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The Impact of Mergers and Acquisitions of Vertical Partial Cross Ownership on
Competition in Digital Platforms: A Case of Tencent’s Acquisition of
Partial Ownership of Huya and Douyu

YuZuo Wang Haozhe Chen Tingyue

Abstract: In the last few years, mergers and acquisitions (M&As) of partial cross ownership have gradually become
a common form of concentration of undertakings, and they are widely present in the internet industry. Against this
background, issues such as the impact of partial cross ownership M&As in digital platforms on competition, and whether
the anti— monopoly law enforcement agencies should pursue antitrust enforcement against partial cross ownership
M&As in digital platforms, are worthy of in—depth exploration. However, few studies investigate from the perspective
of partial cross ownership M&As in digital platforms, especially from the perspective of vertical partial cross ownership
M&As in digital platforms.

Considering the exclusive dealing of upstream digital platforms and the exclusive dealing of downstream digital
platforms, we construct a game theory model of upstream and downstream digital platforms to analyze the impact of
M&As of vertical partial cross ownership of digital platforms on the competition by comparing the market equilibrium
before and after the vertical shareholding of digital platforms. It is found that after the vertical partial ownership M& As
of upstream digital platforms by downstream ones, the profits of digital platforms with partial cross ownership relation-
ships between the upstream and downstream platforms have increased, and the profits of digital platforms without par-
tial cross ownership relationships have decreased. The higher the shareholding ratio of the upstream digital platforms
in the downstream digital platforms, the greater the damage to the market competition In addition, digital platforms
have incentives to evade antitrust enforcement through partial ownership M&As that do not involve changes in control.
We conduct a typical case study on Tencent’s acquisition of partial ownership of Huya and Douyu, and find that
Tencent, Huya and Douyu were suspected of excluding and restricting competition through exclusive dealing and
monopolistic agreements during the stage of vertical partial cross ownership M&As.

Compared with existing literature, this paper has achieved some new progress. First, we make an analysis on the
economic effect of vertical partial cross ownership M&As on two—sided markets based on the study of vertical partial
cross ownership M&As in one—sided markets, the study of vertical M&As in two—sided markets and the study of hori-
zontal partial cross ownership M&As in two—sided markets. Second, different from existing studies focusing on net-
work externality and the charging mode of digital platforms, this paper starts from the perspective of the behavior of
platform operators, and finds that the exclusive dealing on upstream digital platforms and downstream digital plat-
forms is the crucial factor in the impact of vertical partial cross ownership M&As. Third, this paper provides policy
implications for anti—-monopoly legislation and law enforcement of partial cross ownership M&As, to prevent operators
from avoiding anti—-monopoly review through partial cross ownership M&As, or even involving in collusion or abuse of
dominant market position.

The research results gained in this paper provide important implications for China to strengthen anti—monopoly
enforcement. First, partial ownership M&As, especially partial ownership M&As which are not involved in the change
of control, should be incorporated in the Anti—-monopoly Law, the Provisions of the State Council on Thresholds for Prior
Notification of Concentrations of Undertakings, and the Measures on Review of Concentrations of Undertakings. Second,
the State Administration for Market Regulation should trace back to similar mergers such as the merger events of Huya
and Douyu, and reject partial ownership M&As that have the effect of excluding or restricting competition. Third, anti—
monopoly enforcement should be strengthened on partial ownership M&As of operators including digital platforms,
and anti-monopoly investigations on abuse of dominant market positions such as exclusive dealing and platform block-
ing through partial ownership M&As should be conducted by the State Administration for Market Regulation.

Key words: digital platform; vertical partial cross ownership; forward shareholding; competitive harm; antitrust
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