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PAPERS

JOB MARKET PAPER
Bilateral monopoly in telecommunications: bargaining over fixed-to-mobile termination rates

Abstract: It is broadly accepted that mobile network operators are monopolists when they set
the termination rate for the calls made to their own network. Since the mobile-to-fixed termination
rates are usually regulated at cost and the fixed network operator has the obligation to terminate
the incoming calls, therefore the fixed provider can neither threaten to raise the mobile-to-fixed
termination charge, nor to refuse to terminate the call. Hence, mobile network operators can
fix high fixed-to-mobile termination rates. We propose a policy to overcome this termination
bottleneck imposing reciprocity between the mobile-to-fixed and fixed-to-mobile termination rates
and relaxing the interconnection obligation. First, we consider a benchmark where mobile-to-fixed
termination rates are regulated at cost and fixed and mobile network operators negotiate the fixed-
to-mobile termination rate. We show that fixed-to-mobile termination rates depend negatively on
the mobile-to-mobile termination rate and positively on the intensity of competition in the mobile
sector. Moreover, imposing reciprocity on termination rates total welfare increases with respect to
the benchmark.

Does the waterbed effect ham consumer?

Abstract: We analyze how an increase of the efficiency triggers the exercise of buyer power and
how this lowers the price of the input good for the efficient firm and raises the rival’s input price
(the so-called waterbed effect). We consider an industry with a supplier that sells an intermediate
good to two downstream firms. Differently from the common assumption that the supplier makes
take-it-or-leave-it offers to the retailers, we consider that the parties bargain over the price of the
input good. Moreover, downstream firms compete in the final consumption market. We find that
the waterbed effect is an industry wide effect and we characterize the conditions under which it
occurs. Finally, we consider the welfare consequences. We show that when downstream firms
compete a la Cournot an increase of efficiency of one firm may reduce consumers’ surplus through
the waterbed effect. Instead, when firms compete a la Hotelling, the increase of efficiency increases
consumers’ surplus.
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