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he digital economy is one of the main drivers of

development in the 21st century. It is changing

not only the IT-sector itself but the face of the
world economy, the nature of the future society, also
transforming the present. It is especially obvious in the
context of competition, where new and large players tend
to change the nature of competitive struggle, doing it
slowly but steadily.

We can judge of the dynamism of the digitaliza-
tion by the volume of investments made in innovative
startups. The annual volume of investing in startups that
allow digitalizing bureaucratic processes and public ser-
vices is already over USD400 billion. According to the
forecast data, the assessment presented in the publica-
tion by Director of the Digital Innovation in Government
Directorate of the Development Bank of Latin America
(CAEF), Carlos Santiso [1], in five years, this volume will
reach USD1 trillion.

In Europe, over 2,000 startups work in a wide range
of fields. For example, the Ada Health application, based
on artificial intelligence technologies, makes it possible
to get an estimated diagnosis for certain symptoms. The
British Novoville application helps contact local authori-
ties. Digitalization of the public sector services allows
improving the ratio of their price and quality, reducing
corruption, and bringing financial returns.

Large technology companies that provide mostly
digital, virtual products and services have gained signifi-

254

cant influence during the previous two decades. Amazon,
Facebook, Alphabet, Apple and hundreds of other “uni-
corns” (companies with a market capitalization of more
than USD1 billion) now have unprecedented influence,
both economic and social. The products they create are
unique and indispensable for their users. The transac-
tions they carry out for the acquisition of new, innova-
tive startups make it possible for them to strengthen their
technological superiority.

To a large extent, the driving force behind such ac-
tive development is the global and ubiquitous distribution
of functional and necessary, often even free (or shareware)
digital tools and products. For example, using the search
engine from Alphabet as such is free, but the user pays a
significant part of his/her attention to the advertisement
within his/her view (which is also true for the content on
individual sites indexed by Google because they earn rev-
enue mainly by using the AdSense service).

The purpose of the article is to reveal the features
of the transformation of market competition that arise in
the digitalized economy. Analyzing the problems associ-
ated with the formation of the digital economy is in the fo-
cus of both domestic and foreign economists. According
to the authors of the article “Theoretical Approaches to
Determining the Digital Economy’, the digital economy
is an economic activity that arose only due to new digital
technologies and is based on the use of digital business
models, in which digital (electronic, virtual) data are the
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main means of production [2]. S. M. Veretyuk, V. V. Pilin-
skiy also draw attention to the importance of defining the
digital economy as part of the entire economy, which is
dominated by the factor of information, knowledge and
intangible assets [3]. The researchers also highlight the
concept of a “network economy’; meaning by this term
a way of organizing economic activity within the frame-
work of a market economy with high informatization [4].
We can divide all technologies within Industry 4.0 into
three types: technologies for working with data; tech-
nologies for application in production; technologies for
interaction with the environment [5].

he digitalization of the modern economy is trans-
I forming into an integrated technological plat-
form capable of connecting various technolo-
gies into hybrid technological processes and all of their
entities into a single economic mechanism. However, is
everything so positive and promising within the frame-
work of a digital economy that is rapidly developing and
dictating new conditions for competition? The strength
and speed of the digitalization process mean that large
companies increase their capitalization, break away from
their competitors, reformat the rules of the game, and
change the principles of competition. Thl. I shows a list
of the five largest companies by market capitalization at
the beginning of 2008.

Based on the data, we can state that only a little
more than a decade ago, the largest public companies
by market capitalization were mainly commodity play-
ers and telecommunication giants. Certainly, we can

carry out such an analysis in a more dynamic format, also
tracking the situation of technological companies includ-
ing Microsoft, which also were often close to the global
leadership (during the dot-com boom of 1999). Then, in
the wake of bankruptcies within incompletely formed
and “overheated” IT-industry, such innovative players
suddenly rolled back to many positions. However, we can
state that the previous decade was the period of the ac-
tive development of technological companies, along with
their market power.

