



































13. Tourism was identified as a key driver of growth by President Ramaphosa in the 2018 State of
the Nation Address (“SONA")" and a means to absorb youth employment in the 2019 SONA'®,
Subsequently, the Presidency indicated support for destination marketing in key tourism
markets, to enhance tourism safety, to reduce regulatory barriers and develop emerging tourism
businesses’®. The 2019 SONA also revealed government's targets to attract 21 million tourists
by 2030, up from 10 million tourists in 20187,

14. Tourism is an important potential driver of growth in the South African economy as well as a
labour-intensive industry with the potential to boost employment. The direct contribution of the
tourism sector to Gross Domestic Product ("GDP”) is estimated to be R146.2bn in 2018 and
R209.2bn in 2019, constituting of 2.7% and 3.7% direct contributions to GDP'®, Similarly, it
accounted directly for 611 737 jobs in 2018 and 773 533 jobs in 2019 representing 3.7% and
4.7% of overall employment respectively’. This amounted to a 26.4% increase in people
employed in the sector over the period. Inbound tourism expenditure had grown by 11.7% from
R108.8bn in 2015 to R121.5bn in 2019, representing an average year-on-year growth of 2.8%%.
Domestic tourism expenditure grew from R168.5bn in 2015 to R330bn in 2019, representing a
95.9% increase over 4 years and a 71% jump between 2018 and 2019.

15. The Covid-19 pandemic resulted in a range of travel restrictions imposed which had a
detrimental impact on tourism in South Africa and globally. In March 2020, President
Ramaphosa declared a national state of disaster under the Disaster Management Act 57 of
2002 and saw the formation of the National Coronavirus Command Council (“NCCC"). To
ensure prioritization of the response to the pandemic and combat the spread of the virus, the
NCCC put in travel restrictions such as land port and seaport closures as well as measures

restricting interprovincial travel during periods of hard lockdown?'. South Africa did not receive

4 Ramaphosa, C. 2018. 2018 State of the Nation Address. Available at htips:/www.gov.za/speeches/president-cyril-
ramaphosa-2018-state-nation-address-16-feb-2018-0000 (Accessed on 15 February 2022).

5 Ramaphosa, C. 2019. 2019 State of the Nation Address. Available at https://www.gov.za/speeches/president-cyril-
ramaphosa-2019-state-nation-address-7-feb-2019-0000 (Accessed on 15 February 2022).

6 Ramaphosa, C. 2018. 2018 State of the Nation Address. Available at https://www.gov.za/speeches/president-cyril-
ramaphosa-2018-state-nation-address-16-feb-2018-0000 (Accessed on 15 February 2022).

7 Ramaphosa, C. 2019. 2019 State of the Nation Address. Available at https://www.qov.za/speeches/president-cyril-
ramaphosa-2019-state-nation-address-7-feb-2019-0000 (Accessed on 15 February 2022).

'8 Statistics South  Africa  (2021). Tourism Satellite Account for South Africa. Available at
http://www.statssa.gov.za/publications/Report-04-05-07/Report-04-05-072019.pdf (Accessed on 17 February 2022). p. 1.
'® Statistics South  Africa  (2021). Tourism  Satellite Account for South Africa. Available at
http://www.statssa.gov.za/publications/Report-04-05-07/Report-04-05-072019.pdf (Accessed on 17 February 2022). p.2.
20 Own calculations using data from Statistics South Africa (2021), p. 1. Tourism Satellite Account for South Africa. Available
at http://www .statssa.gov.za/publications/Report-04-05-07/Report-04-05-072019.pdf (Accessed on 17 February 2022).

21 Interprovincial travel was restricted between 27 March 2020 and 25 July 2020.




inbound travellers for a period of six months from April to September 2020?22 and has been
subjected to an array of travel restrictions since?®. Inbound and domestic travellers dropped
drastically, where the volume of inbound tourists decreased by 72.6% from 10,2 million in 2019
to 2,8 million in 2020%*. This included a 74.2% decrease in overseas travellers and a 71.8%

decrease® in travellers from SADC countries®.

