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Economic Incentives and Social Welfare of Interoperability Between Digital Platforms
TANG Yaojia, ZHANG Zhe, WANG Yu
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Abstract; With the apparent trend toward market concentration, dominant digital platforms have incentives to
implement platform-blocking strategies to maintain and enhance their market power. Therefore, interoperability
policies become an important option to address digital platform monopolies, but the optimal design and
implementation of such policies is a topic of intense debate. This paper uses an oligopoly competition model of
digital platforms to analyze the incentives for platform interoperability and the impact of different interoperability
policy patterns on platform users and social welfare.

The main findings are as follows. First, in the case of symmetric competition, interoperability increases the
profits of both platforms and enhances overall social welfare. However, it increases the relative market power of
digital platforms and may raise the fees charged by the platforms to merchants. Second, in the case of asymmetric
competition, two-way interoperability leads to higher profits for the smaller platform, so it has a strong incentive to
interoperate. However, the incentive for the larger platform depends on the benefit of interoperation. Only when the
benefit is higher will the larger platform have the incentive to interoperate with the smaller one. Therefore, two-way
interoperability between platforms still enhances social welfare. Third, comparing one-way and two-way
interoperability policies under asymmetric competition, the large platform prefers two-way interoperability, while the
small platform prefers one-way interoperability. Furthermore, one-way interoperability only leads to higher social
welfare when the average benefit is smaller for the large platform, resulting in lower social welfare than two-way
interoperability in other cases.

The main policy recommendations are as follows. First, promoting interoperability between platforms should be
an essential tool for antitrust regulation to address the market power of digital platforms. Thus, the interoperability
policy should focus on the corresponding obligation requirements for gatekeeper platforms. Second, the design of
digital platform interoperability policies should avoid the decision-making thinking of a unilateral market and the
concentration on a single plaque of market competition. It requires a reasonable weighing of multidimensional
objectives such as market competition, transaction fairness, efficient utilization of data elements, and maximizing
the total social welfare of multiple subjects as the basis for policy selection. Third, priority should be given to
incentivizing the adoption of two-way rather than one-way interoperability policies. Fourthly, designing an incentive
access fee mechanism is necessary to encourage the dominant platform to implement interoperability proactively.

Keywords: digital platform; interoperability; welfare effect; antitrust regulation; economic incentive
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