The past 2019 was marked by the emergence of
more than 140 companies with a market capitalization of
over USD1 billion (most of them within the technological
and Internet industries). The list of the largest companies
by market capitalization in the middle of the year (before
the Arab oil company Saudi Aramco held its record ini-
tial public offering) looks like this (ThL. 2).

e can see a significant increase in the num-
ber of companies with a high level of market
power (and capitalization), and no less im-

portant, carrying out their development mainly in a new
and emerging sphere of Internet solutions, services, and
products. Also, according to the table, the total capital-
ization of the five largest companies in the world has in-
creased from USD1,841 billion in 2008 to USD3,987 bil-
lion in 2019 (more than 2.16 times). This growth is the
most expressive and clear indicator of the demand for
various digital products and services. Some of them (for
example, Zappos.com) created separate, previously non-
existent market niches.

Table 1
The largest companies by market capitalization in the world, 2008 (USD billion)
No. Company Country Industry Market cap., $bn
1 ExxonMobil USA Oil and Gas 452
2 PetroChina China Oil and Gas 423
3 General Electric USA Dlver5|ﬁgd manufacturing of machinery 369
and equipment
4 Gazprom Russia Oil and Gas 299
China Mobile Hong Kong Mobile communications 298
Source: developed by the authors based on [6].
Table 2
The largest companies by market capitalization in the world, 2019 (USD billion)
No. Company Country Industry Market cap., $bn
1 Microsoft USA Technology 905
) Apple USA Computer Hardwarfa, Computer Software, 896
Consumer Electronics
Amazon.com USA E-commerce and Cloud Computing 875
4 Alphabet USA Communication Services 817
Berkshire Hathaway USA Financial Sector 494
Source: developed by the authors based on [7].
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The analysis of digital technologies, their sped up
development and their conquest of significant segments
of the market, as well as the entrance of their products in
the daily practice of business and society shows that the
market environment is becoming hybrid. Firstly, we can
assume that the specifics of digital technology are not as-
sociated with large barriers to the entry of new business
entities into the market. Indeed, firms enter the market at
areasonably fast pace. However, some of the largest tech-
nology corporations keep their almost monopoly market
power. As they grow, gaps widen, as compared to smaller
and recently formed firms, in many parameters (level of
capitalization, number of loyal customers, etc.).

Secondly, digital products and services possess not
only monopoly power but also psychological features,
creating persistent user habits. This enables firms to ac-
cumulate and use their power over consumers, develop
and implement their own rules of the game, which are
consistent with their interests.

es, created mainly by the modern technology com-

panies formed on the wave of the digital revolution,
concerning both their competitors and individual users.
The research of 2018, conducted by the Jumpshot ana-
lytic platform, focuses on the fact that Amazon.com (as
of Q1 2018) owns at least 90% in as many as five separate
market niches, namely: home repair and improvement
tools; skin care; batteries; accessories for golf, the kitchen
and dining room [8]. This state of affairs can often harm
competition and make the development of small startups
or those players unable to adapt in time to new condi-
tions in the digitalization of trade, very challenging. For
example, this was the case with the offline book sales net-
work in the USA, Barnes & Noble, which could not win in
the competition with Amazon.com, even at the very be-
ginning of its active development (when the startup po-
sitioned itself “only” as the largest bookstore in the world
(unlike the modern slogan The Everything Store)) [9].

Apple’s market power is manifested, among other
things, in its control over the digital platform for down-
loading and purchasing applications, Apple Store, which
houses various software applications for the entire line
of devices of the company. At the moment, we can say
that this digital platform has become a crucial tool for
the successful communication of many companies with
its customers all around the world. Apple has significant
control, deciding which players should place their ap-
plications for downloading (and receive benefit from it),
though it may put into question the transparent competi-
tion in this marketplace.

The main and leading players in the modern global
market for high-tech solutions are online platforms fo-
cused on expanding their client base, often even with no
profit during the first years. It is worth noting the influ-
ence of network effects, which has a positive impact on
the trends in the development of services like Facebook,

It is worth considering the main threats and challeng-

256

Amazon, Instagram, TikTok, etc. Here, one can often
state the presence of closed growth cycles. For example,
in the case when the platform receives additional cus-
tomers, it can use their data to better understand their
demands and more accurately determine the most suit-
able advertising materials for them. Such activity, if done
successfully, will lead to a more rapid growth.

