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The platform economy in China: 

Innovation and regulation
Yiping Huang

Introduction
The platform economy refers to the new economic model that relies on network 
infrastructure such as cloud computing, internet and mobile terminals and  uses 
digital technology such as artificial intelligence (AI), big-data analysis and 
blockchain to match transactions, transmit content and manage processes (Huang 
et al. 2022). Platform enterprises are not new, but application of digital technology 
has enabled digital platforms to break through the limits of traditional platforms 
in terms of scale, speed and computation, thus gaining unprecedented influence. 
So far, the more successful platforms are concentrated in the consumer sector, 
which can be divided into two types by function: transaction facilitation and 
content transmission. Transaction-enabling platforms aim to deliver transaction 
information and facilitate settlement of transactions, which can be further 
subdivided into platforms of e-commerce, payment, car calling, takeaway delivery 
and so on. Content-transmission platforms, such as social media and short video 
platforms, transmit information, news, opinions, entertainment, finance, science 
and technology, and promote content sharing. In the future, as new communication 
technologies such as 5G, with high throughput and low latency, lead to the 
establishment of the ‘Internet of Everything’, the industrial internet could become 
a new growth area and could give rise to new types of digital platforms.

The development of China’s platform economy is not only a product of digital 
technological progress, but also the result of market-oriented reform. All the top 
platforms are privately owned. Measured by the number of world-leading platforms 
in 2019, each with market valuation of more than US$10 billion, China’s platform 
economy is now the second largest in the world, second only to the United States 
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(CAICT 2021). This is a very impressive achievement considering that China is still 
a developing country. However, compared with the world’s leading platforms, most 
of China’s top platform companies do not possess many technological advantages. 
They succeeded mainly by learning and applying international cutting-edge digital 
technologies. However, it is worth noting that, during the first three industrial 
revolutions, China’s technological applications significantly lagged the leading 
countries. During the current fourth industrial revolution, for the first time in 
history, Chinese companies have been advancing closely behind the international 
economic and technological frontiers.

In addition to digital technological breakthroughs and market-oriented reforms, 
China’s unusual success in developing the platform economy is also attributable 
to four factors. The first is good digital infrastructure, which is largely the result 
of massive government investment in this area. The penetration rates of both the 
internet and smartphones in China are quite high, especially compared with other 
developing countries. These provide the technological basis for digital platforms 
to connect with huge numbers of users any time and anywhere. The second is the 
huge population, which makes some digital economic innovations more feasible 
and efficient. With a very large market, it is relatively easy to promote new digital 
platform models and easier to realise economies of scale. The third factor is relatively 
weak protection of individual rights. The downside of this ‘weak protection’ is 
widespread improper and illegal collection and analysis of personal data and 
violation of individuals’ privacy. But it does give rise to many vibrant, innovative 
economic models based on big-data analysis and digital technology application. The 
fourth factor is segregation from the international market, which protects domestic 
platforms from international competition and provides space for them to innovate 
and grow. Of all these factors, the third is already changing and the fourth must 
change sooner or later. Therefore, maintaining the innovative capability of platform 
enterprises and ensuring sustainable growth of the platform economy in China are 
important challenges for both enterprises and the government.

The platform enterprises have already brought about some fundamental changes to 
the Chinese economy. On the one hand, platform enterprises support innovation, 
promote growth, improve efficiency and provide jobs. They not only take advantage 
of their long tails to reach a huge number of users, but also use big-data analysis 
to achieve accurate marketing and improve transaction efficiency. Today, digital 
platforms are already an integral part of people’s daily lives, substantially reducing the 
entry barriers for online innovation, entrepreneurship and employment, and greatly 
contributing to productivity improvement and economic growth. On the other 
hand, the platform economy is rife with unfair competition that harms consumers. 
Some platforms use their vast market power to crowd out competitors. Some stifle 
innovation by means of ‘killer’ mergers and acquisitions (M&As). Others illegally 
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obtain personal information and use algorithms to impose discriminatory pricing 
on consumers. More seriously, some platforms adopt practices of disorderly capital 
expansion, interfering with the market and social order. One important factor 
behind all these ‘irregular’ and ‘illegal’ behaviours is the lack of proper rules.

