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NEW PHOENIX CENTER ANALYSIS DEMONSTRATES THAT PLATFORM RETAILERS
WHO PROVIDE CREDIBLE INFORMATIVE SIGNALS TO CUSTOMERS RAISE
CONSUMER WELFARE
Correspondingly, prohibitions against such signals or randomized ordering—such as those
proposed in the pending American Innovation and Choice Online Act—are likely reduce consumer
welfare
WASHINGTON, D.C. — Prior to the invention of the Internet, shopping for goods was relatively
simple: a consumer visited a brick-and-mortal retailer and selected a product from what was
available or, for some retailers, shopped using a catalog. Today, a simple Internet search may return
a bewildering number of possible products across hundreds—if not thousands—of online retailers.
The same is true for some digital platforms that permit third-party sellers. Overwhelmed with
options, consumers may prefer some guidance and, as such, the digital platform must present results
in some sort of ordering. For digital platforms, such guidance and ordering has come under scrutiny
by some members of Congress.
In a new analysis released today entitled Product Guidance by Digital Platforms: A Welfare Analysis,
the Phoenix Center’s economists show that a platform retailer who can provide credible informative
signals to customers will raise consumer welfare, even if the interests of the platform and the
consumer are not perfectly aligned. This welfare enhancement occurs in equilibrium in the absence
of any legal requirement. As such, prohibitions against such signals or randomized ordering—such
as those proposed in the pending American Innovation and Choice Online Act—will reduce
consumer welfare.
“As Congress continues to debate the American Innovation and Choice Act, our analysis
provides some crucial insights for policymakers to evaluate the welfare effects of regulating signals
such as search results on platforms where the platform operator may offer its own goods in
competition with those of third-party sellers,” says study co-author Phoenix Center Chief Economist
Dr. George D. Ford. “As we demonstrate in this paper, allowing a retail platform to provide an
information signal to consumers can be welfare enhancing, and no legal obligation is necessary to
insure this result. Accordingly, because the American Innovation and Choice Act directly targets
such welfare-enhancing practices, this bill is likely to do more harm than good.”
A full copy of PHOENIX CENTER POLICY BULLETIN NO. 57, Product Guidance By Digital Platforms:
A Welfare Analysis, may be downloaded free from the Phoenix Center’s web page at:
https://www.phoenix-center.org/PolicyBulletin/PCPB57Final.pdf.
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The Phoenix Center is a non-profit 501(c)(3) organization that studies broad public-policy issues related
to governance, social and economic conditions, with a particular emphasis on the law and economics of the
digital age.