Often the effect of such a cycle turns out to be so
significant that many small and recently formed startups
with no sufficient data and financial (as well as social)
resources face the only real option for further develop-
ment. This alternative lies in its acquisition by one of the
leading companies in a particular market. To further ex-
emplify the significance of this aspect, it is worth citing
the number of all acquisitions by the four largest tech-
nological giants of our time: Google — 238; Apple - 110;
Amazon.com — 86; Facebook — 81 [10]. The top 10 largest
Google transactions in total exceed USD29 billion [11].

odern digital companies have largely rethought

the previously dominant business models and

development principles. Under current condi-
tions of the digital economy, not always profit and prof-
itability are the main indicators of the success of the
company but rather the expansion of its activities. For
example, it is widely appreciated that one of the largest
companies in the world at the moment, Amazon.com,
did not receive any profit for a significant time during its
history (which was agreed with investors). It reinvested
its income in expanding and strengthening its position
as much as possible in a growing and dynamic market of
online commerce [12].

As for the dominance of individual products on the
market, e.g., applications (Twitter, Instagram, WhatsApp,
Facebook Messenger, TikTok, YouTube), we should pay
attention to the psychological and behavioral aspects, the
manipulation mechanisms that are “installed” into them.
According to the terminology of the famous writer Nir
Eyal (the author of the book “Hooked: How to Build Hab-
it-Forming Products”), in the market of the online and
digital products, the model of psychological hook, which
makes customers stay, is often used.

We should briefly describe the main elements of the
approach formed by the author of this book. The effect of
anchoring a user to a specific product (and as a result, the
company) is important enough to form a comprehensive
understanding of the reasons for such an active growth of
individual market players.

The 4-phase cycle of the Hook Model formed by
Nir Eyal suggests that usually at the first stage the user
performs a certain action (for example, opens the ap-
plication having undergone external (network effects or
friend’s advice) or internal (association or already estab-
lished habit) influence, or trigger).

Further in this cycle, aimed at creating a persistent
habit to use this particular application or platform, the
user performs the main action of this product. For exam-
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ple, scrolls Instagram feed or sends a greeting to a friend
in the messenger.

Finally, he gets the result (variable reward) — sees the
photo/video, reads a message from his friend or colleague.
All this — an association with an enjoyable pastime or even
efforts, investment to create content (e. g., on Instagram,
YouTube or TikTok) — actively forms the so-called Hook
Effect. It means that the “investment” the user makes by
interacting with the product turns out to be so great, that
it becomes difficult for him/her to pay attention to the ana-
log. Therefore, even if an alternative has enhanced func-
tionality and overall quality, the user is likely to proceed
with interacting with the familiar digital product.

hese, and many other processes associated with
digitalization of the economy, both covered and
not covered in the article, raise the following
question. What institutional, legislative and social ac-
tions are needed to reduce the risk of the appearance of
“monopolies of the digital economy” and to avoid abuse
of their position, achieved largely for the account of the
dynamic growth of Internet marketing services? Here we
should pay attention to several significant contradictions.

New companies, in contrast to the established un-
derstanding of a monopolist as a player with high market
prices, base and strengthen their dominance by providing
relevant and sought-after quality products and services,
often at low prices, and sometimes even for free. Here, it
may seem that the user (buyer) only benefits from such a
situation, but first, we cannot exclude the factor of limit-
ing the influx of new players and products (which would
provide even better solutions), largely because they do
not have the competitive advantage like economies of
scale. Secondly, the company receives a wide variety of
information from its users, which, on the one hand, turns
it into the most valuable resource of the company, allow-
ing it to form power over the consumer. On the other
hand, it is being transformed into a resource for improv-
ing the quality of services, which can make them even
more targeted, necessary and aimed at the formation of
psychologically stable user habits.

