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Abstract

We study a Hotelling framework in which customers first pay a monopoly platform
to enter the market before deciding between two competing services on opposite ends of
a Hotelling line. This setup is common when modeling competition in Internet content
provision. We find that standard taken-for-granted solution methods under full market
coverage break down, and that in the unique full-coverage equilibrium, the competing
service providers set substantially lower prices. Standard methods and prices are restored
by giving service providers the first move.
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1 Introduction

The Hotelling framework has become a methodological mainstay in much of the platform market

research. The framework has been used to model competition between rival platforms (e.g.,

Rochet and Tirole 2003; Armstrong 2006; Hagiu 2009), or, as has often been the case in the

literature on network neutrality, competition between rival content providers (CPs) who rely on

a monopolistic Internet service provider (ISP) platform.1 In the latter characterization, which

is of interest to us, researchers generally suppose that consumers must first pay a “hookup”

fee to the monopoly platform, after which they select a CP whose content is consumed. This

can be further segmented into models in which consumers obtain content at no additional cost

beyond the hookup fee where content providers subsist on advertising or some other indirect

revenue component (Choi and Kim 2010; Guo et al. 2010; Cheng et al. 2011) and those in

which CPs additionally charge consumers a subscription fee (Brito et al. 2013; Baranes 2014;

Fudickar 2015).

The latter situation is exemplified by, for instance, competition between streaming video

service providers like Netflix or Hulu, who charge broadband Internet consumers for content. To

make the equilibrium interesting, researchers generally assume a parametrization that ensures

full coverage over the Hotelling line; otherwise, CPs effectively do not compete with each other

(for the marginal consumer). Then, the game is typically solved as follows. The ISP is assumed

to have the first move, presumably to indicate its indispensability to the market (Gee 2012 is an

exception), following which CPs set prices. The game is solved by backward induction, whereby

CPs’ demand functions are determined by the marginal consumer and CPs simultaneously set

prices to maximize profit. Then, the ISP sets a hookup fee that leaves the marginal consumer

indifferent between exiting or remaining in the market and, in the event that net neutrality is

violated, some “discriminatory” charge to a CP seeking prioritization or higher quality service.

However, this simple approach ignores the ISP’s first mover advantage because the hookup

fee drops out of the marginal consumer’s initial indifference equation. This leads CPs to set

prices to those that would result in a standard Hotelling setup without a platform player. We

show that the platform has a profitable deviation at these prices and compute the correct,

1We note that following the maximum differentiation result of D’Aspremont et al. (1979), correcting a
deficiency in Hotelling (1929), it has become conventional in these articles to suppose that rivals using the
platform sit on the opposite ends of the Hotelling line.
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unique, full coverage equilibrium. We find that the standard full coverage set of prices is

restored by giving competing CPs the first move.

2 Model

Suppose that a monopolistic ISP serves as a platform connecting consumers to two competing

CPs, A and B. CPA is located at point 0 and CPB is located at point 1 of a unit line with a

mass 1 of consumers uniformly distributed over the line. Suppose that CPs are symmetrically

differentiated with marginal cost zero. A consumer located at point x ∈ [0, 1] on the line faces

“transportation cost” tx when buying content from CPA and t(1− x) when buying from CPB,

where t > 0 indicates the degree of product differentiation.

Consider a game in which the ISP first charges a hookup fee H for unlimited Internet service,

after which each CPi ∈ {A,B} charges all consumers that choose it a price pi. Following Choi

and Kim (2010), suppose that consumers purchase content from at most one CP. We abstract

from issues related to network congestion. A consumer located at x obtains utility

U =

v −H − tx− pA from CPA,

v −H − t(1− x)− pB from CPB.
(1)

Assuming full market coverage, the marginal consumer x∗ who is indifferent between CPs

A and B satisfies:

v − tx∗ − pA −H = v − t(1− x∗)− pB −H. (2)

Solving for x∗ yields:

x∗ =
pB − pA + t

2t
. (3)

Working backwards, CPs A and B set prices to maximize profits, respectively pAx
∗ and

pB(1−x∗), to yield equilibrium prices p∗A = p∗B = t and equally split the market (i.e., x∗ = 1/2).2

Substituting p∗A, p∗B, and x∗ = 1/2 into consumers’ utility of choosing CPi, Ui(x, pi, H), yields

2This is the standard Hotelling solution with linear transportation cost and no marginal production cost. It
is readily verified that the matrix of second order price partial derivatives of profits is negative definite, so that
the equilibrium is locally strictly stable.
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the indifference utility:

Ui(x
∗, p∗i , H) = v − 3t/2−H. (4)

Assuming the ISP cannot discriminate across consumers when charging its hookup fee, it

sets the fee to H∗ = v − 3t/2 and extracts the indifferent consumer’s entire surplus. The ISP’s

equilibrium profit equals π∗
ISP = v − 3t/2 and the CPs’ profits are π∗

A = π∗
B = t/2.

Unfortunately, the prior, seemingly standard, Hotelling methodology (which is relied upon

in some of the aforementioned papers) incorrectly ignores the ISP’s first-mover advantage. The

omission results from a failure to consider that CPs face a constrained optimization problem

and that in the correct solution, CP prices are bounded by the constraint that the indifferent

consumer’s utility equals zero conditional on the equilibrium value of H.