16. Tourism has suffered a demonstrable decline due to the pandemic and subsequent travel
restrictions. It was recorded that by May 2020, flight departures had fallen by about 80%, hotel
bookings by more than 70% and car rentals had fallen by more than 50% from their January
2020 levels?. A survey that was commissioned by the Department of Tourism, with a focus on
SMMEs between 11-16 April 2020, found that the tourism sector experienced a drastic decline
on revenue?® with over 83% of the surveyed firms experiencing a decline of more than 50% in

revenue.

17. The Market Inquiry tracked overall site traffic® (comprising of mobile and desktop traffic) across
61 websites® offering online intermediation platform services between business users and
consumers (“B2C" intermediation). This included online intermediation for accommodation,
metasearch sites®', flights, car rentals, activities®? and bus transport. As depicted in Table 1
below, overall site traffic decreased by 44.6% across travel and accommodation intermediation

platforms between 2019 and 2020. This figure is also corroborated by a 44.6% decrease in total

22 Gtatistics South Africa (2021). SA tourism industry struggles amidst COVID-19 pandemic. Available at
http://www.statssa.gov.za/?p=14281 (Accessed on 09 February 2022).

2* This includes numerous travel bans placed on travellers from South Africa including those following the outbreak of the
Omicron variant in December 2021.

24 Statistics South Africa (2021). SA tourism industry struggles amidst COVID-19 pandemic. Available at
http://www statssa.gov.za/?p=14281 (Accessed on 09 February 2022).

25 Own calculations from data in Statistics South Africa (2021). SA tourism industry struggles amidst COVID-19 pandemic.
Available at http://www.statssa.gov.za/?p=14281 (Accessed on 09 February 2022).

%6 Most inbound tourists come from the SADC, comprising of 74,8% of overall inbound tourists in 2020. In the same period
23.6% of inbound tourists came from overseas (outside of Africa) and 1.5% from other African countries. (Statistics South
Africa, 2021).

27 MacDonald, M. Piazza, R. and Sher, G. 2020. A Simple Guide to Estimating the Impact of COVID-19 on Travel and
Hospitality Activity. International Monetary Fund.

% Department of Tourism. Annual Performance Plan 2020/21 - 2022/23. Page 19. Available online:
https://www.tourism.gov.za/AboutNDT/Publications/Annual%20Performance%20PIan%202020-23.pdf (Accessed on 24
May 2021]), p.19.Available online:
https://www.tourism.gov.za/AboutNDT/Publications/Annual%20Performance%20Plan%202020-23.pdf (Accessed on 24
May 2021), p.19.

3 Analysis done using site traffic data from Similarweb, a web traffic estimator listed on the New York Stock Exchange.

%0 This includes 24 platform domains (websites) that focus predominantly on accommodation intermediation, 8 flight
intermediation websites, 13 metasearch lead generating domains, 6 car rental intermediation domains, 5 bus and 5 activity
intermediation domains.

3 Metasearch site are effectively aggregators of travel and accommodation products and services that allow for price
comparisons and subsequent lead generation.

¥ Also referred to as “experiences” or things “things to do".







metasearch site traffic figures do not include the Google Travel Unit*® which had grown rapidly

over the past few years. Lastly, traffic on car rental platforms did not improve in 2021.

1.2.2. Shift to online search and bookings

19. Online Travel Agents ("OTAs”) have existed since the early adoption of the internet by
households in the 1990s and like several large tech companies such as Amazon, preceded and
survived the dot.com bubble. For example, Expedia (i.e., initially launched by Microsoft)*” and
Booking.com both started in 1996*% and have gone on to become two largest OTAs globally®®.
The use of online services in tourism has grown significantly over time and as of 2015, it was
estimated that online revenues accounted for 21.6% of global travel**. According to a 2017
survey conducted by Travelport, 86% of South African travellers use travel booking sites to help

them discover new and exciting destinations in planning phase of the customer journey*'.

