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Abstract
Today, five of the world’s six most valuable companies are platform companies. Platforms as a notable business
model are a relatively new phenomenon, and knowledge on platforms is currently limited. While latest research
has shed light on areas such as platform competition, network effects and platform categorization, the evolution
of platforms companies has remained as a crucial theoretical gap.

To create knowledge on the evolution of platforms, this thesis introduces a qualitative and inductive cross-case
study that builds on three longitudinal case studies on Amazon, Facebook and Uber. Based on the observations
on the case companies, this study builds a framework on platform evolution. The two main contributions are (1)
that platform evolution consists of five overlapping business processes, and (2) the order of platform types
throughout the evolution, from an internal platform eventually towards a platform portfolio. The five processes
are choosing and adding market sides, launch strategies and solving the chicken-or-egg problem, designing and
changing the business model, establishing and enforcing ecosystem rules, and developing an unmatched service.
In terms of platform types, the study finds an order, where internal platforms turn into multi-sided platforms,
then into industry platforms (or hybrid companies), and eventually the companies possess platform portfolios.

This study highlights the need for more studies on platform evolution. The emergent framework is based on
only three companies and should be tested with other platforms. In addition, studies could be conducted to
better understand the role of platform competition in platform evolution, and to fit organizational evolution
theories into the context of platform evolution.
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Tiivistelmä
Tällä hetkellä viisi maailman kuudesta arvokkaimmasta yrityksestä on alustayrityksiä. Alustat varteenotettavana
liiketoimintamallina ovat suhteellisen uusi ilmiö, ja tämän hetken tietämys alustoista on rajallinen. Siinä missä
viimeisimmät tutkimukset ovat lisänneet ymmärrystä esimerkiksi alustojen kilpailusta, verkostovaikutuksista ja
alustojen kategorisoinnista, alustojen evoluutio on jäänyt kriittiseksi teoreettiseksi aukoksi.

Luodakseen lisää tietämystä alustojen evoluutiosta tämä työ esittelee kvalitatiivisen ja induktiivisen tapaus-
ristikkäistutkimuksen, joka rakentuu kolmesta pitkittäisestä tapaustutkimuksesta Amazonista, Facebookista ja
Uberista. Tapauksista tehtyjen havaintojen perusteella tämä tutkimus rakentaa viitekehyksen alustojen
evoluutiosta. Kaksi suurinta kontribuutiota ovat: (1) Alustan evoluutio koostuu viidestä limittäisestä
bisnesprosessista, ja (2) tunnistettu alustatyyppien järjestys evoluution eri vaiheissa, sisäisestä alustasta kohti
alustaportfoliota. Tunnistetut viisi prosessia ovat alustan puolien valinta ja lisääminen, käynnistysstrategiat ja
muna vai kana -ongelman ratkaiseminen, liiketoimintamallin suunnittelu ja muuttaminen, ekosysteemin sääntöjen
luominen ja valvominen, ja vertaansa vailla olevan palvelun luominen. Tutkimuksessa tunnistettiin myös järjestys,
jossa sisäiset alustat muuttuvat monisuuntaisiksi alustoiksi, sen jälkeen teollisuusalustoiksi (tai hybridiyrityksiksi)
ja lopulta yritykset pitävät hallussaan alustaportfolioita.

Tässä tutkimuksessa korostetaan tarve lisätutkimuksille alustaevoluution ympäriltä. Syntynyt viitekehys perustuu
vain kolmeen yritykseen, ja se pitäisi testata tutkimuksilla muista alustoista. Lisäksi tutkimuksia voitaisiin tehdä
lisäämään ymmärrystä alustojen välisen kilpailun merkityksestä alustojen evoluutiossa. Uudet tutkimukset voisivat
myös sovittaa organisaatioiden evoluution teorioita paremmin alustaevoluution kontekstiin.

Avainsanat Alusta, alustaevoluutio, monisuuntainen alusta, teollisuusalusta
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Today, five of the world’s six most valuable firms are platform companies (Yoffie, Gawer
and Cusumano, 2019). However, even though some companies have embraced the principles
of platform businesses before the digital era, it is not regarded as a traditional business model.
Instead, platform companies have gained their power over time. This development has also
grown a vast interest among scholars and businesspeople in platforms. As in business in
general, success is not always guaranteed in platform business. Indeed, most of the platform
companies fail (ibid.), while some leading companies maintain their dominance on an
unprecedented scale.

