for its conflicts of laws
principles and adjudicated in Santa Clara County, California. ... Any
notices to Google must be sent to Google Ireland Limited, AdWords
Program, 1st & 2nd Floor, Gordon House, Barrow Street, Dublin 4, Ireland,
with a copy to Legal Department, via confirmed facsimile, with a copy sent
via first class or air mail or overnight courier, and are deemed given upon
receipt. Notice to Customer may be effected by sending email to the email
address specified in Customer's account, or by posting a message to
Customer's account interface, and is deemed received when sent (for email)
or no more than 15 days after having been posted (for messages in
Customer's account interface).



Harm to consumers in highly
concentrated search markets

=» Search engine bias
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Evidence of own-service bias

Analysis of top 3 algorithmic results

Result source

Bing Google Yahoo

o Bing 4 16
o £

§ ag; Google S 12

Yahoo 2 240

Analysis of the top-most algorithmic result

Result source

Bing Google Yahoo
c o Bing 1 3
oL
;)3 qg)’ Google 1 1
Yahoo 1 12

based on US search results for 122 top search terms

source: Edelman & Lockwood, forthcoming



Complaints about Google rankings

 Expedia

 TradeComet US
e Technorati network
 Foundem (UK)

* Ejustice (France)

 Navx (France)

e Association of German newspaper &
magazine publishers




Why don’t consumers demand

other search options?

e Consumers do not yet understand the impact
of market concentration in search.

e Consumers do not pay directly for web
search. Not clear how a competitor could
offer consumers a lower price.

 There are few search providers.

— Hard business. Technology, servers, algorithms.

— Existing dominant firm. Who wants to compete
with Google?




Importance of scale in web search

* Need to be sufficiently large to justify high
fixed costs. Algorithmic search is
complicated and expensive to build — many
servers, many engineers and programmers.



Rich result boxes require
d even greater investment

news
maps

mages

videos

products

blog search
flnance

weather
academic articles
patents



Importance of scale in web search

* Need to be sufficiently large to justify high
fixed costs. Algorithmic search is
complicated and expensive to build — many
servers, many engineers and programmers.

« A small platform would struggle to attract
advertisers.



AdWords APl Terms & Conditions

Functional Separation. Any information collected from
an input field used to collect AdWords APl Campaign
Management Data may be used only to manage and
report on AdWords accounts. ... [Alny information or
data used [for] AdWords ... must have been collected
from an input field used only to collect AdWords ... For
example, the AdWords API Client may not offer a
functionality that copies data from a non-AdWords
account into an AdWords account or from an AdWords
account to a non-AdWords account.




The proposed transaction between

Google and Yahoo Japan

 Compensation structure shapes parties’
Incentives to compete with each other.

 \We don’t yet know the details of the structure.



Every plausible compensation
structure presents serious concerns

e YJ pays a flat fee to use G code. Then G has
an incentive to withhold its best quality

results. G can take share by damaging YJ's
product.

 YJ and G share revenues. Then both parties
have an incentive to raise prices.

— Prices are set through algorithms (click
prediction, spelling, query classification, quality
alteration, quality scoring & penalties). We do
know G and YJ will share these algorithms.




Impact on the market for
syndicated search
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Impact on the market for

syndicated search

* Publishers need multiple syndicated search
oroviders, bidding against each other for the
oublishers’ traffic.

 One provider=> low payments to syndicators.
(“monopsony”)




Information flows In the proposed

transaction

e Share advertiser lists?
e Share data about advertiser performance?
e Share data about users?

The proposed transaction makes sharing this
data exceptionally easy — information already
In the same system.

Who could audit compliance? How?



Innovation under the proposed

transaction

Do G and YJ coordinate updates? Match
features? Discuss new features in advance?

e Can YJ truly add new features on its own?
Many features will require G cooperation.

The proposed transaction would reduce the
parties’ incentives to compete with each other.
Then what pushes quality improvements?



benedelman.org
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