It is against this backdrop that China’s platform economy saw the first year of ‘strong 
regulation’ in 2021,1 after the Politburo of the Chinese Communist Party Central 
Committee and the annual Central Economic Work Conference, both held in 
December 2020, called for ‘strengthening antimonopoly regulation and preventing 
disorderly expansion of capital’. The policy document issued by nine government 
departments led by the National Development and Reform Commission, Opinions 
on Promoting Standardised, Healthy, and Sustainable Development of the Platform 
Economy, outlined the scope of the ‘strong regulations’ (NDRC 2021). Intensive 
regulatory actions began in 2021. In April, China’s State Administration for Market 
Regulation (SAMR) slapped a RMB18.23 billion (US$2.78 billion) fine on Alibaba 
Group for a monopolistic act of abusing its dominant market position, which was 
the first and biggest shock to the market. Throughout the rest of that year, a series 
of new laws and regulatory policies on data protection, antitrust, unfair competition 
and protection of workers’ rights were issued by various regulatory bodies. Chinese 
President Xi Jinping pointed out that the purpose of the ‘strong regulation’ was 
to achieve the goal of ‘developing through regulation and regulating through 
development’. In the Western media, this policy is often described as a ‘crackdown’. 
Although the strong regulation did cause some negative effects from time to time, 
the true policy intention was to enhance the strengths of the platform economy 
and to minimise its shortcomings, ultimately making China’s platform economy 
‘stronger, better and bigger’.

Improving the governance system is the basic premise for orderly development of 
the platform economy, which is currently a vibrant new economic sector without 
a complete policy framework. Therefore, an important motivation of the ‘strong 
regulation’ is to correct those inappropriate behaviours and complete construction 
of the governance building blocks. These initiatives already play positive roles in 
facilitating healthy development of the platform economy, but they also create some 
negative effects: from the beginning of 2021, the platform economy workforce 
shrank, the professional pride of employees declined, investment decreased by one-
quarter and many founders of the leading platforms retired. More importantly, 
some investors, managers and employees started to wonder about the real policy 
intention. Weakening of activity and dynamism also contributed to a slowing of 
overall economic growth during the second half of 2021. It can be normal for 
extensive regulatory action to lead to temporary weakening of activity. What must 

1  The term ‘strong regulation’ is directly translated from Chinese and can also be understood as ‘heavy regulation’ 
or ‘strict regulation’. It refers to the general process of constructing a comprehensive regulatory framework for the 
platform economy.
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be avoided is policy action causing a sustained downturn in the platform economy 
due to misunderstanding or improper policy implementation, which would run 
counter to the original intention of making the platform economy ‘stronger, better 
and bigger’. From early 2022, policymakers began to voice a gradual turn in the 
‘strong regulation’. The Politburo meeting at the end of July explicitly stated that 
the ‘special governing policy actions’ should end and be replaced with routine 
regulation. However, it is not yet clear exactly what policy changes this will bring.

This chapter attempts a preliminary assessment of the ‘strong regulation’ policy 
starting in 2021 and proposes some policy directions for improving the governance 
of the platform economy. It intends to achieve the above goals by addressing the 
following questions. What factors contributed to the extraordinary development of 
China’s platform economy during the past two decades? What was the motivation 
of the ‘strong regulation’ policy? What is the net impact of this policy on the outlook 
for the platform economy? And how can regulators do better in fostering orderly 
and sustainable development of the sector? 