20. Smartphone penetration and adoption coupled with faster internet speeds and decreasing
internet costs have corresponded with increases in internet access and site traffic to travel and
accommodation platforms. According to the Independent Communications Authority of South
Africa ("ICASA"), smartphone subscriptions increased from 24.34 million in 2016 to 60.44
million in 2020*? in South Africa, suggesting at least 1 smartphone per capita in 2020 and an

average year-on-year increase of 25.5%" in smartphone penetration over the period. 4G

% Google Travel effectively operates like metasearch sites in that allows for price comparison and lead generation.
Similarweb does not appear to have site traffic data for Google Travel.

57 Expedia Group. Available at: https://www.expediagroup.com/who-we-are/our-story/default.aspx#module-tabs item--1
(Accessed on 13 February 2022).

¥ Booking.com started as Booking.nl and through acquisitions (itself being acquired by US company Priceline) and organic
growth established itself as Booking.com in 2006. Other online intermediaries from the 1990's include Lastminute.com,
Travelocity and Tripadvisor were also launched in the 1990s.

¥ Currently Booking.com is the highest ranked website for site traffic in the “accommodation and hotels” segment globally
and by far the highest ranked (by site traffic) across the entire travel and tourism segment in South Africa for April 2022
(using Similarweb ranking features).

49 Hong J. (2018). Rise of the Sharing Economy and the Future of Travel and Tourism Industry. J Hotel Bus Manage 7: 180
Goga, S. (2020). The Impact of Digital Platforms on Competition in the South African Tourism Industry. CCRED, the DT],
SARChI - Discussion Paper 4.

“! Travelport, 2017. The South African Digital Traveler Research. Available at: hitps://www.motsamayi.com/wp-
content/uploads/2017/11/Travelport-South-Africa-Report-FINAL .pdf (Accessed on 11 February 2022).

42 |CASA, 2021. The state of the ICT Sector Report in South Africa: 2021. Independent Communications

Authority Of South Africa. Available at: https://www.icasa.org.za/uploads/files/State-of-the-ICT-Sector-Report-March-
2021.pdf (Accessed on 17 February 2022).

43 Own calculations.
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gain access to far more information than they may have had historically thereby putting

them at ease with the accommodation they are purchasing *° %.

Flights - The shift to online intermediation of flights is relatively mature. This is because
there are fewer discoverability issues for consumers in flights due to a limited number of
airline options. Furthermore, airlines have their own sophisticated websites that allow for
flight search, booking and payment, and flights are easily compared on price which may
make it easier to compare and book directly. Having said that, traffic to online flight
platforms have increased at an average year-on-year rate of 15% between 2016 and 2019
and have recovered by 23.5% in 2021 (from 2020), suggesting the resiliency of online
intermediation of flights and that there are still growth opportunities.

Car rentals - The shift to online platforms for car rentals is relatively new in South Africa
and has been somewhat slow. Revenues generated from online car rental intermediaries
increased by 11.7% between 2018 and 2019, below the online travel and accommodation
intermediation average of 20.6% over the same period®’. Online intermediation platforms
tend to focus on airport car rentals, with limited lead generation and transaction completion
at downtown car rental locations®,

Activities — This new addition to the travel and accommodation online intermediation
platforms and revenues accounted for less than 2% of overall revenues in 2021. Having
said this, activities is in a high growth phase, and has the potential to open a new form of
supply of travel related products to the market such as township and neighbourhood tours,

cultural activities and local cooking classes and cuisines.

Buses - The adoption of online platforms for the distribution of bus tickets in South Africa
is still relatively underdeveloped and new. Online bus intermediation platforms appear to
have started taking shape since 2018. Furthermore, it is underdeveloped from both a
supply-side and demand-side perspective. From the supply-side many bus operators,

except the larger ones, do not have the technical capabilities nor are they able to afford

55 For instance, most online accommodation listings come with multiple pictures of the accommodation, detailed write-ups
of the facilities available, reviews and maps showing the location of the accommodation. This allows a customer to make a
purchase or booking with confidence.