Since platforms as significant business models are a relatively new phenomenon, knowledge
around platform companies is limited, despite growing efforts in understanding them.
Scholars have identified some defining characteristics and elements of platform companies,
such as the importance of network effects and different platform types. In addition, research
has been directed towards platform strategy, competition, and value creation, among other
things. Nevertheless, one of the crucial gaps in theory is the evolution of platform companies.
In other words, researchers have focused on platform-related phenomena, while assuming
that platforms already exist. Thus far, the scientific observations do not lay stress on the
underlying causal relationships and key stages and shifts during platform evolution, from
launching a platform to gaining a leadership position in the market. This theoretical gap has
been identified (e.g. Jacobides, Cennamo and Gawer, 2018; Gawer, 2014), but major steps in
that direction have not yet been taken.

To create knowledge on the evolution of platforms, this thesis introduces a qualitative and
inductive cross-case study that builds on three longitudinal case studies on well-established
platform companies: Uber (Mohn, 2017), Facebook (Laukia, 2018), and Amazon (Repo,
2018).
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The study aims to answer how platforms evolve and what key stages and events platform
evolution consists of, as well as what is the sequence of these stages. In addition, the study
dives into the intentional actions that influence the evolution of platform companies, and
how those actions affect the evolution. Consequently, the research questions are as follows:

Question 1 How do platform companies evolve over time?

Question 2 What are the actions that affect the evolution of platform
companies, and how do these actions affect the evolution?

The research questions are answered by means of building theory on platform evolution. The
theoretical model, in turn, is generated by inductive reasoning based on qualitative methods
and the findings of this study. The theory building process follows the research framework
for case studies introduced by Kathleen Eisenhardt (1989).

This thesis is part of a larger series of case studies on platform evolution at Aalto University.
The three case studies are in the centrum of three corresponding master’s theses on platform
evolution by Christian Mohn (Uber), Lari Laukia (Facebook) and Reetta Repo (Amazon).
The three case companies are a suitable combination for this study, since they all are large,
influential and well-known businesses. The companies have relatively long histories, and a
large amount of information on them is publicly available (e.g. online sources and books),
which enables a longitudinal study.
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Based on the observations on the case companies, this study builds a framework on how
platforms evolve. The two main contributions are (1) that platform evolution consists of five
overlapping business processes, and (2) the order of platform types throughout the evolution,
from an internal platform eventually towards a platform portfolio. The five processes are
choosing and adding market sides, launch strategies and solving the chicken-or-egg problem,
designing and changing the business model, establishing and enforcing ecosystem rules, and
developing an unmatched service. In terms of platform types, the study finds an order, where
internal platforms turn into multi-sided platforms, then into industry platforms (or hybrid
companies), and eventually the companies possess platform portfolios.

The thesis is divided into six chapters. The following chapter (Chapter 2) discusses the
theoretical background which highlights the current understanding on the subject. In
addition, the limitations of current research on platform evolution is stressed. The chapter
also includes the key terminology which arises from the literature and is used throughout the
chapters. The methodology and data gathering methods used in this thesis is introduced in
Chapter 3. Chapter 4 consists of company introductions that provide an overall picture of
the focal companies. The results and key findings of the analysis are introduced in Chapter 5.
In Chapter 6, the emergent framework of platform evolution based on the findings is
presented. In addition, the chapter discusses the main contributions and compares the study
with existing literature. Lastly, the chapter addresses the limitations of this study and potential
areas for further research.
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This chapter aims to form a review on current knowledge in platforms and organizational
evolution. In addition to introducing the most relevant findings, knowledge gaps on
platforms are addressed.

This chapter aims at clarifying the current state of research and knowledge on platforms. By
means of empirical evidence and theoretical frameworks, scholars have identified and
provided insight on areas such as platform classifications, characteristics of different
platforms, and platform strategies, all of which are discussed below.

