
Discussion:Discussion: 
Diagnostic Price DispersionDiagnostic Price Dispersion 

by Matthew Grby Matthew Grennan and Ashley Swansonennan and Ashley Swanson 

Discussant: Tobias Salz 



What is reflected in a price?What is reflected in a price? 



                  
      
         

What is reflected in a price?What is reflected in a price?
TThheerree iiss aa ssuurrpprriissiinngg aammooununtt ooff pprriiccee ddiissppeerrssiioonn iinn rreettaaiill
mmaarrkkeettss ffoorr hhoommooggeennoouuss pprroodduuccttss::
Sorensen (2000), Hortaçsu and Syverson (2003), Allen et Al. (2013),... 



                  
      

                      
        

        
 

         

What is reflected in a price?What is reflected in a price?
TThheerree iiss aa ssuurrpprriissiinngg aammooununtt ooff pprriiccee ddiissppeerrssiioonn iinn rreettaaiill
mmaarrkkeettss ffoorr hhoommooggeennoouuss pprroodduuccttss:: 
Sorensen (2000), Hortaçsu and Syverson (2003), Allen et Al. (2013),... 

AAtt tthhee ssaammee ttiimmee tthheerree aappppeeaarrss ttoo bbee aa llaacckk ooff ""ssttaattee 
ccoonnttiinnggeenntt"" pprriicciinngg iinn rreettaaiill mmaarrkkeettss:: 
Adams and Williams (2017), Hitsch et Al.(2017), DellaVigna and
Gentzkow (2018). 



                  
      

                      
        

        
 

         

        
  

What is reflected in a price?What is reflected in a price?
TThheerree iiss aa ssuurrpprriissiinngg aammooununtt ooff pprriiccee ddiissppeerrssiioonn iinn rreettaaiill
mmaarrkkeettss ffoorr hhoommooggeennoouuss pprroodduuccttss:: 
Sorensen (2000), Hortaçsu and Syverson (2003), Allen et Al. (2013),... 

AAtt tthhee ssaammee ttiimmee tthheerree aappppeeaarrss ttoo bbee aa llaacckk ooff ""ssttaattee 
ccoonnttiinnggeenntt"" pprriicciinngg iinn rreettaaiill mmaarrkkeettss:: 
Adams and Williams (2017), Hitsch et Al.(2017), DellaVigna and
Gentzkow (2018). 

In business to business markets these and other forces 
all come together: 



                  
      

                      
        

        
 

         

        
  

   
 

 
 

What is reflected in a price?What is reflected in a price?
TThheerree iiss aa ssuurrpprriissiinngg aammooununtt ooff pprriiccee ddiissppeerrssiioonn iinn rreettaaiill
mmaarrkkeettss ffoorr hhoommooggeennoouuss pprroodduuccttss:: 
Sorensen (2000), Hortaçsu and Syverson (2003), Allen et Al. (2013),... 

AAtt tthhee ssaammee ttiimmee tthheerree aappppeeaarrss ttoo bbee aa llaacckk ooff ""ssttaattee 
ccoonnttiinnggeenntt"" pprriicciinngg iinn rreettaaiill mmaarrkkeettss:: 
Adams and Williams (2017), Hitsch et Al.(2017), DellaVigna and
Gentzkow (2018). 

In business to business markets these and other forces 
all come together:

Managerial fixed costs/bargaining ability.
Information frictions. 
Preference heterogeneity.
Cost differences. 



          
       

          
          

       
         
       
          

View of practitioners (www.healthcarefinancenews.com): 

"Hospitals need an experienced supply chain manager who 
can get a good contract, communicate with physicians, who is
part of boardroom discussions over strategic planning, and
who uses more than a spreadsheet to keep track of spend." 

"When you look at the various constituents -- getting it from
distributors, group purchasing organizations, etc. -- trying to
triangulate all that information can be very daunting. A lot of 
organizations simply can't do it, or they're doing a portion of 
it." 

http:www.healthcarefinancenews.com
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Estimate demand and bargaining jointly. 
Selection into consideration set, use extend of 
purchases from same vendor in a control
function approach. 