The main conclusions of this chapter can be summarised as follows. First, China 
has  developed a large platform economy within a relatively short period, but 
most domestic platforms do not enjoy technological advantages. Some of the 
key contributing factors to the success of the platform economy, such as weak 
protection of individual rights and separation from the international market, are 
not sustainable in the long run. Therefore, it is important to construct a new 
governance structure aimed at improving the effectiveness of the market and the 
competitiveness of the industry. Second, some key characteristics of the platform 
economy have mixed impacts on economic operation. Economies of scale can 
improve efficiency but can open the way for the formation of monopoly power. 
Platforms create many opportunities for ‘gig jobs’, but these can harm workers’ 
rights and interests if they lack proper social protection schemes. While data 
analysis reduces information asymmetry for the platforms, it can also exacerbate 
information opacity for other platform users, such as online businesses and 
consumers. Third,  the original intention of the ‘strong regulation’ was to achieve 
orderly and healthy development, but ‘campaign-style’ regulation and regulatory 
competition have already caused many problems. It could be worth replacing 
the ‘strong regulation’ policy with a  normal comprehensive governance system, 
clarifying policy objectives, improving policy coordination, adopting routine and 
responsive regulation, creating a data policy  framework and adjusting the labour 
protection system. Fourth, within the broad governance structure, there should 
be some separation of economic regulation and antitrust policy, with the former 
maintaining efficient market functions and the latter repairing functions in that 
market. The perception of ‘big being bad’ would be harmful for development of 
the platform economy, as economies of scale are a natural feature of platforms. 
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In fact, economies of scope could help reconcile economies of scale with sufficient 
competition. Therefore, the key to preventing monopolies in the platform economy 
is ensuring the ‘contestability’ of the market—that is, levelling the entry barriers 
for potential competitors, which include not just licences but also other sunk costs 
(Baumol 1982; Furman et al. 2019). Fifth, the National People’s Congress should 
accelerate the enacting of the Digital Economy Law, which could serve as the basic 
law for the governance of the platform economy, connecting different laws and 
regulations. It would also be useful to clearly define important concepts such as 
‘disorderly expansion of capital’. At the same time, China should actively participate 
in the formulation of international rules, including digital tax and trade, to create 
conditions for Chinese platforms to participate in international competition in 
the future.

Economic contribution of digital platforms
There are many platform enterprises in the traditional economy, such as department 
stores and farmers’ markets. However, the platforms discussed in this chapter 
are digital ones utilising technologies such as the internet, big data, AI, mobile 
terminals, cloud computing, machine learning and so on. The basic functions of 
digital platforms are not significantly different from those of the traditional ones, 
but application of digital technology makes some of the original features much 
more prominent. Platforms often have a network effect: the more users, the greater 
is the value of the platform. They also have two-sided (or multisided) market effects: 
the more buyers (or sellers), the greater is the value of the platform to the sellers 
(or the buyers) (Rochet and Tirole 2003). These effects exist in all platforms, but 
they are more striking in digital platforms. In addition, revenue from advertising 
businesses based on the massive user size and big data could account for significant 
portions of the digital platforms’ total revenue. Therefore, digital platforms 
sometimes subsidise users, such as with free use of social media services, to expand 
the user scale and generate more revenue from advertising. This last feature is not 
common in traditional platforms.

Development of China’s platform economy started in the early 1990s. The first 
internet company, InfoHighWay, was established in 1995, after the country 
connected to the internet in 1994. Several prominent internet companies, including 
Netease, Sina, Tencent and Alibaba, were established in the following years. The first 
well-known leading digital platform, Alibaba’s e-commerce platform Taobao, came 
online in June 2003, which kicked off a period of rapid development in China’s 
platform economy. The rest, as they say, is history (Figure 4.1).
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Figure 4.1 Development of China’s platform economy
Source: Data compiled by the author.

Economic transformations brought about by digital technology, given its operational 
characteristics, can be summarised as follows: increasing business scale, increasing 
operational efficiency, improving the user experience, reducing cost, controlling 
risk and reducing human-to-human contact. The benefits of these to economic 
activity are obvious. Activities such as shopping, buying airline tickets, booking 
hotels, making appointments, communication, teaching, movie watching and many 
others that once required a lot of back-and-forth movement of people can now be 
done quickly through mobile terminals. These new businesses not only save time 
and reach many customers who could not be reached in the past, but also improve 
operational efficiency. Some activities that were originally difficult to conduct offline 
can now be done on the platforms. For instance, the entry barriers for opening 
a store or a company online are much lower, which greatly facilitates innovation and 
entrepreneurship. There are also a lot of ‘flexible’ employment opportunities online, 
absorbing many workers with low education and even those with disabilities. Some 
platforms can directly connect enterprises and consumers. Through these platforms, 
enterprises can not only market their products accurately to potential customers but 
also customise their products according to individual consumers’ preferences.

