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Competition Policy Towards Digital Platforms

Emin Koksal*

Among the diverse public policy tools, competition policy is commonly considered as an effective instrument with which to deal with increasing
dominance of digital platforms. Although current competition policies towards the digital platforms on both side of the Atlantic have been evolving,
we have not yet seen an effective approach. It will only be possible to simultaneously maintain innovation incentives and curb market power in

platform markets by adopting a new understanding in competition policy.

Introduction

While digital platforms have increased their influence on
our daily lives, we have encountered new innovative ser-
vices, but also faced unprecedented social and economic
issues. Competition policy is commonly considered as an
effective public policy tool to deal with these issues. Com-
petition policy tools have been actively used in the Euro-
pean Union (EU) to deter anticompetitive behavior of the
platforms. In the United States, meanwhile, the political
salience of competition policy towards the digital plat-
forms has increased progressively. In this paper, I will first
summarise the current EU and US approaches towards the
digital platforms, and then underline two challenging ar-
eas in which competition policy tools should be actively

applied.

Current policies towards digital platforms

The scale of digital platforms and their global expan-
sion has led to calls for more interventionist public pol-
icies. There are two main reasons for the rise of such a
tendency. First, the share of the platforms in added value
has increased at the expense of the entities that use these
platforms to reach final consumers (Hortagsu and Syver-
son 2015). As their share in the value-added process to
decline, those entities call for public intervention to reverse
it. Second, personal data retrieved by the platforms and its
usage may potentially harm the competition in the mar-
ket (Graef 2015). In parallel with their increasing share in
added value, the platforms use the data to consolidate their
market power. In many countries, these two concerns have
led to debates about the need for a more rigid competition
policy.

The most radical proposal has come from the US, where
most of these platforms have originated, expressed most
publicly by Elizabeth Warren, a potential Democratic pres-
idential candidate. She has called for regulators to break up
digital platforms such as Facebook, Amazon, and Google.

She has argued that reducing the scale of these platforms
would give existing and potential competitors more op-
portunities to compete, which is more desirable in terms
of a viable competition in the market. Moreover, Warren
has suggested legislation that would prohibit the platforms
from both offering a marketplace for commerce and par-
ticipating in that marketplace (see Herndon 2019).

Although such a plan may seem fair at first sight, any
intervention under a competition policy should be based
on legal and economic foundations. In particular, such a
structural intervention should be supported by economic
facts, as well as legal justifications. On academic grounds,
scholars like Lina Khan represent an academic base for
those kinds of regulatory plans. In her influential article,
Khan (2016) argued that the current antitrust framework
is unequipped to capture the architecture of market power
in the digital economy. Khan proposed two potential ways
to address the power of digital platforms: (1) restoring
traditional competition policy principles, or (2) applying
ex-ante obligations for those platforms.

A look at recent practices in the US shows that the coun-
try’s two antitrust enforcement agencies have already re-or-
ganised their workforces to deal with digital platforms. The
Federal Trade Commission (FTC) and the Antitrust Divi-
sion of the Department of Justice (Do]) agreed on a plan to
divide regulation of four of the country’s largest platforms.
Under this plan, the FTC supervises Facebook and Am-
azon, while the Do] handles Google and Apple (Kendall
and McKinnon 2019). However, the approaches of the
enforcement agencies are more modest than those of the
politicians. As understood from their public explanations,
they aim to maintain innovation incentives while curbing
market power of the platforms (see McConnell 2019). Al-
though neither the FTC nor the DoJ has opened any cases
yet, the attorneys-general who represent the 50 states have
recently started a competition probe into Google’s activi-
ties in advertising and search businesses.
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On the other hand, in the EU, practice of competition
policy has been beyond any political debate thanks to the
European Commission’s (EC) decisions in recent years (see
Dionnet and Zacharodimos 2019). During the past few
years, the EC has concluded investigations against Google,
with record fines. In 2017 it fined the company 2.42 bil-
lion EUR for abusing its dominant position by favoring
its shopping application compared to competing shopping
services. In 2018, the EC fined Google 4.34 billion EUR
after it found that the platform had engaged in anticom-
petitive practices to reinforce its dominant position in
general internet searches via licensing its mobile operating
system Android. Finally, in 2019, the EC fined the compa-
ny 1.49 billion EUR for abusing its dominant position by
imposing a number of restrictive clauses in contracts with
third-party websites that prevented Google’s rivals from
placing their search advertisements on these websites.

Amazon is another digital platform that has been scru-
tinised by the EC. Although certain probes against Ama-
zon have been terminated by the company’s commitments
concerning its problematic business practices, the EC is
currently investigating Amazon’s conduct in terms of its
dual role as a platform for retailers and as a retailer itself.
Apple is also targeted by the EC for similar conduct. The
EC started to examine Apple’s practices concerning its App
Store following a complaint by music platform Spotify.
The complaint claims that Apple is undermining Spotify’s
competitive position, among others, through its pricing
policy.

