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Key Trade-Off: A platform chooses its investment in each period

e Compatibility (via sharing information) of a platform with a
complementor improves the value of their product system.

® Sharing information with a complementor might cause
imitation by the rival platform.
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Model

A continuous time dynamic model of a continuum of industries
(Aghion et al. 2001).

In each industry a Cournot duopoly of differentiated platforms
and a duopoly of identical complementors.

At each instant, platforms decide on investments and
compatibility, and complementors decide whether to leak
information about the compatible platform to the rival.

Each technology becomes public after one period: the
technology gap can be at most one unit.

Two Markov states: Leveled (firms have the same technology)
and uneven states.

States evolve probabilistically in investments and
deterministically in compatibility and leakage decisions.



Main Results

The merger leads to selective compatibility between the merged
entity and the independent platform, creating double
marginalization and reducing R&D investment.

® When investments are costly (Assumption A), without the
merger (separation) both firms choose full compatibility.

® The integration reduces the independent platform’s innovation
in leveled states and the merged firm’s innovation when
lagging behind.
® The merger enables the independent complementor to extract
more rent from the independent platform when it is leading.
® Simulations show that the integration reduces innovation
probability in leveled states.

® When innovation is costly, the discount rate is high, or the
innovation step is small, the merger reduces growth.
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Comments

Quantity competition between platforms, platform-specific price
competition between complementors, and an auctioneer allocating
consumers among the best systems.
® is elegant, but the double-marginalization channel is partly
built into how the compatible independent complementor
captures incremental surplus when only one complementor is
compatible.

® How would the results be under alternative pricing structures:
platform revenue sharing with complementors/pricing access?

® What about accounting for two-sided externalities?



Comments

Leaders do not invest leveled and laggard platforms invest when
innovation improves continuation value

® This is because the model does not allow the technological
gap to exceed 1.

® One would expect if the gap can grow, the leader would also
find it optimal to invest.

® Can you extend/discuss the robustness of the results to the
assumption of a non-growing gap?



