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Platform Interconnection, Innovation Incentive, and
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Abstract: We study the impact of interconnection between two asymmetric internet plat-
forms on platform innovation and social welfare. We find that platform interconnection can al-
ways improve social welfare when platforms’ innovation incentives are not considered. After
considering platforms’ innovation, platform interconnection will improve the weak platform’s
innovation level and reduce the dominant platform’s innovation level. Platform interconnection
can improve social welfare only when the gap in user base size between the two platforms is
small, or the competition is relatively moderate. Under certain conditions, the two platforms
can achieve interconnection through payment, but this may not necessarily improve social
welfare.
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