To obtain the correct solution, we instead solve for the full market coverage equilibrium by

taking the limit of the solution under partial coverage as it approaches full coverage. Consider

a set of parameters that leads to partial market coverage and define xi as the consumer who

is indifferent between CPi ∈ {A,B} and leaving the market. Demand for CPs A and B can

respectively be specified as:

xA =
v − pA −H

t
, 1− xB =

v − pB −H
t

, (5)

where xA ≤ xB. Under partial coverage, for any H, CPi solves:

max
pi

pi

(
v − pi −H

t

)
s.t. xA ≤ xB. (6)

When the constraint in Expression (6) does not bind, simultaneous solutions to CPs’ first-order

conditions yield equilibrium prices p̂A(H) = p̂B(H) = (v − H)/2 and equilibrium quantities

x̂A(H) = 1− x̂B(H) = (v −H)/2t. Given x̂A(H) and x̂B(H), the ISP sets H to solve:

max
H

H

(
v −H
t

)
s.t. Ui(·) ≥ 0. (7)

At the CPs’ equilibrium prices and quantities, Ui(·) = 0 for all values ofH, so that the constraint

can be ignored. Solving the first-order condition for the equilibrium hookup fee yields Ĥ = v/2,

p̂A = p̂B = v/4, and x̂A = 1− x̂B = v/4t.

3



If we assume that x̂A(H) = x̂B(H) = x∗ = 1/2, which is the limiting case for the equilibrium

quantities that solve Expression (6) as coverage increases from partial to full, then it must be

that H = v − t and p̂A = p̂B = t/2.

Our assumption that x̂A < x̂B implies that v < 2t. A common approach employed when

using Hotelling style models is to then assume that v is sufficiently large to entail full market

coverage and to rely on Equations (2) and (3) to solve for equilibrium. As we next show, this

is where CP prices are constrained by the indifferent consumer’s utility. Let us then assume

that v > 2t and consequently xA = xB. Then, given H, CPi, i 6= j ∈ {A,B} solves:

max
pi

pi

(
pj − pi + t

2t

)
s.t. Ui(·) = v − tx∗ − pA −H ≥ 0. (8)

If the constraint in Expression (8) does not bind, then as we know from Equations (2)

through (4), xA = xB = x∗ = 1/2, p∗A = p∗B = t, and H∗ = v− 3t/2. However, if it can continue

to sell to the entire market, the ISP would clearly be better off by setting H = v−t, which would

violate the constraint in Expression (8). In this case, we already know that p̂A = p̂B = t/2 is

a candidate pair of equilibrium prices and as we show in Proposition 1, CPs can do no better.

Moreover, when v > 2t, the ISP cannot profitably deviate to an H higher than v − t (a lower

H is suboptimal because it does not increase the number of customers).

Proposition 1. Suppose that after the ISP charges hookup fee H, CPs set prices for content

and each consumer purchases content from a single CP. Then, if v > 2t, in the unique subgame

perfect Nash equilibrium outcome of this game, the ISP sets equilibrium hookup fee Ĥ = v − t

and CPs fully cover and equally split the market with equilibrium prices p̂A = p̂B = t/2.

The proof of Proposition 1, which can be found in the Appendix, proceeds in three parts.

We first show that given H = v − t, and rival price t/2, a CP cannot profitably deviate to

a price other than t/2. Next, we show that given CPs’ best response functions, the platform

cannot do any better than H = v − t. To complete the proof, we show that the symmetric CP

pricing outcome is unique.

Figure 1, which graphs inverse demand for CPA when H = Ĥ, provides intuition for Propo-

sition 1, and correspondingly, captures why the approach in Equations 2 to 4 is flawed. As the

figure shows, inverse demand has an outward kink, above which the slope equals −t, and below
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which the slope equals −2t. Given Ĥ, above the kink, prices are sufficiently high to lead to

partial coverage, whereas below it, full coverage emerges in equilibrium. By ignoring the ISP’s

first-mover advantage, Equations 2 to 4 lead to CP prices above the kink.

Figure 1: Best Responses and Non-existence of Equilibrium

By setting H, the ISP determines the location of the kink and the CP price above which

partial coverage would result. Observe that in equilibrium, the dashed curve in Figure 1 inter-

sects the vertical axis at p̂B + t = 3t/2, which is greater than v− Ĥ = t. Thus, if H = v− 3t/2

or lower, partial coverage does not occur. However, as long as a value of H above v− 3t/2 still

results in full coverage, the ISP will prefer to raise its hookup fee, and cause a kink to form. At

the ISP’s optimal hookup fee, the kink occurs at p̂A = t/2. Thus, CPA faces elasticity higher

than −1 above the kink and elasticity lower than −1/2 below it, maximizing total revenue

(which, here, equals total profit) by pricing at the kink.

However, when H is too high—say some H̄ slightly above Ĥ—the region immediately above

the kink becomes inelastic, inducing the CPs to best respond with prices that lead to partial

coverage. In contrast, because the ISP loses twice as many customers as the CPs do when the

CPs price above the kink, it views demand as elastic at H̄ and prefers to lower its fee to Ĥ.

However, at Ĥ, the ISP achieves full coverage and does not price any lower.

Proposition 1 states that the supposed full coverage equilibrium derived using Equations (2)

through (4) incorrectly leads to an ISP hookup fee that is too low and CP prices that are too

high. We next consider how altering the timing of the game can restore the outcome obtained
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in these equations. That is, suppose instead that the CPs set prices ahead of the ISP hookup

fee. Clearly in this case, assuming full coverage, the ISP cannot claim a first-mover advantage,

and consequently, Equations (2) to (4) apply. Thus, it only remains to check whether or not

the ISP has an incentive to deviate to an H that leads to partial coverage.