5 Airbnb, SOI, p. 3. para.3.9

57 Own calculations based on submitted revenue figures.
58 SAVRALA, 0S, p. 23, para. 25; h
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25.

them when it comes to integrating their API with online platforms®. From the demand-
side, the major target market is lower LSM groups which typically prefer to purchase their
bus tickets in-store®®. According to Intercape, adoption to new methods of distributing bus

tickets has been relatively slow historically speaking, this includes online distribution®'.

1.2.3. Size of online travel and accommodation intermediation platforms

Based on a comprehensive set of submissions across 45 platforms, online intermediation
revenues comprising of commissions, cost-per-click, cost-per-acquisition, mark-ups, and
override revenues accounted for approximately between R[1.7 and 3]billion in 2019 and had
dropped by 45% in 2020 following the outbreak of the pandemic. Similarly, these values
equated to a gross booking value of approximately R[15 to 20] billion in 2019. For example,
online travel accommodation intermediation accounted for approximately [25-35]% of total
inbound and domestic tourism demand for accommodation services in South Africa®. In terms
of monthly visit data, Booking.com was South Africa’s market leader in the broad travel and

tourism category by a significant margin®.

Table 2 below reflects the break-down of revenues earned by each category of travel and
accommodation. Accommodation is by far the largest category, accounting for over 70% of
revenues earned in 2019 and over 80% in 2020. Metasearch and car rentals consist of a
relatively small portion of overall travel and accommodation intermediation revenues (just less
than 5% in 2020) and this share is unlikely to increase for 2021%4. Bus and activities each ranged
between 0-5% of the overall share in 2020 but demonstrating some recovery for 2021%. QOverall,
the Booking Holdings stable including the Booking.com, Agoda, Booking.com Transport Limited

(Rentalcars) platforms and metasearch sites Cheapflights, HotelsCombined, Momondo and

% FlightS, OS, p. 2.
80 _

5" Intercape, OS.

62 According to StatsSA, total inbound and domestic tourism expenditure was R299.62bn in 2019. Statistics South Africa
(2021). Tourism Satellite Account for South Africa, p.20. Available at http://www.statssa.gov.za/publications/Report-04-05-
07/Report-04-05-072019.pdf (Accessed on 17 February 2022)., see p.20.

& Using Similarweb data, Booking.com had 3.1 million monthly visitors over the period February 2022 to April 2022, this
was followed by Uber with 1.6million visitors, Flysafair with 1.3million visitors, and Tripadvisor with 760k visitors. This means
that Booking.com was larger than the next largest platform, Uber, by a factor of 2.

54 Given that site traffic remained roughly the same for metasearch and car rentals in 2021.

85 Given site increases in site traffic for this year.
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Table 9: Travel and Accommodation Survey Results

Survey Results Large Hotels Small Hotels
Metro | Non-Metro | Metro | Non-Metro

Factors impacting decision to use platform

The number of sales the platform helps generate 10% 25% 62% 75%

Extent targeted customers are covered by platform 40% 38% 21% 38%

Number of potential customers the platform reaches 60% 63% 64% 75%

Dependency on platforms

Moderately dependent 20% 25% 25% 38%

Dependent 30% 38% 25% 38%

Very dependent 30% 25% 25% 15%

% Of sales that could be replaced if online platforms were no longer used

Less than 21% 88% 72% 88% 75%

21% to 50% 13% 29% 13% 24%

More than 50% 0% 0% 0% 0%

Timeframe of replacement through own services or traditional sales channels

Not at all 13% 14% 25% 38%

Longer than 6 months 50% 43% 38% 19%

Source: Commission's own compilation of Redflank Survey results, 2021.

