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Abstract

Network hierarchies in the Internet are often not fixed: two providers can be
simultaneously input supplier and retailer, in a routing process, while being
horizontally competing in another. We introduce a stylised network model capturing
these aspects of the Internet to study the impact of differentiation introduced by
wireless access on prices and profits. We then study the incentives for, and welfare
impact of, a merger between the wireless provider and a local bottleneck fixed access
one. These effects crucially depend on the degree of differentiation between the
wireless and fixed Internet access modalities. Pricing, at each router, follows the
motor-way toll metaphor.
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uL**L��?} @ 4L|Lh��@) |L** 4i|@T�Lh� ì @_LT| |��t *@t| Th�U�?} t|h�U|�hi |L
i4T�@t�3i |�i ?L?�� i_ �ih|�U@* hi*@|�L?t Mi|�ii? ThL��_iht� Ntiht ��** |�i? T@)
@ *�?i@h Th�Ui uLh |�i�h ti?_�?} h@|it��

5|h@|i}�U Th�U�?} ThLM*i4t �? ?i|�Lh! �?_�t|h�it �@�i Mii? @?@*)ti_ �? _i�
|@�* �? |�i iUL?L4�U *�|ih@|�hie 4Lt|*) uLh |h@_�|�L?@* |i*iT�L?) ?i|�Lh!t ��ihi
|i*iT�L?i UL4T@?�it Lh�}�?@|i @?_ |ih4�?@|i U@**t |L i@U� L|�ih� A�iti |�L��@)
?i|�Lh!t 4L_i*tc tii uLh i @4T*i �h4t|hL?} d�o @?_ w@gL?|c +i) @?_ A�hL*i d��oc
@hi @TThLTh�@|i uLh |i*iT�L?i i U�@?}it ���U� |@!i T*@Ui @*L?} _i_�U@|i_ UL?�
?iU|�L?t� W? L�h T@Tih �i uLU�t L? @ _�gihi?| ?i|�Lh! @hU��|iU|�hi @�4i_ @|
U@T|�h�?} |�i UL??iU|�L?�*itt ui@|�hit Lu W��� ?i|�Lh!t� W?t|i@_ Lu �@��?} |�L
?i|�Lh!tc i@U� UL?|hL**�?} @? itti?|�@* u@U�*�|) uLh |�i L|�ih E|�i @UUitt |L �|t
U�t|L4iht� �i UL?t�_ih |�i U@ti ��i? |�i L�?ih Lu |�i itti?|�@* u@U�*�|) @*tL
UL4Ti|it @}@�?t| �|t _L�?t|hi@4 hi|@�*iht uLh |�i hL�|�?} Lu |�hL�}��|h@�U�

2 A�i �L_i*

�L?t�_ih @ ?i|�Lh! hL�|�?} |�L _�gihi?| |h@�U �L�tG L?i UL??iU|�?} |�L *LU@�
|�L?tc �� @?_ �2 @?_ |�i L|�ih UL??iU|�?} �� |L �2� ,@U� hL�|i *�?!�?} |�i
|�L *LU@|�L?t T@ttit |�hL�}� |�L *LU@* t��|U�itc E|�i uL�h t4@** ML itc �? 6�}�hi
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ì ?ii_ �L�i�ih |L U�iU! �u |�i UL?t|h@�?|t @hi M�?_�?} @| |�iti U@?_�_@|i
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