In order to hone in on the parameter space under which full coverage is preferred, let us

again start by solving for the partial coverage equilibrium. Thus, consider the partial coverage

demands given in Expression (5) and suppose that xA < xB. Working backward, for any pA

and pB, the ISP solves:

max
H

H(xA + 1− xB) = H

(
2v − pA − pB − 2H

t

)
s.t. xA < xB. (9)

The ISP’s first order condition yields equilibrium hookup fee H∗ = (2v − pA − pB)/4 and

equilibrium quantities x∗A = (2v − 3pA + pB)/(4t) and 1− x∗B = (2v − 3pB + pA)/(4t).3 Given

x∗A and x∗B, CPs simultaneously set pA and pB to maximize profit. CPi, i 6= j ∈ {A,B} solves:

max
pi

pi

(
2v − 3pi + pj

4t

)
s.t. Ui(·) ≥ 0. (10)

Simultaneously solving CPs’ first order conditions yields equilibrium prices p∗A = p∗B = 2v/5.4

Accordingly, the hookup fee equals H∗ = 3v/10 and x∗A = 1 − x∗B = 3v/(10t). Thus, partial

coverage (x∗A < x∗B) occurs if and only if v < 5t/3.

Because we are interested in full market coverage, let us assume that v ≥ 5t/3. As Propo-

sition 2 (proved in the Appendix) states, v needs to be somewhat higher than 5t/3 in order

for p∗A = p∗B = t, the equilibrium prices stemming from Equation (3) to come about. Indeed,

as it turns out, the same level of v, v ≥ 2t, that results in full coverage in a game where the

ISP moves first, permits the Hotelling outcome incorrectly computed in Equations (2) to (4) to

arise in equilibrium when the CPs move first instead.

Proposition 2. Suppose that after CPs simultaneously set prices pA and pB, the ISP sets

hookup fee H and each Internet consumer purchases content from a single CP. Then, if v ∈

[5t/3, 2t], in the unique symmetric equilibrium, the optimal hookup fee equals H∗ = t/2 and

3It is easily verified that the second order condition is satisfied.
4Again, the matrix of second order price partial derivatives of profits is negative definite.
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CPs charge prices p∗A = p∗B = v − t and equally split the market. If v ≥ 2t, then hookup fee

H∗ = v − 3t/2 and CP prices p∗A = p∗B = t comprise a full coverage equilibrium outcome.

When v surpasses a certain threshold (in this case 5t/3), a full coverage equilibrium exists.

However, when CPs price at t in equilibrium, if v is not high enough, the ISP does not get

sufficiently compensated under full coverage and wishes to deviate to partial coverage by setting

a higher hookup fee. Once v reaches 2t, by setting their prices to t, the CPs nevertheless leave

enough consumer surplus to the ISP to keep it from wanting to deviate to a higher price.

3 Conclusion

Our work highlights how the full market coverage assumption can lead researchers to erro-

neously ignore an ISP’s first mover advantage in a Hotelling framework with a monopolistic

ISP platform. In actuality, the CP prices that prevail in this case will lead the ISP to set a

hookup fee that leads to partial, not full coverage, in equilibrium. The work indicates that

when choosing this admittedly convenient framework to model broadband platforms and con-

tent provision, researchers must keep in mind that CP prices are constrained by the utility of

the indifferent consumer, as well as the ISP’s price, unless the ISP has the first move.
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Appendix

Proof of Proposition 1.

Proof. As stated earlier, the proof of Proposition 1, proceeds in three parts. In Step 1, we show

that given H = v − t, and rival price t/2, a CP cannot profitably deviate to a price other than

t/2. In Step 2, we show that given CPs’ best response functions, the platform cannot do any

better than H = v− t. In Step 3, we show that there are no asymmetric CP pricing outcomes.

Step 1. Suppose that H = v − t. If we substitute pj = t/2 into the objective function in Ex-

pression (8) and solve the maximization problem for pi, it becomes evident that the constraint

binds—the unconstrained optimum price of pi = 3t/4 would leave the indifferent consumer

with negative utility from consuming content from CPi—and because the objective function is

concave in pi, t/2 is the best that CPi can do under full coverage (that is, there is no profitable

deviation to a lower price). Thus, if CPi raises price in response to pj = t/2, it must be that

xA < xB (because at Ĥ = v − t and p̂i = p̂j = t/2, the indifferent consumer gets zero utility).

However, by substituting Ĥ = v − t into Expression (6), we see that the price that maximizes

each CP’s profit equals t/2—the price that prevails under full coverage—so profits cannot be

increased via partial coverage.

Step 2. Suppose that CPs price according to their best responses to Ĥ. We show that in this

case, the ISP cannot do any better than H = v− t. First, from the negative definiteness of the

matrix of second order price partial derivatives of CP profits given in Expression (8), we know

that when v > 2t, any hookup fee below H = v − t leads to full coverage. But this means that

any hookup fee below H = v − t cannot be profit maximizing.

Suppose to the contrary that H = v − t+ ε for some ε > 0. From Expression (8) we know

that were the CPs to then set prices to achieve full market coverage, they would be bound by

the non-negative utility constraint and set prices to p̄A(x) = t(1 − x) − ε and p̄B(x) = tx − ε.

We proceed as follows: we first show that when H = v− t+ ε, there is no set of equilibrium CP

prices that would lead to full coverage; we then show that given the partial coverage equilibrium

that prevails, the ISP is better off lowering its fee to H = v − t.