Most large and small hotels are dependent on online intermediation platforms regardless of
whether they are in metro or non-metro areas. This was the finding in the Redflank Survey,
where 50% or more of the respondents indicated that they were dependent or very dependent
on online intermediation platforms regardless of their size or location. This number increases
to 75% or more when one includes those establishments that are moderately dependent°.
Similarly, 88% of large and small metro hotels indicated that only 21% or less of sales could be
replaced if platforms were no longer used'’. All the hotels indicated that no more than 50% of
sales could be replaced if platforms were no longer used. In terms of replacing those sales,
63% of metro hotels'* (large and small) indicated it would take longer than 6 months to replace
sales were they to stop using platforms, with some indicating that they wouldn't be able to

replace sales at all.

The evidence suggests that the constraint that direct websites have on online intermediation
platform services is limited to certain conditions where the strength of this constraint is likely to
be small. Otherwise, direct websites do not constrain these platforms. Firstly, the share of users
that searched for accommodation on an online intermediary platform and the establishments

own website on the same day is small. For example, the Market Inquiry calculated that only

130 Other categories were slightly dependent and not dependent.
31 This figure was 72% for large non-metro hotels and 75% for small non-metro hotels.
132 This figure was 57% for large and small non-metro hotels.
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largest increase in online site traffic between 2020 and 2021 of all the travel categories'’.
These increases have however started at a low base and lower LSM's still face high barriers to
switching (e.g., high data costs, access to credit cards'™, learning to trust online payment
systems'™®) and prefer the physical aspect of brick-and-mortar outlets. Having said this,
Busbud, a Canadian-based online intermediation platform has entered the online bus
distribution market and is building share of the online market rapidly. Busbud also appears to
target a different market to traditional retail outlets including international travellers'’¢. Users
that searched on Busbud collectively cross-browsed 59% of bus operator own websites on the
same day'”’. However, the Busbud website had a lower average and median bounce rate,
higher visit duration and more pages visited than bus operators, suggesting higher levels of
customer engagement. Correspondingly, Busbud has significantly grown its share of online
bookings. In conclusion, traditional retail in-store and walk-in purchases still represent most bus
ticket sales, where online distribution of bus tickets still needs to mature. For those bus tickets
purchased online, the relatively homogenous nature of a bus trip means that users can cross-
browse bus operator's own websites and the intermediation platform. This appears to occur to
a limited extent with relatively more engagement with the platform, and suggests that the bus

operator's own website, if it has one, currently does not offer significant constraints.

56. This may change in future. In Europe the data shows that consumers mostly rely on online
distribution channels and this share of online bookings has been growing as is forecasted to
continue to grow'”®. The bus market is an attractive mobility alternative and competition is likely
to increase through the entry of several low-cost bus operators where in 2022, the bus market

is projected to reach R85.5bn in revenue'”®.

Activities

'3 Online bus ticket sales also increased for Computicket from [ N N RRRREREE

'™ Flights, OS, p. 10-11.

5 Intercape, OS, p.4-5.
176

"7 Own calculations using Similarweb’s "Audience Interests” function. Cross-browsing behavior was examined for Busbud
across 8 bus operators' own websites over a 12-month period.

'8 In 2021, online distribution channels have accounted for 61% of the total bus market revenue whereas the traditional
sales channels have only accounted for 39%. The use of online distribution channels has been increasing annually with a
year-on-year and it is expected that by 2026 the online sales channel would account for at least 67% of total bus revenue.

7% Statista. (2022). Available at: https://www statista.com/outlook/mmo/shared-mobility/shared-vehicles/buses/europe.
(Accessed on 26 May 2022). Value converted to Rands using the Dollar/Rand exchange rate on 8 June 2022 (R15.40/%).
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differentiated travel experience relative to traditional OTA offerings such as local living, access
to new neighbourhoods, and cultural exchange*®?. While local competitors have noted that
Airbnb is different*??, as they target mostly alternative accommodation*?4, there are still overlaps

with these local competitors in terms of the type of establishments they market on their

platform?2®, Airbnb has established its brand through | EGcIcININGEGEGEGEGEGENEEEEE
I though Airbnb claims not to |
I o ctitors point out its prominence as a brand*?® and

subsequently most guests discover Airbnb |} } llllll Correspondingly, Airbnb has been the
fasted growing and second largest online accommodation platform in South Africa*®'. This
position is however fairly unique, and it is typically associated with a pioneer platform into new
categories of travel and accommodation as was in the case of Airbnb and online intermediation

for private home rentals.