At the macro level, the platform economy was the most important contributor 
to the growth of China’s GDP and total factor productivity (TFP). Between 
2001 and 2018, the crudely defined ‘digital economy’ contributed three-quarters 
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(74.4 per cent) of China’s GDP growth.2 While TFP growth was weakening during 
this period, the digital economy played a key role in stabilising the economy by 
maintaining a consistent positive TFP growth. It is also worth noting that during 
the past two decades, the largest contribution to economic growth came from capital 
inputs while the contribution of labour inputs was very small. However, during 
that period, the contribution of intersectoral labour reallocation to TFP growth was 
positive, while the contribution of capital allocation was negative. This indicates 
that the resource allocation function of the labour market is effective, but the capital 
market does not have the same allocative efficiency. This is worrisome as capital is 
becoming increasingly important to economic growth, but its allocation remains 
inefficient. This evidence supports the call for further financial reforms to improve 
the efficiency of the economy, including the platform economy.

Digital financial inclusion provides an important case study of the innovation of 
digital platforms. Promoting financial inclusion is a global challenge, the main 
difficulties of which lie in customer acquisition and risk management. Digital 
platforms reach many users through the long-tail effect, at nearly zero marginal cost, 
and provide these users with financial and non-financial services, including mobile 
payments. In the meantime, these platforms accumulate users’ digital footprints to 
form big data to support financial decision-making. The innovation in both ‘access’ 
and ‘risk control’ provides a possible solution to the financial inclusion challenge, 
by providing some financial services to small and medium-sized enterprises (SMEs) 
and low-income households that were difficult for traditional financial institutions 
to reach. Today, users can enjoy good financial services no matter where they are, 
as long as they have a smartphone and internet connection. According to Peking 
University’s Digital Financial Inclusion Index, the digital financial inclusion gap 
between inland and coastal regions substantially narrowed during the period 
2011–20. The most successful digital financial inclusion businesses in China—
such as mobile payments, big-tech credit online investment and central bank 
digital currency—are also at the forefront globally. China made a breakthrough 
in  developing financial inclusion during the Thirteenth Five-Year Plan period 
(2016–20), which was largely attributable to the contribution of digital platforms.

The platform economy has also had a significant impact on economic and financial 
stability, although the overall impact requires more careful analysis. Two examples 
are provided here. First, before 2013, both the producer price index (PPI) and 
the consumer price index (CPI) were highly volatile. The PPI has maintained this 
high volatility, while the CPI has become a lot more stable. At the same time, the 
standard deviations of the interprovincial PPI and CPI continued to decline. One 
possible explanation for the significant increase in CPI stability over the past decade 

2  Here the digital economy includes three broad industries: the information and communication technology 
(ICT) producing sector, the ICT intensive-use manufacturing sector and the ICT intensive-use service sector. 
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is the rapid development of e-commerce and logistics, which led to a high degree 
of integration among regional markets across the country and a significant increase 
in their ability to absorb shocks (Chen et al. 2021). Second, the replacement of 
collateralised assets with big-tech credit using big-data analytics as the primary 
means of credit risk management could diminish the asset price channel of the 
‘financial accelerator’ generated by collateral lending. In the case of collateral lending, 
a  pro-cyclical (or  positive feedback) mechanism between asset prices and credit 
supply could increase financial instability, as lower asset prices reduce credit supply, 
which further lowers asset prices. Once data succeed in replacing collateralised assets 
in credit decisions, this pro-cyclical mechanism is significantly weakened, which 
could enhance the stability of the financial system (Gambacorta et al. forthcoming). 

New challenges of the platform economy
Due to some basic characteristics of digital technology, the emerging platform 
economy raises many important new challenges. First, economies of scale 
characteristic of digital platforms can help improve efficiency, but they can also lead 
to the formation of monopoly power. Economies of scale mean that higher output 
corresponds to lower average costs, so large enterprises tend to be more efficient 
and competitive. The so-called long-tail effect shows that, once the platform is 
established, the marginal cost of expanding the scale of services is basically zero. 
Therefore, economies of scale of digital platforms make their services available 
to markets at unprecedented scales. At the same time, this can cause a winner-
takes-all situation, because large platforms are much more efficient than small 
platforms. This means it could become difficult for new competitors to enter the 
market, effectively allowing incumbent platforms to form monopolies. Therefore, 
preventing monopolistic behaviour, disruption of market order and harm to the 
interests of consumers are indeed major challenges.