Suppose that under full coverage, x ≥ 1/2. In this case, if CPB sets price p̄B(x) = tx −

9



ε under full coverage, substituting p̄B(x) into the objective function in Expression (8) and

solving CPA’s maximization problem for pA, it becomes evident that the constraint binds—the

unconstrained optimum price of pA = [t(1+x)−ε]/2 is strictly higher than p̄A(x) for x ≥ 1/2 and

would lead the indifferent consumer with negative utility from consuming content from CPA—

and because the objective function is concave in pA, p̄A(x) is the best that CPA can do under

full coverage. CPA’s profit when CPs set prices p̄A(x) and p̄B(x) equals π̄A(x) = [t(1−x)− ε]x,

which is strictly lower than its full coverage profit when x = 1/2 (π̄A(1/2) = (t/2 − ε)/2) for

all x ∈ (1/2, 1]. Under partial coverage, from Expression (6), we can see that p̃A = (t − ε)/2

and profits for CPA are:5

π̃A =
t− ε

2

[
v − (t− ε)/2− v + t− ε

t

]
=
t

4
− ε

2
+
ε2

4t
>
t

4
− ε

2
= π̄A(1/2). (11)

Thus, for any x ∈ [1/2, 1], CPA deviates to partial coverage. Similarly, it can be shown

that for any x ∈ [0, 1/2], CPB would deviate to partial coverage such that π̃B = π̃A. Moreover,

by checking second order conditions, it is readily verified that the symmetric partial coverage

equilibrium that prevails when H = v − t+ ε is unique.

Expression (11) implies that when the ISP sets H = v − t + ε, CPs set high enough prices

that xA < xB regardless of v. Substituting H = v − t + ε into the objective function in

Expression (7), we see that under partial coverage, the ISP earns:

π̃ISP = (v − t+ ε)

(
t− ε
t

)
. (12)

Comparing π̃ISP with π∗
ISP = Ĥ yields:

π∗
ISP = v − t > (v − t+ ε)

(
t− ε
t

)
= π̃ISP ⇐⇒ 0 > (2t− v)ε− ε2. (13)

Because 0 > 2t − v by assumption, the inequality on the right always holds, so that it is

unprofitable for the ISP to set its hookup fee above v − t.

5We note that starting from a full coverage equilibrium with x ≥ 1/2, when CPA increases its price above
p̄A(x), x does not shift left toward zero because at p̄B(x), the indifferent consumer receives zero utility from
consuming content from CPB and instead becomes indifferent between consuming from CPB and exiting the
market.
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Step 3. By setting ε = 0 in Step 2 above, we can see that when H = v − t in equilibrium, the

equilibrium content subscription fees are given by p̂A(x) = t(1− x) and p̂B(x) = tx under full

coverage.6 At these prices, CPA earns profit π̂A(x) = t(1− x)x, which is maximized at x = 1/2

and leads to π̂A(1/2) = t/4.

However, in this case, for any x > 1/2, CPA wishes to deviate to a higher price (and a

partial coverage equilibrium). Under partial coverage, from Expression (6), we know that CP

A can earn π̃A = t/4 by deviating to p̃A = t/2, which is greater than π̂A(x) = t(1 − x)x when

x > 1/2. Similarly, we can show that CPB would wish to deviate to a higher price for any

x < 1/2. Thus, the equilibrium set of prices given in Proposition 1 is the unique full coverage

subgame perfect Nash outcome.

Proof of Proposition 2.

Proof. The proof follows a similar approach to that of Proposition 1, but in two parts, one for

v ∈ [5t/3, 2t] and the other for v > 2t. For v ∈ [5t/3, 2t], we proceed in two steps. In Step 1, we

show that the highest hookup fee that maintains full coverage is an optimal response to CPs’

equilibrium prices and that given the ISPs’ optimal hookup fee, neither CP has an incentive to

deviate to a price that leads to partial coverage. In Step 2, we show that there is a profitable

deviation to partial coverage by either the ISP or one of the CPs from any other symmetric set

of prices. For v > 2t, it suffices to show Step 1.

v ∈ [5t/3,2t], Step 1. Suppose that v ∈ [5t/3, 2t]. From the computation of partial equilib-

rium prices (Expressions (9) and (10)), we know that when v = 5t/3, p∗A = p∗B = 2v/5 = v − t.

As the CP prices that prevail in the limit of the equilibrium under partial coverage as it ap-

proaches full coverage, p∗A = p∗B = v − t represent a candidate pair of full coverage equilibrium

prices. Under full coverage, given CP prices, the ISP maximizes H subject to UA(·) = UB(·) = 0,

which in the case that p∗A = p∗B = v− t leads to H∗ = v− (t+ pA + pB/2) = t/2. At H∗ = t/2,

the ISP has no desire to lower its price and brings about partial coverage by raising it. From

Expression (5) it follows that the ISP’s partial coverage demand when p∗A = p∗B = v − t equals

6Suppose that x > 1/2. Substituting p̂B(x) = tx into the objective function in Expression (8) and solving
CPA’s maximization problem for pA, it becomes evident that the constraint binds—the unconstrained optimum
price of pA(x) = t(x + 1)/2 is strictly higher than p̂A(x) = t(1− x) for x ≥ 1/2 and would lead the indifferent
consumer with negative utility from consuming content from CPA—and because the objective function is concave
in pA, p̂A(x) is the best that CPA can do under full coverage.
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2(t − H)/t. Thus, the ISP maximizes its partial coverage profit by choosing H = t/2, which

brings it back to the full coverage outcome.

