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Theoretical Analysis of the Impact of Data Sharing on Digital Platform
Competition and Welfare

LIU Yatian', XU Heng’, WANG Xiaojie'

(1. School of Business Administration, Henan University of Economics and Law, Zhengzhou 450016, China;

2. Business School, China University of Political Science and Law, Beijing 100088, China)

Summary: Large platforms leverage their extensive user bases and network externality advantages to amass vast amounts
of user data. Concurrently, data monopolization practices by major digital platforms have become increasingly prevalent,
raising market entry barriers. Consequently, data sharing is regarded as a crucial mechanism for promoting market
competition, enhancing market contestability, and fostering innovation. However, digital platforms are generally perceived
to lack intrinsic incentives for data sharing, as it may undermine their competitive advantage. Nevertheless, can data
sharing potentially increase profits for large platforms, thereby motivating them to share data?

To address these questions, this study develops a horizontally differentiated duopoly model incorporating data
collection and sharing mechanisms. The model features two differentiated digital platforms, a large platform and a small
platform, positioned at opposite ends of a Hotelling linear market. Our investigation proceeds along three dimensions. First,
by introducing a data-sharing mechanism, it systematically compares equilibrium outcomes under sharing versus
non-sharing scenarios, analyzing platforms’ data-sharing incentives, competitive effects, and social welfare implications.
Second, it examines the differential incentive effects and welfare consequences of unilateral versus bilateral data-sharing
policies for these two platform types. Finally, considering potential competition risks, it explores how data sharing among
platforms may facilitate collusive behavior and its resulting market effects in an extended model.

Our findings reveal that while large and small platforms exhibit data-sharing incentives, their strategic preferences
diverge: large platforms favor bilateral sharing, whereas small platforms prefer unilateral sharing. Regarding welfare effects,
data sharing generally enhances consumer welfare and merchant welfare within platforms. However, collusion based on data
sharing, while boosting platform profitability, diminishes welfare for both consumers and merchants. Based on these
conclusions, this study proposes establishing a tiered data-sharing system tailored to different platform types, aiming to
promote orderly data sharing while implementing safeguards against potential anti-competitive effects.

This study makes three principal theoretical contributions. First, it elucidates the interaction mechanism between data
sharing and network externalities in platform competition, an aspect underexplored in existing literature that predominantly
focuses on one-sided markets. Second, it clarifies the intrinsic motivations for data sharing by large platforms. Our analysis
demonstrates that limited data sharing between large and small platforms generates a “siphoning effect”, simultaneously
increasing the large platform’ s profits and strengthening its appeal to users and merchants. Finally, this study
systematically analyzes how data sharing facilitates platform collusion and its market consequences. When platforms share
competition-sensitive data, substantial collusion risks may emerge.

Key words: data sharing; digital platform; competitive impacts; consumer welfare; merchant welfare
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