 

 
 

 
 

 
 

 

      
      

 

    

    

      

   

      

Model:Model: 
Form product Nash-in-Nash 

consideration sets bargaining withuhjt J ht J htsuppliers in:through search: 

Estimate demand and bargaining jointly. 
Selection into consideration set, use extend of 
purchases from same vendor in a control
function approach. 

o uuijt = θh + θjt + θv(j),hrr(h) + ξjht + ξjht 

Eξ,ν [AVjht(θ, β, γ; ∅ ∪ j)] > scjht ∀j ∈ J ht 

searchEξ,ν [AVkht (θ, β, γ; J t)] < sckht k ∈ J t\J ht 



                
              

              
            

            
                
            

        

Comment 1:Comment 1: consideration setsconsideration sets 

CCoonnssiiddeerraattiioonn sseett:: aallll pprroodduuccttss ppuurrcchhaasseedd iinn tthhee ppaasstt.. 
CCrruucciiaall rroollee iinn iiddeennttiiffyyiinngg sseeaarrcchh ccoosstt ffrroomm bbaarrggaaiinniinngg.. 

Some Suggestions:Some Suggestions: 
RRoobbuussttnneessss ttoo uussiinngg rroolllliinngg wwiinnddooww ccoonnssiiddeerraattiioonn sseett.. 
CCoonnssiiddeerraattiioonn sseettss lleeaadd ttoo aassyymmmmeettrriicc ssuubbssttiittuuttiioonn ppaatttteerrnnss::
rreecceennttllyy ffoorrmmaalliizzeedd iinn AAbbaalluucckk aanndd AAddaammss ((22001188)).. 
UUssee vevennddoorr iinnssttrruummeenntt ttoo llooookk aatt hhooww ppuurrcchhaassee pprrooppeennssiittyy
aanndd ssuubbssttiittuuttiioonn ppaatttteerrnnss cchhaannggeess aafftteerr bbeeiinngg ""rraannddoommllyy""
ppllaacceedd iinn tthhee ccoonnssiiddeerraattiioonn sseettss.. 



              

     

 

 

 

     

    

  
  

 

CCoommmmeenntt 22:: PPuutt ddiiffffeerreenntt eexxppllaannaattiioonnss oonn eeqquauall ffoooottiinngg.. 

PPrreeffeerreenncceess:: 
o uθh + θjt + θv(j),hrr(h) + ξjht + ξjht 

RReellaattiivvee bbaarrggaaiinniinngg ssttrreennggtthh:: 
bjt (h) Info,pq:= exp(βjt − βh − 1 {Infojh}pq 

β + ν
bht(j) jh jht) 

SSeeaarrcchh CCoosstt:: 
0 + t−1 far farscjht = ψ ψ 1{j∈J ht−1} + ψ Z + ϵ 



    

        
     
    

        
    

 
       

CCoommmmeenntt 33:: IInntteerrpprreettaattiioonn 

Bargaining and search cost. Why would we want to 
distinguish those? Is this captured here? 
Asymmetric vs non asymmetric information? 
Search cost is paid once, should be compared to 
discounted streams of expected purchases? 
Switching cost? 
Where does the bargaining power reside: GPO, vendor, 
manufacturer? 



        

    
   

           
         
    
      

      
    

CCoommmmeenntt 44:: GGrroouupp PPuurrcchhaassiinngg OrOrggaanniizzaattiioonnss.. 

BackgroundBackground 

Hospitals bundle purchases in GPO's.
Increase bargaining power, information.
Most hospitals ( > 95%) are part of at least one GPO.
More than 80% of all purchases are made through GPO's.
Have exemption from federal anti-kickback-statue.
Have to disclose all fees to hospitals. 

Some ideas:Some ideas: 

Do estimated bargaining weights reflect GPO's membership?
Other variation determining consideration sets. 



   
     

     
   

 Other comments/questions: 
Preference for one-stop-shop purchase?
Role of vendor versus product specific
decomposition?
Instrument constructed over multiple time periods?
Cost synergies of vendors. 



        

   
      

      
    

  

VVeerryy iinntteerreessttiinngg aanndd iinnssiigghhttffuull ppaappeerr!! 

Combines different methodological approaches.
Potentially applicable to a lot of settings.
Expands scope of models with search frictions.
For regulation and anti-trust considerations,
decomposition is important. 