We next want to know whether either CP has an incentive to deviate given its rival’s price

and the optimal ISP hookup fee. Suppose that pA = v− t+ ε for ε 6= 0 given pB = v− t. Note

that CPA raises its price if ε > 0 and lowers it if ε < 0. Suppose first that pA = v − t + ε and

pB = v − t leads to full coverage, so that the ISP maximizes H subject to UA(·) = UB(·) = 0.

Then, π̄ISP = H̄ = (t− ε)/2. By raising its price above (t− ε)/2, the ISP brings about partial

coverage. Under partial coverage, the ISP solves:

max
H

H

(
2t− 2H − ε

t

)
s.t. xA < xB (14)

which leads to a hookup fee of H̃ = t/2− ε/4. Observe that H̃ > H̄ only when ε > 0, implying

that partial coverage does not emerge when ε < 0. We next consider the cases ε > 0 and ε < 0

in turn.

Suppose that ε > 0. The ISP’s profit from deviating to H̃ = t/2 − ε/4 equals π̃ISP =

(2t − ε)2/(8t). Thus, π̃ISP > π̄ISP holds if and only if ε2/(8t) > 0 which is always the case.

Thus, the ISP optimizes by deviating to partial coverage. Substituting pA = v − t + ε and

pB = v − t into partial coverage profit Expression (6) yields π̃A = (2t − 3ε)(v − t + ε)/(4t).

CPA deviates from p∗A = v− t to pA = v− t+ ε only if π̃A > π∗
A = (v− t)/2. However, because

π∗
A > π̃A if and only if (3v− 5t)ε+ 3ε2 > 0 and by assumption, 3v− 5t > 0, CPA does not wish

to price higher than p∗A = v − t. By the same logic, CPB does not have a profitable deviation

to a price higher than v − t.

Next, suppose that ε < 0. The lower CPA price maintains full coverage and from H̃ < H̄

(for ε < 0) above, we know that the ISP would not wish to deviate to a higher price. Thus,

when ε < 0, the ISP optimally sets its price to H̄ = (t − ε)/2 and achieves full coverage. To

see whether CPA has an incentive to deviate to begin with, we compare π∗
A = (v − t)/2 to

π̄A, CPA’s full coverage deviation profit. It can be verified that π∗
A ≥ π̄A holds if and only if

ε ≤ 2t − v. Because v ∈ [5t/3, 2t] and ε < 0, π∗
A is always greater than or equal to π̄A, so

that neither CP has a profitable deviation. Therefore, we have shown that p∗A = p∗B = v − t

and H∗ = t/2 represent a full coverage equilibrium outcome for v ∈ [5t/3, 2t]. However, when

v ≥ 2t, there is always an ε close enough to zero such that each CP wishes to deviate unless
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v = 2t. Because v − t = t when v = 2t, p∗A = p∗B = t is our symmetric equilibrium candidate

for v > 2t.

v ∈ [5t/3,2t], Step 2. Suppose instead that p∗A = p∗B at some price other than v− t. Suppose

first that p∗A = p∗B = v − t+ ε/2 for some ε > 0. Then, the best that the ISP can do under full

coverage is H = (t− ε)/2. By deviating to a higher price, the ISP causes partial coverage. In

this case, the ISP solves Expression (14), which leads to a hookup fee of H = t/2− ε/4. From

Step 1, we know that this will be more profitable for the ISP, so that p∗A = p∗B = v − t + ε/2

cannot be a full coverage outcome when ε > 0.

Next, suppose that p∗A = p∗B = v− t+ ε for some ε < 0 leads to full coverage. Suppose that

CPB deviates to p̄B = v − t. From Step 1, we know that in this case, under full coverage, the

ISP sets H̄ = (t− ε)/2 and does not wish to deviate to partial coverage. Comparing CP profit

in the proposed equilibrium, π∗
B = (v − t+ ε)/2, to its deviation profit, π̄B = (v − t)(ε+ t)/2t,

we have π̄B ≥ π∗
B if and only if 2t ≥ v, which holds by assumption. Thus p∗A = p∗B = v − t is

the only symmetric full coverage outcome for v ∈ [5t/3, 2t].

v > 2t. It remains to show that p∗A = p∗B = t and H∗ = v − 3t/2 represent a full coverage

equilibrium outcome for v > 2t. We first consider the ISP’s deviation incentive. A lower

H is clearly suboptimal whereas a higher H leads to partial coverage. In the latter case,

when p∗A = p∗B = t, the ISP maximizes H(2v − 2t − 2H)/t with respect to H, which yields

H̃ = (v − t)/2. However, H̃ < H∗ whenever 2t < v, meaning that the ISP does not have a

profitable deviation to partial coverage. Moreover, from Equations (2) and (3) in the game

where the ISP moves first, we know that pA = pB = t represents a set of mutual CP best

responses, so that p∗A = p∗B = t and H∗ = v − 3t/2 indeed represent a full coverage equilibrium

in the game where the CPs move first whenever v ≥ 2t.

13



PREVIOUS DISCUSSION PAPERS 

 

286 Jeitschko, Thomas D., Kim, Soo Jin and Yankelevich, Aleksandr, A Cautionary Note 
on Using Hotelling Models in Platform Markets, April 2018. 

285 Baye, Irina, Reiz, Tim and Sapi, Geza, Customer Recognition and Mobile Geo-
Targeting, March 2018. 

284 Schaefer, Maximilian, Sapi, Geza and Lorincz, Szabolcs, The Effect of Big Data on 
Recommendation Quality. The Example of Internet Search, March 2018. 

283 Fischer, Christian and Normann, Hans-Theo, Collusion and Bargaining in Asymmetric 
Cournot Duopoly – An Experiment, March 2018. 