Thus, in our opinion, it is worth revising the mod-
ern approach in many respects, both on the part of state
bodies and civil society, regarding the main factors deter-
mining the quality and safety of services. It is necessary to
take into account not only the product itself, its function-
ality and pricing policy but also the freedom of choice by
the user, security of his/her data, privacy, the “price” for
switching to another product, etc.

Among the initiatives to counteract the occurrence
of such contradictions, we should mention the experi-
ence of Germany, where, in 2017, an amendment to the
Act against Restraints of Competition was made to take
into account the new conditions dictated by the devel-
opment of the digital economy. Among other things, its
Paragraph 18 (2a) declares that we cannot invalidate the
statement that a certain market exists because it provides
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the goods or services free of charge [13]. The new law
also takes into account factors preventing the user from
switching to other services as well as economies of scale
on the part of large players.

It is also worth paying attention to such a feature of
competition in the digital economy as the desire of com-
panies to fight for the entire market. A bright example
of this behavior is the share of the Google search engine
in the volume of search queries. According to the plat-
form Statista.com, as of October 2019, it amounted to
almost 88% (though the second-ranking Bing has a share
of only 5.26%) [14]. In turn, more than USD258 billion
was spent on the Amazon.com online platform during
2018, which accounted for 49.1% of all online trade in the
United States. However, the second-largest e-commerce
platform, eBay, had a share of only 6.6% [15].

eturning to Google, we should note that not so

long ago (in 2017) the European Commission

fined the company EUR2.42 billion for the viola-
tion relating to the abuse of its market position. Lead-
ing in a particular market by itself, according to the law
of the European Union, is not a violation. However, any
abuse of neutrality and the use of a company’s position
to benefit (which is a priori unavailable to other players)
is illegal [16].

The reason is that the Google search engine was in-
clined to show results promoting its product comparison
service, while not allowing the user to notice the other of-
fers. In this case, we can state nothing but a violation of
the so-called “principle of neutrality’, which is widespread
in the telecommunications industry and among Internet
providers, and shields them from the use of various illegal
mechanisms to advertise their goods and services.

It is worth repeating once again that in a modern
digital economy the value of an asset (for example, an in-
novative startup) should be measured by the volume, qual-
ity, and prospects of using the information and technologi-
cal solutions at its disposal, rather than just money. The
series of transactions made by Facebook can demonstrate
an example of an initiative to buy smaller and possibly suc-
cessful in the future company. These operations also at-
tracted some attention of the US Federal Trade Commis-
sion at the beginning of 2019 because they let Facebook
get a dominant position in other segments of the market.

We are talking about the deal of acquiring a startup
in the sphere of publishing photos (Instagram) in 2012
and a messenger (WhatsApp) in 2014. We can state that
at that time Facebook, as a social network, was relatively
less focused on a new format of content—mobile (in the
form of smartphones, tablets, etc.). The acquisition of
these two companies, formed at the beginning of the
active development of the era of smartphones, played a
positive role in strengthening Facebook’s position in the
market of social networks and applications.

At the time of the acquisition, both Instagram and
WhatsApp were not financially profitable companies, but
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they already gained significant appreciation from users
and became popular. In April 2012, the Instagram appli-
cation had over 30 million users, while over 400 million
people used WhatsApp messenger, founded by Jan Koum
(an American entrepreneur of Ukrainian origin) [17; 18].

CONCLUSIONS

Digitalization of the economy leads to fundamental
changes at the level of individual markets and sectors, as
well as innovations in the sphere of technological deve-
lopment. These developments significantly affect both
the economy and society, changes the nature of their in-
teraction. The digital economy is fundamentally chang-
ing the market environment. Some players can capture
markets, change the rules of the game, and establish
power over the consumer. Under these conditions, the
nature of monopoly is changing due to the psychological
anchoring of consumers to the set of certain applications
and tools. Competition is constantly shifting towards the
psychological mechanisms of customer retention.

Summing up, we can conclude that a deeper study
of changes in the market environment and institutional
reforms aimed at maintaining the security of personal
data and the freedom of choice of the consumer remains
an urgent and highly relevant problem. u
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