2.6. Owning the traveller

2.6.1. Global platforms and foreign traveller ownership

107. Having an online presence in the travel and accommodation space means that establishing a
brand and brand-trust is also important facet to driving consumer traffic®*?. Over and above
Google Search, one can establish a brand presence through a host of offline and online
channels, which can also be referred to as an omni-channel approach in marketing***. Brand

development can embody radio campaigns, newspaper spots, television marketing, billboards

422 Ajrbnb. (2018). Airbnb in South Africa: The Positive Impact of Healthy Tourism. Available at: https:/news.airbnb.com/wp
content/uploads/sites/4/2019/06/Airbnb_SouthAfricaEconomicimpactStudy 180831.pdf . (Accessed on 17 March 2022)
423 Tripco, OS, p. 20.

424 gafariNow refers to this as informal accommodation (SafariNow, OS, p.3)

425 Tripco, OS, p. 21. Tripco also notes that some forms of alternative accommodation were already on the books of local

platforms prior to entry of Airbnb e.g., holiday homes in Knysna (Tripco, OS, p. 21).
426 &

427 Due to beini somewhat different (Tripco, OS, p. 21).

428

429 SA-Venues, OS, p.10.
430

431 See Section 1.2.3., Table 3 of the Report.
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137.3. Lastly, margins made in the online travel sector are being reallocated to the online
advertising sector®™, where the major player in the advertising sector is not even South
African. Considering that online platforms are effectively paying Google to acquire
customers, Google effectively becomes an overpriced lead generator®® and provides little
added value to its advertisers other than being a starting point for general search. By
having a significant portion of OTA margins captured by Google Ads, OTA’s have less
profits to reinvest into innovations and improvements of their platforms. Furthermore,
OTA's effectively offer specialised search engine services and a major reduction in their
margins is likely to limit their ability to be a competitive threat to Google in both its

downstream Travel Unit and its upstream general search service.

A model for profiteering and rising paid search spend: data and evidence

138. Economic theory would suggest that a monopolist selects a price and volume that maximises
its profits, and this would typically occur where marginal cost equals marginal revenue. The
profit maximising price and volume combination can change over time where there have been
changes in supply and demand, notwithstanding changes in competitive dynamics. In travel
there has been a shift to booking online and this has coincided with the penetration of
smartphones (see Section 1.2.2 of the Report) as such the demand for online travel and
accommodation booking services have increased over time. One would argue that Google aims
to maximise its bid amount (i.e. the maximum an advertiser is willing to pay per click) subject to
a quality constraint that includes expected clickthrough rates, ad relevance, and landing page
experience; and Ad Rank thresholds®'. The quality constraint is necessary as bad user
experiences may come at a cost to paid search results i.e., users may want to overlook paid
search due to being associated with bad experiences®®?. Google employees at the time, called

this “ad blindness"®3. One can argue that a monopolist will continually set its SERP display that

57¢ See TS, OS p.14- 17

580 For example, the average cost per acquisition for new customers by OTAs (using Google) was R252 between 2014 and
2021 (calculated from submissions by 6 platforms).

581 Google Ads Help. Ad Rank. Available at: https://support.google.com/google-
ads/answer/17521227hl=en#:~:text=Ad%20Rank %20is%20calculated%20using,device%2C%20time%200f%20search%2
C%20the (Accessed on 28 April 2022).