Although there has not yet been any investigation into
Facebook at the EC level, the German enforcer Federal
Cartel Office (FCO) investigated Facebook and fined the
company for its data collection and processing policy of
its users. The enforcer decided that Facebook’s data policy
constitutes an abuse of dominant position on the social
network market in the form of exploitative harm for con-
sumers.

Towards a new understanding in competition policy

Considering the aforementioned issues, one could argue
that competition policies on both sides of the Adantic have
been evolving to deal with the increasing dominance of
the digital platforms. Although the direction of the evolve-
ment is still ambiguous, it is certain that the traditional
reasoning set out in competition policy is no longer valid
to analyse the dynamic nature of platform industries. As
Nobel Laureate Jean Tirole ®'7 has noted, the competition
policy towards the platforms should review its software.
Through adopting a new understanding and implement-
ing better tools, innovation should be incentivised while
curbing the market power of the platforms. Although there
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are various issues concerning this software update, I will
elaborate on two of them: concentration and data.

There are two main sources of the concentration in plat-
form markets: network effects (both direct and indirect)
and economies of scale (Tirole 2017). As the number of
users of a platform increases, network effects initiate and
create a feedback loop that makes this platform more at-
tractive. Thereby, more users gradually tend to use the
platform. In addition, platform businesses usually require
large technological investment and only become feasible
with a high number of users. Those two factors inherently
create entry barriers and give rise to concentrated markets
in which a single platform usually operates as a dominant
player. Considering this fact, limiting the size of a platform
or rigorously breaking up a platform seems infeasible in
economic terms.

However, there are still two significant roles that the com-
petition policy should play. First, entry barriers should be
decreased to allow the flourish of new ideas as disruptive
rivals (Bethell et al. 2019). For instance, decreasing the
switching cost of users should play a significant role in that
sense of encouraging potential rival platforms. If users can
be on different platforms at the same time, or they can
easily migrate to other platforms, then potential rivals find
it easy to enter the market. Such an approach would not
only allow new entrants but also keep the existing players
more innovative (Federico et al. 2019). Through closely
monitoring the existing platforms and market conditions,
competition enforcers may explore more factors to elimi-
nate that work as entry barriers. In order to decrease the
monitoring costs, regulators may adopt more responsive
complaint mechanisms.

Second, an active merger control policy should be adopt-
ed in order to curb the concentration in platform markets.
Currently, a merger or an acquisition must be notified to
the relevant competition authority if the target or pur-
chaser company’s turnover exceeds certain thresholds in
money terms. Moreover, the examination becomes critical
only if the two companies are in the same relevant mar-
ket. However, in recent years most of the digital platforms
have quickly expanded their businesses into diverse areas.
For instance, Facebook acquired WhatsApp, a well-known
messaging application, and Google acquired Nest, a smart
home product producer. Most recently, Google planned to
acquire Fitbit, a wearable technology producer. By acquir-
ing a company in a different market, the platform directly
becomes a significant player in that market. Moreover, the
data acquired via the acquisition reinforces the purchasing
platform’s dominance in its core business. Therefore, an
active merger policy equipped with new tools should be
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adopted for an effective competition policy towards the
platforms.

Thanks to internet-related digital technologies, it has be-
come feasible to collect and process mass personal data for
the first time in history. At every stage of our daily lives we
produce personal data about our health condition, shop-
ping behavior, etc. Digital platforms use this data to offer
us more targeted, innovative products. In theory there is
nothing wrong with this. However, from the competition
policy perspective, data collected by a dominant platform
may be part of exclusionary conduct to eliminate the
threat of disruptive firms.

Having mass personal data enables platforms to offer
innovative services and helps them gain competitive ad-
vantages. Based on this motivation, the platforms invest
in data collection and processing technologies to innovate
new services. Therefore, a rigid approach for data collec-
tion and processing may harm this innovative process. In
this respect, competition policy should maintain those
incentives and should not directly punish the platforms
for their treatment of data. However, data owned by the
incumbent platform may constitute an entry barrier for a
potential rival (Tucker 2019). If a platform has a business
strategy to exclude potential rivalry using data as an instru-
ment, then an intervention should be required unless this
practice does not have any economic justification.

Conclusion

The above analysis clearly shows that competition poli-
cy needs an evolvement to deal with the increasing domi-
nance of the digital platforms. However, radical remedies
like breaking up the platforms are not compatible with the
nature of platform markets. Nonetheless, constantly fining
the platforms for their wrong doings is not an effective way
to ensure competition, unless it is applied as a part of a new
approach. Maintaining innovation incentives and curbing
market power at the same time in platform markets can
only be achieved through adopting a new understanding
in competition policy.
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