Second, there could be a conflict of interest between the operational objectives 
of the digital platforms as enterprises and their regulatory functions as platforms. 
In a traditional economy, enterprises, the market and the government play the 
functions of operation, transaction-matching and regulation, respectively. However, 
the platform enterprise breaks the boundary of the division of labour among these 
three, as it is a business entity, a trading venue and plays a certain regulatory role. 
As a regulator, it needs to uphold the principle of fairness and impartiality, but 
as an enterprise, it must pursue operating profits and obtain returns for investors. 
It is possible for the platforms to engage in ‘self-preferential’ practices. For example, 
some search platforms rank search results according to advertising revenue and some 
e-commerce platforms open their own online stores to sell best-selling products. 
These practices are unfair to other online shops and are detrimental to consumers’ 
interests. However, digital platforms have played a positive role in improving social 
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governance, such as e-government, digital government and smart city, around 
the world. In some countries, there have been instances of platforms interfering 
in politics, but of course the risk of this is small in China. However, the division 
of labour and cooperation between a platform and the government in playing the 
regulatory function has yet to be clarified. For example, how much responsibility 
should the platforms take for disputes that occur on the platform, and in what way 
should the government intervene?

Third, digital platform development is a product of innovation, but it can curb 
innovation at some point. Almost all platform companies are innovative, even 
though most of the Chinese platform companies do not enjoy global technological 
advantages. The fact that they started from nothing and grew to global companies 
in short periods is itself a story of very successful innovation. In addition, platforms 
often support the innovation and development of small and micro enterprises in 
various ways, sometimes as incubators. It is worth noting, however, that productivity 
in the digital economy has seen a significant slowdown in recent years, with its 
annual contribution to TFP valued at 2.5 (23 per cent of GDP growth over the 
same period), 1.3 (16 per cent) and 0.71 (13 per cent) percentage points over 
the periods 2001–07, 2007–12 and 2012–18, respectively. What factors caused 
this steady deceleration of productivity growth? Was it because Chinese platform 
companies approached the international technological frontier through continuous 
catch-up? Or was it because the top platforms used their abundant cash flow to 
carry out large-scale ‘killer’ M&As to eliminate potential competitors? Whatever 
the reason, it is now an urgent task to maintain the platform economy’s strong 
innovation capability.

Fourth, while platform companies provide large numbers of ‘gig jobs’, they can also 
cause harm to workers, due to tough working conditions and insufficient social 
protection. The employment opportunities provided by the platform enterprises 
are diverse, ranging from translation, consulting and programming, to delivery 
and maintenance. Many of these jobs have relatively low entry barriers and flexible 
working hours, which make platform employment quite inclusive, serving as an 
important complement to formal employment. It is estimated that the total number 
of takeaway delivery workers nationwide exceeded 7 million, with individual leading 
platforms directly and indirectly providing tens of millions of jobs. However, the rise 
of this new labour market has also created some new problems. First, many offline 
jobs have been affected and the adjustment cost of re-employment is relatively 
high. While development of the platform economy provides an increase in new 
jobs, such structural adjustment in employment could still be costly for society. 
Second, the working conditions of some ‘gig workers’, especially takeaway delivery 
workers, are not good, as algorithms make the work increasingly intensive and 
sometimes dangerous. Finally, there is no good social welfare system for gig workers, 
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many of whom do not have formal employment contracts with the platforms they 
serve. Therefore, they do not have protection when they experience an accident 
or unemployment.

