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Two-sided Markets and Social Welfare Maximization*
- Platform Competition with Search or Delivery -
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| Abstract

E-commerce market on rapid growth raises antitrust issues due to
platform’s growing market power. Applying conventional regulation
framework from one-sided logic to two-sided markets will lead to errors.
This paper aims to explore market structure of two sides for social
welfare maximization when each platform has a differentiated
competitiveness, search or delivery. Based on a typical Hotelling location
model, we characterize optimal combinations of buyer's and seller’s
market shares, which could be a useful index to measure the cross
network effects between two-sided markets.

Main findings are as follows. The best structure can be: both buyers
and sellers fully single-homing onto only one platform, or buyers
single-homing and sellers fully multi-homing where search advanced
platform keeps more buyers. For discerning and efficient dynamic
regulation of two-sided markets over time, regulator can design a policy
manual by monitoring changes in parameters such as buyer’'s benefit,
seller’s profit, search cost, delivery cost and platforms’ competitiveness
in time.
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