Platforms are generally viewed as a distinctive business model which creates value for
different players within the platforms. In their book on platform business mainly focusing on
industry platforms, Cusumano, Gawer and Yoffie (2019, p. 18) describe that the general
purpose of platforms is to “bring together individuals and organizations so they can innovate
or interact in ways not otherwise possible, with the potential for nonlinear increases in utility
and value”. The elements and characteristics of platforms have long been discussed.
Nevertheless, scholars still lack consensus on a universal definition and view on platforms.
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According to Gawer (2014), research on technological platforms has been driven by two
theoretical views that have developed separately; a view inspired by economic theory, and a
view derived from engineering design. The first one frames platforms as two-sided markets
(Rochet and Tirole, 2003), while the second one sees them as technological architectures
(Baldwin and Woodard, 2009). These theories have led to insights on distinct areas of
research, i.e. on competition between platforms (economic theory perspective) and platform
innovation (engineering design perspective) (Gawer, 2014).

As briefly mentioned above, the economic perspective on platforms views “how platforms
as markets mediate transactions across different customer groups and how network effects
fuel platform competition” (Gawer, 2014, p. 1240). More specifically, platforms are described
as specific types of markets which facilitate the transactions and interaction between a variety
of consumers who could not transact with each other otherwise. During the development of
the economic theories on platforms, platforms have been labeled as “two-sided markets”,
“multi-sided markets”, or “multi-sided platforms” (Evans, 2009; Rochet and Tirole, 2003).
(Gawer, 2014)

Network effects have been labeled as a crucial component of multi-sided platforms and are
generated by the existence and development of each side of the market (Evans, 2009; Rochet
and Tirole, 2003). Network effects are a value-adding factor for each side, creating a “self-
reinforcing feedback loop that magnifies incumbents’ early advantages” (Gawer, 2014, p.
1241). In certain circumstances, network effects may even drive competition towards a
“winner-take-all” outcome (Eisenmann, Parker and Van Alstyne, 2006).
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The current literature divides network effects to direct (“same-side”) and indirect network
effects. Direct network effects are generated when the benefit from a technology to a user
depends on the number of other users of the same technology (Gawer, 2014). As an example,
the more friends there are on Facebook, the more value friends perceive in Facebook’s
platform. Indirect network effects are related to cross-group network effects which arise
when the benefit to users in one group depend on the number of users in the other group
(Hagiu and Wright, 2011; ref. Gawer, 2014). Indirect network effects represent a situation
where cross-group network effects exist in both directions (from side A to side B and vice
versa) (Gawer, 2014). For instance, passengers using Uber benefit from reaching a large
number of Uber drivers, while the drivers benefit from a large number of passengers in the
Uber platform.

As the value of the platform is driven by the access of one side to the other side, a critical
question in platform creation is about how all sides can be brought on board. More
specifically, the first sides need to be incentivized on board so that they can trigger the
network effects which, in turn, would motivate the other sides to join the platform (Evans,
2009; Rochet and Tirole, 2003). This challenge of assessing, which side is more important
and triggers the interest as well as attracts the other side, is sometimes referred to as the
“chicken-or-egg problem” (e.g. Cusumano et al., 2019). It is regarded to be “probably the
most difficult challenge for platform strategists” (Cusumano et al., 2019, p. 85). According to
Gawer (2014), most literature sees that adequate pricing towards one side to attract the other
side to join the platform is one coordination solution. As an example, passengers may not
want to start using Uber, if there are few or no Uber drivers, and vice versa. One potential
solution would be to offer free Uber rides for passengers, increasing the number of
passengers on the platform. This in turn would generate positive network effects among
drivers, who would now be more willing to join the platform.

Multi-sided platforms (MSPs) are a crucial component in the legacy of the economic view.
An interest in multi-sided platforms has grown along with the emergence and power of
companies possessing two or more sides on board, such as eBay, Uber, and Amazon (Hagiu
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and Wright, 2015). The current literature still lacks a universally accepted definition on multi-
sided platforms. The most common approaches to MSPs have focused on cross-group or
indirect network effects (Armstrong, 2006; Caillaud and Jullien, 2003), while Rochet and
Tirole (2006) propose an alternative view, focusing on the non-neutrality of the pricing
structure set by the platform. Hagiu and Wright (2015) criticize existing definitions by
highlighting that they are excessively specific, over-inclusive, or too vague to be useful.
Consequently, Hagiu and Wright (2015, p. 163) propose a definition, which highlights two
key features and distinguishes MSPs from resembling but distinct business models:

Multi-sided platform (1) It enables direct interactions between two or more distinct
sides.
(2) Each side is affiliated with the platform.