Finally, big-data analysis can reduce information asymmetry for the platforms, 
but it could make information more opaque for other platform users including 
consumers. Data are the new ‘oil’ of the digital economy and the central government 
is proposing to make data a new factor of production, alongside land, labour and 
capital. The efficacy of big-data analysis has been fully demonstrated in the platform 
economy, helping platforms to improve operational efficiency, change business 
models and enhance personalised services. However, there are also many problems 
with the use of data on platforms. At present, some platforms have irregular or even 
illegal practices of collecting personal information and ‘algorithmic discrimination’ 
and black box algorithms (where the users cannot see the inner workings of the 
algorithm) are also quite common. Prices for products or services provided by 
platforms can vary for different users, at different times and in different regions. 
While there could be good reasons for this, most platform users lack the ability 
to judge the reasonableness of such dynamic pricing and there is no third-party 
organisation to oversee this function. Therefore, the basic premise of data as a factor 
of production should be to establish a suitable governance framework. But since data 
are a special factor of production, one cannot simply apply the rules of traditional 
factors such as land and capital in terms of rights, transactions and pricing.

Dilemma of the ‘strong regulations’
The ‘strong regulations’ for the platform economy introduced in 2021 have 
encountered difficulties in at least two respects. One important purpose of the 
‘strong regulations’ was to establish a complete system of governance for the platform 
economy. However, simultaneous actions by multiple government departments 
could cause ‘campaign-style’ governance that has a big impact on the platform 
economy. How to balance the long-term goal of constructing a complete regulatory 
framework with the short-term objective of maintaining healthy development is a 
major challenge for policymakers. Meanwhile, the platform economy differs from 
the traditional economy in many ways, which can bring many benefits but also 
cause many problems. Any regulations should retain the benefits and minimise 
the problems. However, if the policy is based on the traditional economy, it will 
not be conducive to healthy development. There are two aspects of the platform 
governance policy: economic regulation and antitrust provisions. Policy innovations 
are urgently needed on both fronts and also on coordination between the two.



4. THE PLATFORM ECONOMY IN CHINA

83

The United States’ antitrust policy is relatively mature, starting with the Sherman 
Act of 1890, which clearly states that joint conspiracy is illegal and attempting 
to dominate a market is a crime. In 1914, the Clayton Act and the Federal Trade 
Commission Act were issued, which, together with the Sherman Act, constitute the 
basic antitrust law in the United States. For a long period, consumer welfare was 
an important criterion for determining the existence of monopoly power, while 
consumer prices were an important indicator of consumer welfare. However, 
this approach makes the current antitrust investigations powerless against the 
monopolistic behaviour of giant platform enterprises because many platforms not 
only do not raise prices for consumers, but also lower prices or even provide free 
services. This, however, does not necessarily mean that consumers are ‘subsidised’ 
or that platforms do not exhibit monopolistic behaviour. For instance, platforms 
do not charge for the use of social media functions, but users do ‘pay’ by providing 
data and a market, so the service is not exactly free. This is the background of the 
rise of the ‘New Brandeis’ doctrine in recent years, the core proposition of which is 
‘the curse of big-ness’, as some digital platforms not only have a conflict of interest 
serving as players and referees simultaneously but also often use strategies such as 
‘predatory pricing’ and ‘vertical integration’ to gain monopoly power (Khan 2017; 
Wu 2018). 

The idea of ‘big being bad’ might not be suitable for the platform economy. 
Economies of scale are one of the basic characteristics of digital platforms and the 
platform economy cannot develop if it is subject to antimonopoly crackdowns when 
the platforms get bigger. In fact, some of the platform companies in China are very 
large, but the degree of competition in many sectors—including e-commerce, car-
hailing and food delivery—remains quite high. During the past 10 years, the market 
share of e-commerce businesses changed dramatically, indicating that the platform 
that previously accounted for a large share did not have a monopoly. So, large scale is 
not necessarily the same as a monopoly. The key is to watch the ‘contestability’—that 
is, the threshold of entry for potential competitors. Here, barriers to entry include 
licences and other sunk costs, such as users and data. If the barriers to entry stay 
low enough, incumbent platforms cannot engage in monopolistic behaviour even 
if their market share is high. For example, the largest e-commerce platform’s share 
of the national market declined from 92 per cent in 2012 to 42 per cent in 2020, 
suggesting that this platform did not possess monopoly power in 2012 and that 
most of its reduced market share was divided between social media platforms, short-
form video platforms and other new e-commerce platforms. This phenomenon of 
new entrants is related to another key feature of the digital platforms: the economies 
of scope, where the total cost of producing multiple products at the same time 
is lower than the sum of the costs of producing each product separately. To put 
it in plain English, once established, the digital platforms may be able to enter 
other businesses to compete. Economies of scope potentially allow for reconciliation 
between sufficient competition and economies of scale. Social media platforms can 
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enter the e-commerce field based on their existing users and data, so that even 
a dominant e-commerce platform cannot enjoy a monopoly dividend. In fact, cross-
business operation is very common in China’s platform economy, which implies 
that the antitrust policy might not be the most urgent task and the focus of antitrust 
enforcement should not be simply on big fines, let alone splitting up large digital 
platforms. Instead, the policy focus should be on enhancing ‘contestability’—that 
is, lowering the threshold of entry for potential competitors.

