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RAT (2010) 4 g8 B R TR LA 1 0 AN BT o A BB QT L 4 A5 A
TE RIS 6] N T TF 7375, B[] It 2 f () 5 P 5 4 X L2 5 7 S50 P 0 Aol e SR Al 4 L 2=
K eoxt T BURAT 45 , oh ot — 25 o e Ak ST

2. LU B ARTHCECR 2 A
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9 A& H BB % F E -23.5
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I T W 5 2R S8 Al B B 1 AT . B AT AN R 5 TR I (AN 6 R ) - DAk
AR BT 7, B Il b 5 7 FR AR AT, SR A 22 A3 S, AR R 2 A I AR A 1 5 @FE £l 2 1]
SN Al A V32, TFHR R 2545 4 0, 13 T 2 1 BRI Es s O 76 R 25 JEAH A PR, £l 6
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(O 1 TR RE vl 2 P 5 SR A LI I 11737 A () 200 20 4503 e 1 58 40 X T T S A 107 R L S TR QQ R R U B i
B N DIRE, QQ WBAH (98 B D RE , QQ UFX&T- 5 T J7 A [a) Iof 7 2k 1 7 280 ek 92 4
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Abstract: In China, the cutthroat competition is almost ubiquitous in all industries, culminating in year 2010. With the
development of the internet,new forms of competitions among enterprises appear,such as non-predatory pricing competition
(exclusive dealing) in the internet field,in which the enterprises holding the advantage stipulate that its trading partners
cannot deal with others except dominant enterprises. One of the most sensational non-undercutting competition case is that
Tencent refused to the provide software service to users who use 360 simultaneously in year 2010.

So far in literature, there is little attention to the non-undercutting cutthroat competition, and the definition of
cutthroat competition is still controversial. The mainstream view of cutthroat competition is narrower, which simplifies that
enterprises begin to set price below the marginal cost ( namely, undercutting) . Since little is known about the trigger and
discipline mechanisms about cutthroat competition, this paper focuses on these two issues. Within our knowledge , this study
is the first to define non-undercutting cutthroat competition, and is also the first to analyze the trigger and discipline
mechanisms under Hotelling spatial model. Moreover, empirical tests are extensively conducted using the case of Tencent-
Qihoo 360 spat.

The theoretical analyses show that homogenized competition is the trigger factor of cutthroat competition, and that the
reputation-based discipline , administrative punishment and regulation constitute the disciplinary factors, which may cause
economic consequences. When the purchase cost is vital to consumers, all product differentiation between enterprises is
trivial , or the cost of cutthroat competition is high, enterprises tend to bear the loss from cutthroat competition.

Our empirical case of Tencent-Qihoo 360 spat shows that cutthroat competition brings losses to Tencent, contrary to its
starting target. The losses are mainly on reputation damage, instead of administrative punishment and tightened
regulations. The paper finds that homogenization of competition in the internet industry triggered cutthroat competition-QQ
computer housekeeper and 360 security guards represents the core products of Tencent and Qihoo 360 that are extremely
similar in terms of functions and interface features. The event study analysis shows that market reaction of Tencent is
strongly negative around cutthroat competition and the cumulative abnormal returns in the event window (0,5) is - 8. 18%
. However, the market reaction of Tencent is extremely weak around the mediation timing by the Ministry of Industry and
Information Technology (MIIT). It is also weak for market reaction of firms in internet industry when MIIT issues policy for
stronger regulations. Therefore , we infer that the current administrative punishment or the regulations of the industry is not as
effective as expected in restraining cutthroat competition.

The findings of this paper suggest that the following measures are effective to restrain cutthroat competition first, to
guide enterprises to innovate on products and technologies;second,to advocate open and cooperative competition;and third,
to raise the institutional costs of cutthroat competition.
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