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Abstract

Against the backdrop of intensifying competition in a stagnant market, “involution-style” price com-
petition on e-commerce platforms has evolved from a short-term market phenomenon into a struc-
tural issue. Focusing on platform traffic allocation rules and applying industrial organization theory,
this paper provides a theoretical review of the generation mechanism and welfare effects of such
competition. The findings reveal a three-layer transmission mechanism: at the platform level, “traf-
fic coercion” links price to traffic allocation; at the merchantlevel, sellers are forced into continuous
price cuts; at the inter-platform level, subsidy competition leads to a Nash equilibrium in which both
platforms subsidize. In terms of welfare effects, consumers gain in the short run but face long-term
risks of a “low price - low quality - consumption downgrade” spiral. Merchants, especially small and
medium-sized ones, suffer the most concentrated welfare losses. Total social welfare exhibits a net
loss due to distorted resource allocation, impaired dynamic efficiency, and negative chain effects
along the industrial chain. “Involution-style” price competition differs from normal price competi-
tion and is the systemic result of compressed strategic space for merchants under platform power.
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