82 A reiteration of bad experiences can lead to learned behavior to avoid something (Inquiry's own insight).
583 Hohnhold, H.; O'Brien, D.; Tang, D. (2015). Focusing on the Long-term: It is Good for Users and Business. Available at:
https://static.googleusercontent.com/media/research.google.com/en//pubs/archive/43887.pdf [Accessed 16 June 2022]
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“Car Rentals Durban”, “Flights Johannesburg to Cape Town”, and “Hotels Cape Town". Overall,
these queries typically returned 3 paid search results at the top of the SERP and less than 1
paid search results at the bottom of the SERP on average®®. There was typically 1 specialized
Google travel unit and just under 10 organic search results on average. Overall, the organic
search results collectively only generated between 15% and 20% of the traffic, whereas the
paid search results at the top of the page generated 40% to 45% of consumer traffic, and
Google’s specialised search unit generated 35% to 40% of traffic. Paid ads at the bottom of the
SERP generated less than 5% of traffic. Again, these statistics suggest the need to “pay to play”
to make any significant inroads into acquiring new customers and subsequently the ability to
compete against the largest OTAs. Overall, the price of being in the top results is also
demonstrably more expensive, with CPCs at the top other SERP being roughly fives as
expensive as the CPCs at the bottom®°. Seemingly, traffic generated by organic search results
leave a small piece of the pie for those platforms with limited budgets. However, this space can
also be dominated by large OTAs that have the resources to optimise organic search®° and
therefore crowd out some of the smaller platforms. For example, the top 3 organic results
generated approximately two-thirds of organic traffic for the combined categorical queries listed

above®!,

848 This is based on an aggregation of the said search terms.
84% This is based on an aggregation of the said search terms.
850 It is not uncommon for a large OTA to be in the top paid search results and rank highly on organic search on the SERP

following the same query.
51 Own calculations —
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182.

183.

differentiating included: hotels not seeing any reason to treat its OTA partners differently; the
hotel's OTA contract did not allow it to price differentiate; fear of penalization by OTAs to which
the hotel did not give the lowest price; the difficulty of managing different prices on different
OTAs, and not wanting the hotel's website to appear as more expensive than the OTAs. It was
also found that the average effective rate of commission paid by hotels remained relatively

stable or slightly decreased in the period from January 2014 to June 2016.

Ennis et al. (2020) modelled both a before-and-after and differences-in-differences assessment
that followed the removal of wide price parity clauses in the EU. Hotels that were booked in
2014 before wide parity clauses were abolished and in 2016 after they were abolished were
assessed. The authors found that the probability of the hotel's direct channel being cheaper on

average than OTAs had significantly increased, at least for mid-level and luxury hotels®4,

Conclusion on wide parity clauses

There appears to be no compelling argument in favour of the implementation of wide price
parity. No clear mechanism on how investments would be significantly harmed absent wide
parity was articulated nor did the Inquiry find evidence of harm. Furthermore, competing
platforms are also in the position where they need to recoup their investments. The efficiency
argument of saving customers effort and time because they always get the cheapest price on
a certain platform also embodies competition concerns as this suggests limiting shopping
around and entrenching consumers into the platform’s ecosystem™®. This also increases
dependencies of accommodation providers on the platform. Maintaining price parity over a wide
range of distribution channels requires significant effort from accommodation providers and is
something that is often out of their control. Furthermore, accommodation providers are
restricted from pursuing a differentiated pricing strategy across a differentiated set of platforms.
This means that niched platforms lose out on accommodation sponsored discounts especially
where a significant proportion of accommodation providers have signalled that they intend
offering lower prices on platforms other than their main platform. Lastly, the occurrence of OTA
sponsored discounts suggests price competition where price differentials have existed, and
removal of wide parity restrictions is likely to intensify this competition. In conclusion, it is highly

probable that removing wide parity clauses will result in pro-competitive outcomes.

04 Ennis, S., Ivaldi. M., & Lagos, V. 2020. Price Parity Clauses for Hotel Room Booking: Empirical Evidence from Regulatory
Change. Available at: https://www.tse-fr.eu/sites/default/files/TSE/documents/doc/wp/2020/wp _tse 1106.pdf. (Accessed

on 31 March 2022‘.
705
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191.

cheaper than anywhere else on the market, [it] would like the flexibility to do that'’#?. Another
accommodation noted that absent price parities, it would price between 5 to 10 percent less on

its own channels to get more bookings and discount more freely’?.