282 Friese, Maria, Heimeshoff, Ulrich and Klein, Gordon, Property Rights and Transaction 
Costs – The Role of Ownership and Organization in German Public Service Provision, 
February 2018. 

281 Hunold, Matthias and Shekhar, Shiva, Supply Chain Innovations and Partial 
Ownership, February 2018. 

280 Rickert, Dennis, Schain, Jan Philip and Stiebale, Joel, Local Market Structure and 
Consumer Prices: Evidence from a Retail Merger, January 2018. 

279 Dertwinkel-Kalt, Markus and Wenzel, Tobias, Focusing and Framing of Risky 
Alternatives, December 2017.                                                                              
Forthcoming in: Journal of Economic Behavior and Organization. 

278 Hunold, Matthias, Kesler, Reinhold, Laitenberger, Ulrich and Schlütter, Frank, 
Evaluation of Best Price Clauses in Online Hotel Booking, December 2017             
(First Version October 2016).                                                                                     
Forthcoming in: Journal of Industrial Organization. 

277 Haucap, Justus, Thomas, Tobias and Wohlrabe, Klaus, Publication Performance vs. 
Influence: On the Questionable Value of Quality Weighted Publication Rankings, 
December 2017. 

276 Haucap, Justus, The Rule of Law and the Emergence of Market Exchange: A New 
Institutional Economic Perspective, December 2017.                                              
Published in: von Alemann, U., D. Briesen & L. Q. Khanh (eds.), The State of Law: 
Comparative Perspectives on the Rule of Law, Düsseldorf University Press: Düsseldorf 2017, 
pp. 143-172. 

275 Neyer, Ulrike and Sterzel, André, Capital Requirements for Government Bonds – 
Implications for Bank Behaviour and Financial Stability, December 2017. 

274 Deckers, Thomas, Falk, Armin, Kosse, Fabian, Pinger, Pia and Schildberg-Hörisch, 
Hannah, Socio-Economic Status and Inequalities in Children’s IQ and Economic 
Preferences, November 2017. 

273 Defever, Fabrice, Fischer, Christian and Suedekum, Jens, Supplier Search and             
Re-matching in Global Sourcing – Theory and Evidence from China, November 2017. 

272 Thomas, Tobias, Heß, Moritz and Wagner, Gert G., Reluctant to Reform? A Note on 
Risk-Loving Politicians and Bureaucrats, October 2017.                                   
Published in: Review of Economics, 68 (2017), pp. 167-179.  

271 Caprice, Stéphane and Shekhar, Shiva, Negative Consumer Value and Loss Leading, 
October 2017. 

 



270 Emch, Eric, Jeitschko, Thomas D. and Zhou, Arthur, What Past U.S. Agency Actions 
Say About Complexity in Merger Remedies, With an Application to Generic Drug 
Divestitures, October 2017.                                                                                     
Published in: Competition: The Journal of the Antitrust, UCL and Privacy Section of the 
California Lawyers Association, 27 (2017/18), pp. 87-104. 

269 Goeddeke, Anna, Haucap, Justus, Herr, Annika and Wey, Christian, Flexibility in 
Wage Setting Under the Threat of Relocation, September 2017.                             
Published in: Labour: Review of Labour Economics and Industrial Relations, 32 (2018),                  
pp. 1-22. 

268 Haucap, Justus, Merger Effects on Innovation: A Rationale for Stricter Merger 
Control?, September 2017.                                                                                    
Published in: Concurrences: Competition Law Review, 4 (2017), pp.16-21. 

267 Brunner, Daniel, Heiss, Florian, Romahn, André and Weiser, Constantin, Reliable 
Estimation of Random Coefficient Logit Demand Models, September 2017. 

266 Kosse, Fabian, Deckers, Thomas, Schildberg-Hörisch, Hannah and Falk, Armin,                
The Formation of Prosociality: Causal Evidence on the Role of Social Environment,             
July 2017. 

265 Friehe, Tim and Schildberg-Hörisch, Hannah, Predicting Norm Enforcement: The 
Individual and Joint Predictive Power of Economic Preferences, Personality, and  
Self-Control, July 2017.                                                                                       
Published in: European Journal of Law and Economics, 45 (2018), pp. 127-146. 

264 Friehe, Tim and Schildberg-Hörisch, Hannah, Self-Control and Crime Revisited: 
Disentangling the Effect of Self-Control on Risk Taking and Antisocial Behavior,        
July 2017.                                                                                                                         
Published in: European Journal of Law and Economics, 45 (2018), pp. 127-146. 

263 Golsteyn, Bart and Schildberg-Hörisch, Hannah, Challenges in Research on 
Preferences and Personality Traits: Measurement, Stability, and Inference,                  
July 2017.                                                                                                           
Published in: Journal of Economic Psychology, 60 (2017), pp. 1-6. 

262 Lange, Mirjam R.J., Tariff Diversity and Competition Policy – Drivers for Broadband 
Adoption in the European Union, July 2017.                                                             
Published in: Journal of Regulatory Economics, 52 (2017), pp. 285-312. 

261 Reisinger, Markus and Thomes, Tim Paul, Manufacturer Collusion: Strategic 
Implications of the Channel Structure, July 2017. 

260 Shekhar, Shiva and Wey, Christian, Uncertain Merger Synergies, Passive Partial 
Ownership, and Merger Control, July 2017. 

259 Link, Thomas and Neyer, Ulrike, Friction-Induced Interbank Rate Volatility under 
Alternative Interest Corridor Systems, July 2017. 