In contrast, the task of platform regulation is urgent, especially because of the need to 
build a complete regulatory system. The important features of the current platform 
economy regulation are multiple regulators and campaign-style governance, which 
cause great uncertainty for the platform economy. Previously, few regulators acted 
to regulate the behaviour of platform enterprises, but once the ‘strong regulations’ 
were introduced, all regulatory departments began to compete. Thus, the ‘strong 
regulations’ not only involved many departments, but also promulgated more 
and more new laws, methods and regulations. Many of the ‘common’ business 
practices of the past suddenly became problematic, causing ‘retroactive’ penalties 
and instability in the sector. The ‘strong regulations’ have two shortcomings: one 
is the lack of a unified policy framework, with the relevant laws and regulations 
not always consistent with one another; the other is the lack of an effective policy 
coordination mechanism. The latter often leads to what policymakers call short-
term enforcement of long-term policy objectives and fragmented implementation 
of systemic policy strategies. Hence, the purpose of strengthening the governance 
of the platform economy should be to establish a complete set of regulatory rules 
and governance tools and eventually transform governance from surprise action to 
routine regulation.

Many of the platforms’ ‘irregular’ behaviours, such as exclusive agreements and 
differentiated pricing, were targeted by the ‘strong regulations’. These activities must 
be carefully analysed before taking regulatory action given the characteristics of the 
platform economy. For instance, if some platforms charge high fees to individual 
consumers based on asymmetric information and not necessarily on their market 
power, this activity is more like cheating or fraud than monopolistic behaviour. 
Again, platforms should be prohibited from relying on their market position to 
exclude competitors. But if the platforms invest a lot of resources in promoting and 
marketing their products or services, then exclusive agreements could be reasonable, 
just like the exclusive agency often seen in medicine. Similarly, whether differential 
pricing is reasonable depends on market supply, demand and costs, and cannot 
be broadly identified as discriminatory behaviour. This requires regulatory policies 
based on rigorous economic analysis, as well as clear procedures to help determine 
reasonableness.
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Reconstructing China’s platform economy
The motivation for the ‘strong regulations’ was to achieve an ideal state of ‘regulating 
through development and developing through regulation’. The goal was not to crack 
down on the platform economy, which is the most dynamic sector in the Chinese 
economy. Rather, the authorities intended to make the sector ‘stronger, better and 
bigger’. While it is necessary to construct a comprehensive governance system for 
this new economic sector, where improper and illegal behaviours are common, the 
authorities must take care in designing and implementing new policies, including 
balancing the long-term policy direction with short-term policy impacts. China is 
already a big player in the global platform economy and new policies should support 
continued healthy development of this sector. Unfortunately, since the start of the 
‘strong regulations’, momentum in the platform economy has slowed visibly and 
the gap between the leading Chinese and US platforms has widened significantly. 
The platform economies of Europe and other regions are also catching up rapidly. 
If the current downturn is not reversed quickly, China will quickly fall behind. This 
calls for clarification of the policy goals, construction of a comprehensive governance 
structure, change in regulatory behaviours and improved policy coordination. 
In  short, the way to build a strong platform economy is through routine and 
responsive regulation, not campaign-style regulation or regulatory competition. 
It would be advisable to abandon the term ‘strong regulation’, which is conducive to 
political campaign-type policy action. 

