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Platform Anti-Monopoly, Digital Economy Innovation and Industrial
Structure Upgrading
GUO Kai-ming', LIU Chong’
(1. Lingnan College, Sun Yat-sen University;
2. School of Economics, Peking University)

Abstract: China should promote both an effective market and a well-functioning government to
develop a digital economy. What should China do to improve the anti-monopoly mechanism and
introduce regular supervision so that platform firms can play active roles in high-quality development,
innovation, and international competition? In this paper, we present a multi-sector dynamic general
equilibrium model with endogenous technological change and industrial upgrading to investigate the
conditions of performing platform anti-monopoly in the digital economy. The model incorporates key
differences between the digital sector and the traditional sector in market structure, data use efficiency,
and industrial integration.

We propose that the platform firm monopoly in the digital sector may affect the economy through
two mechanisms in opposite directions. On one hand, a platform firm could use data more efficiently as
it can obtain more data in the process of production and trade. Thus, its productivity is higher than firms
in a perfectly competitive market, and it gains more monopoly profits from innovation, which may
promote innovation in the digital economy and in turn accelerate industrial structure transformation. On
the other hand, however, since the platform firm has stronger market power in pricing than firms in a
perfectly competitive market, the higher price of digital output could retard the substitution of the
digital sector for the traditional sector in the process of industrial structure upgrading. Thus, the growth
rate of the market of the digital sector may be decreased, which leads to the slowdown of innovation in
the digital economy and industrial structure upgrading.

We find that if we aim to promote innovation in the digital economy, increase total factor
productivity, and speed up industrial structure upgrading, then the necessary condition for performing
platform anti-monopoly in the digital sector is that the elasticity of substitution between the platform
firm and the traditional sector is lower than that between firms within the digital sector. The sufficient
condition of performing platform anti-monopoly depends on the firms’s relative output size and data use
efficiency. When the relative output size exceeds a threshold value, or the relative data use efficiency is
lower than a threshold value, anti-monopoly measures should be taken. Moreover, if the platform
enterprise could substantially improve consumers’ welfare with digital technology, or anti-monopoly
policies hardly form a more competitive market or weaken the firm’s monopoly power, the government
should be prudent in performing supervision against monopoly.

The paper contributes to the literature on digital economy and industrial structure upgrading. We
also derive policy implications from the paper. First, we should improve anti-monopoly laws and
regulations and enhance the legal supervision environment. Second, we should strengthen the
construction of digital infrastructure and shape an open ecosystem of data resources. Third, we should
support platform firms to leverage their technical advantages and accelerate the integration between the
digital economy and the real economy. Further research may focus on the relationship of population
structure, technology structure, and industrial structure by incorporating transitions of labor supply and
investment structure into the paper’s framework.

Keywords: anti-monopoly; digital economy; industrial structure transformation; innovation;
platform firms
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