258 Diermeier, Matthias, Goecke, Henry, Niehues, Judith and Thomas, Tobias, Impact of 
Inequality-Related Media Coverage on the Concerns of the Citizens, July 2017. 

257 Stiebale, Joel and Wößner, Nicole, M&As, Investment and Financing Constraints,             
July 2017.      

256 Wellmann, Nicolas, OTT-Messaging and Mobile Telecommunication: A Joint           
Market? – An Empirical Approach, July 2017. 



255 Ciani, Andrea and Imbruno, Michele, Microeconomic Mechanisms Behind Export 
Spillovers from FDI: Evidence from Bulgaria, June 2017.                                            
Published in: Review of World Economics, 153 (2017), pp. 704-734. 

254 Hunold, Matthias and Muthers, Johannes, Capacity Constraints, Price Discrimination, 
Inefficient Competition and Subcontracting, June 2017. 

253 Dertwinkel-Kalt, Markus and Köster, Mats, Salient Compromises in the Newsvendor 
Game, June 2017.                                                                                                              
Published in: Journal of Economic Behavior and Organization, 141 (2017), pp. 301-315. 

252 Siekmann, Manuel, Characteristics, Causes, and Price Effects: Empirical Evidence of 
Intraday Edgeworth Cycles, May, 2017. 

251 Benndorf, Volker, Moellers, Claudia and Normann, Hans-Theo, Experienced vs. 
Inexperienced Participants in the Lab: Do they Behave Differently?, May 2017. 
Published in: Journal of the Economic Science Association, 3 (2017), pp.12-25. 

250 Hunold, Matthias, Backward Ownership, Uniform Pricing and Entry Deterrence,          
May 2017. 

249 Kreickemeier, Udo and Wrona, Jens, Industrialisation and the Big Push in a Global 
Economy, May 2017. 

248 Dertwinkel-Kalt, Markus and Köster, Mats, Local Thinking and Skewness 
Preferences, April 2017. 

247 Shekhar, Shiva, Homing Choice and Platform Pricing Strategy, March 2017. 

246 Manasakis, Constantine, Mitrokostas, Evangelos and Petrakis, Emmanuel, Strategic 
Corporate Social Responsibility by a Multinational Firm, March 2017. 

245 Ciani, Andrea, Income Inequality and the Quality of Imports, March 2017. 

244 Bonnet, Céline and Schain, Jan Philip, An Empirical Analysis of Mergers: Efficiency 
Gains and Impact on Consumer Prices, February 2017. 

243 Benndorf, Volker and Martinez-Martinez, Ismael, Perturbed Best Response Dynamics 
in a Hawk-Dove Game, January 2017.                                                                       
Published in: Economics Letters, 153 (2017), pp. 61-64. 

242 Dauth, Wolfgang, Findeisen, Sebastian and Suedekum, Jens, Trade and 
Manufacturing Jobs in Germany, January 2017.                                                    
Published in: American Economic Review, Papers & Proceedings, 107 (2017), pp. 337-342. 

241 Borrs, Linda and Knauth, Florian, The Impact of Trade and Technology on Wage 
Components, December 2016. 

240 Haucap, Justus, Heimeshoff, Ulrich and Siekmann, Manuel, Selling Gasoline as a   
By-Product: The Impact of Market Structure on Local Prices, December 2016. 

239 Herr, Annika and Normann, Hans-Theo, How Much Priority Bonus Should be Given to 
Registered Organ Donors? An Experimental Analysis, November 2016. 

238 Steffen, Nico, Optimal Tariffs and Firm Technology Choice: An Environmental 
Approach, November 2016. 

237 Behrens, Kristian, Mion, Giordano, Murata, Yasusada and Suedekum, Jens, Distorted 
Monopolistic Competition, November 2016. 



236 Beckmann, Klaus, Dewenter, Ralf and Thomas, Tobias, Can News Draw Blood? The 
Impact of Media Coverage on the Number and Severity of Terror Attacks,          
November 2016.                                                                                                     
Published in: Peace Economics, Peace Science and Public Policy, 23 (1) 2017, pp. 1-16. 

235 Dewenter, Ralf, Dulleck, Uwe and Thomas, Tobias, Does the 4th Estate Deliver? 
Towars a More Direct Measure of Political Media Bias, November 2016. 

234 Egger, Hartmut, Kreickemeier, Udo, Moser, Christoph and Wrona, Jens, Offshoring 
and Job Polarisation Between Firms, November 2016. 

233 Moellers, Claudia, Stühmeier, Torben and Wenzel, Tobias, Search Costs in 
Concentrated Markets – An Experimental Analysis, October 2016. 

232 Moellers, Claudia, Reputation and Foreclosure with Vertical Integration – 
Experimental Evidence, October 2016. 

231 Alipranti, Maria, Mitrokostas, Evangelos and Petrakis, Emmanuel, Non-comparative 
and Comparative Advertising in Oligopolistic Markets, October 2016.                 
Forthcoming in: The Manchester School. 

230 Jeitschko, Thomas D., Liu, Ting and Wang, Tao, Information Acquisition, Signaling 
and Learning in Duopoly, October 2016. 

229 Stiebale, Joel and Vencappa, Dev, Acquisitions, Markups, Efficiency, and Product 
Quality: Evidence from India, October 2016.                                                  
Forthcoming in: Journal of International Economics. 

228 Dewenter, Ralf and Heimeshoff, Ulrich, Predicting Advertising Volumes: A Structural 
Time Series Approach, October 2016.                                                                   
Published in: Economics Bulletin, 37 (2017), Volume 3. 