On that note, the benefit resulting from the removal of narrow price parity is that a significant
number of accommodation providers indicated in the Redflank Business User Survey that they
would reduce prices. For example, 38% of small metro hotels, 55% of small non-metro hotels,
38% of large metro hotels and 33% of large non-metro hotels indicated that they would lower
prices on their own websites had the main platform they use not restricted different pricing’*.
Lastly, as with wide pricing parity, monitoring and maintaining narrow price parity is made

difficult especially in a market that applies dynamic pricing’.

Findings by the Bundeskartellampt

The German National Competition Agency, the Bundeskartellampt, decided to prohibit the use
of wide price parity in mid-2015, and narrow price parity at the end of 2015. Subsequently there
has been no parity since early 20167?°. In preparation for its appeal at Germany's highest court,
The Federal Court of Justice, the Bundeskartellampt conducted an investigation to examine the
extent of free riding. The benefit of the investigation in Germany was that it was able to assess
the effects of price parity in a market over a period where wide, narrow and no parity had
prevailed (between 2015 and mid-2018). The investigation’?” showed the following findings

after the removal of price parity clauses:

(i) Booking.com had not been harmed nor did it incur any losses in its accommodation
platform business located in Germany. Instead Booking.com had been able to consolidate
its market position further as the largest platform in Germany and achieve increased

growth rates.

(i) Accommodation providers deliberately use their new scope for pricing flexibility in a sales

mix that makes strategic sense to them. The Bundeskartellampt found that more than half

722
723

™4CC survey conducted by Redflank, (2021), slide 95.

725 See Section 2.3.2. of the Report.

726 Bundeskartellampt, 2020. The effects of narrow price parity clauses on online sales — Investigation results from the
Bundeskartellamt’'s Booking proceeding. Competition and Consumer Profection in the Digital Economy. p.2.

21 Bundeskartellampt, 2020. The effects of narrow price parity clauses on online sales — Investigation results from the
Bundeskartellamt's Booking proceeding. Competition and Consumer Protection in the Digital Economy. p.3 - 8.
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(such as newsletters), in competition with Google, to users who have consented to the use of
cookies. Absent access to third-party cookies, business domains may become more dependent
on Google for targeted advertising services considering that their ability to do so would have
been restricted by Google's policy. Furthermore, Google can use this advantage to direct users
to its own specialised products®®. Therefore, the risk is that Google can further entrench its
monopoly status in online advertising and profiteer by blocking access to third-party cookies.
Other jurisdictions such as the UK's CMA have investigated Google's proposed strategy in
relation to blocking third-party cookies and has secured commitments from Google to address
competition concerns in this regard®'. Similarly, this is an area that may require further
investigation and potentially be addressed by an Inquiry or investigation into the AdTech
industry.

4. Business user competition and treatment

4.1. Sponsored platform ranking

4.1.1. Importance of ranking

215. The general nature of search and specialized search engines is as such that consumers can
only view a limited amount of content above the fold and each subsequent scroll. The screen
size of the device used by the consumers as well as the design of the platform, are amongst
the limiting factors that determine the amount of content consumers will likely see on the
platform’s search results before scrolling down or making a click. Accordingly, these limitations
create a demand for visibility, as visibility on platforms is important for effective platform
competition.®%2 893 Evidence indicates that most booking decisions are made on the first page
of the platforms and on listings that are ranked high up on the first page results. The Market
Inquiry found that [70 to 90]% of bookings on Booking.com were made on the first page or batch

800

81 CMA (2021). CMA to have key oversight role over Google's planned removal of third-party cookies. Available at
https://www.gov.uk/government/news/cma-to-have-key-oversight-role-over-google-s-planned-removal-of-third-party-
cookies :. (Accessed on 27 April 2022).

802 The vast majority of respondents from the Commission's platform business user survey (i.e., accommodation providers
and the airline respondent) indicated that they consider a high-ranking position on a platform to be very important.

803 The further down the list a property is on a platform, the more consumers are likely to assume that it is not quite as good
and that does adversely affect the property's revenue. —
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