China must establish a comprehensive governance system for the platform economy. 
At present, there are many different policies, such as those relating to data protection 
and antitrust, but there is no coherent framework linking all of them. One way of 
doing this is to enact the Digital Economy Law to cover all policy and legal issues 
related to the digital economy. It can provide a systematic legal basis for governance 
of the platform economy. The objectives of the governance system should be clearly 
defined to guarantee full competition, support innovation and protect consumer 
rights. It is also advisable to clearly define the concept of ‘disorderly expansion of 
capital’ to avoid ‘overkill’ by regulation. Implementation of regulatory policy should 
be on a routine basis, while execution of antitrust policy should be periodical, but 
both should work towards the same goal: efficient functioning of the market. 

There is an urgent need for an effective mechanism for policy coordination for 
the platform economy. This can be done through clarifying the division of labour 
and enhanced policy coordination among different regulatory bodies in the short 
term and by establishing a comprehensive governance organisation for the platform 
economy in the long term. China’s platform economy is regulated by both industry 
regulators, such as the Ministry of Communications, the People’s Bank of China 
and the Ministry of Industry and Information Technology, and by general regulators 
such as the SAMR. They are responsible for maintaining market order, antitrust 
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enforcement and data governance rules. One of the main problems in the past was 
a lack of effective coordination among different policies. All these bodies would 
regulate digital platforms, causing ‘regulatory competition’. In the short term, the 
State Council could consider establishing a coordination mechanism to work with 
the various regulatory bodies. In the long term, the authorities could consider setting 
up a comprehensive regulatory body for the platform economy. 

Regulators should take extra care when exercising antitrust enforcement because 
the platform economy exhibits many new features that differ from those of 
traditional platforms. This makes some of the conventional ideas of antitrust policy 
inappropriate in this new area. For instance, free services for platform users do not 
mean there is no cost for them. Thus, it would be misleading to continue to focus 
on consumer pricing as an indicator of monopoly behaviour; market share might 
not be an accurate predictor of monopoly power. The economies of scope make it 
possible for sufficient competition and economies of scale to coexist; certainly, 
it would be counterproductive to break up platform companies as size is the source 
of their efficiency. Therefore, antitrust policy must adopt new thinking, considering 
the special features of digital technology. One useful concept to keep in mind 
is ‘contestability’ of the market. In the Chinese platform economy, competition 
remains intensive in most subsectors because most leading platforms compete across 
different subsectors. Therefore, policy priorities should be on maintaining relatively 
low entry barriers for potential competitors rather than breaking up large platforms 
or imposing large fines on them.

It is more urgent to correct platforms’ behaviour through regulation. The platform 
economy is full of improper behaviour mainly because there has been a regulatory 
vacuum. Most of these behaviours are cheating, discrimination or fraud, and have 
nothing to do with monopolies. It is important to avoid political campaign-style 
regulations and to opt instead for regulation that is gradual, routine and responsive. 
This is particularly important for new economic areas like the platform economy, 
where there is an incomplete policy framework and no mature regulatory practice. 
Regulation is important, but regulators should allow time and space for the 
platforms to improve their behaviour. At the same time, it is important to carefully 
analyse some  unique behaviours of the platforms, such as exclusive agreements 
(‘picking one out of two’) and dynamic pricing (that is, price discrimination). 
Not all such practices are monopolistic, discriminatory or illegal. Therefore, 
formulation and implementation of regulatory policies should be based on rigorous 
economic analyses.

It is also important to formulate and coordinate data policies and implement 
algorithmic audits. Again, governance policies for traditional factors such as labour 
and capital might not be applicable for data. For instance, data is a quasi-public 
good, with important features such as non-competitiveness and partial exclusivity; 
the traditional approach of first identifying ownership rights and then trading might 
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not work here. It is recommended that a high-profile data governance committee 
be established to coordinate data policies, including setting guidelines on the scope 
of trading of data, algorithm governance and personal information protection and 
data security; implementing the application, review, issuance, restriction of use and 
revocation of data licences; promoting algorithm audits; coordinating efforts on 
personal information protection and data security; and setting up dispute-resolution 
and coordination mechanisms. It is also recommended that algorithm audits focus 
on data governance by requiring relevant companies to report on inputs, outputs 
and result evaluation.
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