227 Wagner, Valentin, Seeking Risk or Answering Smart? Framing in Elementary 
Schools, October 2016. 

226 Moellers, Claudia, Normann, Hans-Theo and Snyder, Christopher M., Communication 
in Vertical Markets: Experimental Evidence, July 2016.                                     
Published in: International Journal of Industrial Organization, 50 (2017), pp. 214-258. 

225 Argentesi, Elena, Buccirossi, Paolo, Cervone, Roberto, Duso, Tomaso and Marrazzo, 
Alessia, The Effect of Retail Mergers on Prices and Variety: An Ex-post Evaluation, 
June 2016. 

224 Aghadadashli, Hamid, Dertwinkel-Kalt, Markus and Wey, Christian, The Nash 
Bargaining Solution in Vertical Relations With Linear Input Prices, June 2016. 
Published in: Economics Letters, 145 (2016), pp. 291-294. 

223 Fan, Ying, Kühn, Kai-Uwe and Lafontaine, Francine, Financial Constraints and Moral 
Hazard: The Case of Franchising, June 2016.                     
Published in: Journal of Political Economy, 125 (2017), pp. 2082-2125. 

222 Benndorf, Volker, Martinez-Martinez, Ismael and Normann, Hans-Theo, Equilibrium 
Selection with Coupled Populations in Hawk-Dove Games: Theory and Experiment in 
Continuous Time, June 2016.                                                                                 
Published in: Journal of Economic Theory, 165 (2016), pp. 472-486. 

221 Lange, Mirjam R. J. and Saric, Amela, Substitution between Fixed, Mobile, and Voice 
over IP Telephony – Evidence from the European Union, May 2016. 
Published in: Telecommunications Policy, 40 (2016), pp. 1007-1019. 



220  Dewenter, Ralf, Heimeshoff, Ulrich and Lüth, Hendrik, The Impact of the Market 
Transparency Unit for Fuels on Gasoline Prices in Germany, May 2016. 
Published in: Applied Economics Letters, 24 (2017), pp. 302-305. 

219 Schain, Jan Philip and Stiebale, Joel, Innovation, Institutional Ownership, and 
Financial Constraints, April 2016. 

218 Haucap, Justus and Stiebale, Joel, How Mergers Affect Innovation: Theory and 
Evidence from the Pharmaceutical Industry, April 2016. 

217 Dertwinkel-Kalt, Markus and Wey, Christian, Evidence Production in Merger Control: 
The Role of Remedies, March 2016. 

216 Dertwinkel-Kalt, Markus, Köhler, Katrin, Lange, Mirjam R. J. and Wenzel, Tobias, 
Demand Shifts Due to Salience Effects: Experimental Evidence, March 2016. 
Published in: Journal of the European Economic Association, 15 (2017), pp. 626-653. 

215 Dewenter, Ralf, Heimeshoff, Ulrich and Thomas, Tobias, Media Coverage and Car 
Manufacturers’ Sales, March 2016. 
Published in: Economics Bulletin, 36 (2016), pp. 976-982. 

214 Dertwinkel-Kalt, Markus and Riener, Gerhard, A First Test of Focusing Theory, 
February 2016. 

213 Heinz, Matthias, Normann, Hans-Theo and Rau, Holger A., How Competitiveness 
May Cause a Gender Wage Gap: Experimental Evidence, February 2016. 
Forthcoming in: European Economic Review, 90 (2016), pp. 336-349. 

212 Fudickar, Roman, Hottenrott, Hanna and Lawson, Cornelia, What’s the Price of 
Consulting? Effects of Public and Private Sector Consulting on Academic Research, 
February 2016.                                                                                                                           
Forthcoming in: Industrial and Corporate Change. 

211 Stühmeier, Torben, Competition and Corporate Control in Partial Ownership 
Acquisitions, February 2016.  
Published in: Journal of Industry, Competition and Trade, 16 (2016), pp. 297-308. 

210 Muck, Johannes, Tariff-Mediated Network Effects with Incompletely Informed 
Consumers, January 2016. 

209 Dertwinkel-Kalt, Markus and Wey, Christian, Structural Remedies as a Signalling 
Device, January 2016. 
Published in: Information Economics and Policy, 35 (2016), pp. 1-6.  

208 Herr, Annika and Hottenrott, Hanna, Higher Prices, Higher Quality? Evidence From 
German Nursing Homes, January 2016. 
 Published in: Health Policy, 120 (2016), pp. 179-189. 

207 Gaudin, Germain and Mantzari, Despoina, Margin Squeeze: An Above-Cost 
Predatory Pricing Approach, January 2016. 
Published in: Journal of Competition Law & Economics, 12 (2016), pp. 151-179. 

206 Hottenrott, Hanna, Rexhäuser, Sascha and Veugelers, Reinhilde, Organisational 
Change and the Productivity Effects of Green Technology Adoption, January 2016. 
Published in: Energy and Ressource Economics, 43 (2016), pp. 172–194. 

205 Dauth, Wolfgang, Findeisen, Sebastian and Suedekum, Jens, Adjusting to Globa-
lization – Evidence from Worker-Establishment Matches in Germany, January 2016. 

Older discussion papers can be found online at: http://ideas.repec.org/s/zbw/dicedp.html 



 

 

ISSN 2190-9938 (online) 
ISBN 978-3-86304-285-1 


	Jeitschko-Kim-Yankelevich_Hotelling.pdf
	Introduction
	Model
	Conclusion


