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Impact of Platforms’ Horizontal Mergers on Competition and Innovation in
Oligopolistic Markets
LIU Yatian', WU Hanhong®, XU Heng'
(1. China University of Political Science and Law, Beijing 100088 ;
2. Renmin University of China, Beijing 100872)

Abstract; Frequent mergers among large incumbent platforms lead to a gradual increase in the market
concentration in the platform economy and the formation of an oligopolistic market structure, arousing widespread
concern. Based on the two-sided markets theory and the merger theory in the traditional economy, this paper
constructs a theoretical model of the influence of horizontal mergers among incumbent platforms on competition and
innovation by incorporating network externality characteristics. By examining the competition effect and welfare
effect of mergers among incumbent platforms, this paper aims to provide a theoretical reference for anti-monopoly
enforcers.

Compared with the existing literature, the theoretical contributions of this paper lie in improving the research
findings on the platform economy theory, enhancing the effectiveness of anti-monopoly enforcers in the platform
economy, and improving the feasibility and applicability of competition policy.

Based on equilibrium analysis and welfare analysis, this paper draws the following conclusions and puts
forward corresponding policy recommendations.

First, the impact of platform mergers on prices is uncertain, and network externalities constrain the price level
of platforms. Therefore, it is necessary for anti-monopoly enforcers to comprehensively analyze the price effect of
incumbent platform mergers and conduct a case-by-case analysis.

Second, when innovation efficiency is greatly improved, platform mergers do not necessarily reduce
innovation. On the contrary, depending on the improvement in innovation efficiency, incumbent platforms involved
in mergers have an incentive to increase their innovation level. At the same time, the increase in network
externalities may enhance the innovation level of the merging parties. Therefore, anti-monopoly enforcers should
fully consider the price effects of mergers, pay close attention to the effect of platform mergers on innovation, and
comprehensively examine the competition effect of platform mergers.

Third, platform firms have an intrinsic incentive to engage in mergers due to the ability of platform firms to
internalize negative externalities of pricing and innovation. Therefore, anti-monopoly enforcers should attach great
importance to merger transactions between incumbent platforms and thoroughly analyze the competition effect of
mergers. It is important to examine reasons that enhance the profits of merger participants, and to analyze the
factors that limit their ability to enhance profitability.

Finally, when innovation efficiency is greatly improved, platforms may reduce prices and enhance innovation
thereby improving consumer welfare. Therefore, anti-monopoly enforcers should allow for the efficiency defense,
and examine the innovation efficiency generated by platform mergers to balance the anti-competitive and pro-
competitive effects of mergers.
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