Here, direct interactions refer to interactions where the distinct sides decide on their own
terms in the interaction, instead of the intermediary controlling those terms. In a trading-
related interaction (e.g. in an online marketplace), the interacting parties could decide on the
price and delivery of the product without the website owner affecting these choices.
However, MSPs can create limitations to interactions to some extent, reducing the so-called
“purity” of the business model. Gerson Lehrman Group is an example of an impure MSP,
which allows clients to hire independent professionals for their projects, while controlling
contractual terms over the interaction. (Hagiu and Wright, 2015)

Affiliation, in turn, here means that the interacting users make platform-specific investments
necessary for direct interactions. These investments can be fixed access fees (e.g. buying a
videogame console), resource expenditures (e.g. spending time to learn how to develop
applications by utilizing the phone manufacturers’ API), or opportunity costs (e.g. creating a
membership profile on a website). Even though Hagiu and Wright (2015) do not find
networks effects as necessary nor sufficient in defining MSPs, they address that most MSPs
create and capture value through indirect network effects. (ibid.)
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Referring to the definition of MSPs, Hagiu and Wright (ibid.) state that the difference between
MSPs and vertically integrated (VI) firms lies in the nature of the interaction between two
sides. More specifically, MSPs enable direct interaction between two distinct sides (e.g.
professionals serve clients directly within the platform), whereas VI firms employ one side
(i.e. vertical integration), who then provide the service to clients. Direct interactions between
multiple sides distinguish MSPs also from the traditional reseller business model. Affiliation
among all relevant sides, in turn, is what that separates MSPs from input suppliers. Figure 1
(below) illustrates these distinctions.

Figure 1 – Multi-sided platforms (MSPs) vs. alternative business models. Adopted from Hagiu and Wright
(2015).

Through empirical evidence mostly from the ICT, media advertising and payment industries,
the economic view seems to be a valid framework in explaining the existence of different
pricing and business models between platform markets. Moreover, the economic view helps
in explaining why some platforms reach the position of sustained dominance. However, this
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specific perspective has its limitations through often implicit assumptions. First, platforms
are often regarded as exogenous and fixed instances, leaving questions on how and why these
platforms evolve. The importance and need of studying platform evolution are elaborated
more in Chapter 2.2.7. Second, the platform stakeholders are perceived through simple seller-
buyer relationships, where both sides of the platforms (e.g. end-users and complementors)
are labeled as consumers.

These simplifications leave many areas, such as the impact of platform design on the
developers’ incentives and the competition between a platform owner and complementors,
unexamined (Gawer, 2014). Recent literature has begun to further question the static,
demand-side assumptions on platform competition, which has led to, for instance, the
introduction of multi-sided networks (Eisenmann, Parker and Van Alstyne, 2009), where
platforms are perceived as “multi-sided networks” with both “demand-side” and “supply-
side” user groups. For instance, to describe the evolution of platforms over time, Eisenmann,
Parker and Van Alstyne (2011) introduce a concept of “platform envelopment”, a way for
platforms to attack competitors by extending their functionalities by leveraging shared user
relationships as well as common components.

The engineering design view of literature frames the platform concept into product
development and production methods, which include areas such as new product
development, operations and production management, and modularity (Gawer, 2014). In
fact, Gawer (2014) states that the term “platform” was first introduced in new product
development literature. According to Gawer (2014), Wheelwright and Clark (1992) were the
first management scholars who have referred to the concept of platforms, describing the
development of “product platforms” among companies. Referring to the conceptualizations
of Wheelwright and Clark (1992), Gawer (2014) describes product platforms as follows:
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Product platform Platforms are products that meet the needs of a core group of
customers, but can be modified through the addition,
substitution, or removal of features.

As an example, a car manufacturer could develop a product platform, consisting of multiple
components and parts that the manufacturer would use in all of its car models. Depending
on the model, the manufacturer could then add different parts to individual models.

Platforms related to product development were given a variety of definitions over time, but
according to Gawer (2014, p. 1242), they all share the idea of “systematic re-use of
components across different products within a product family, which allows economies of
scope in production to occur”. Gawer (2014) proposes to extend the concept of economies
of scope in production to economies of scope in innovation. Gawer (ibid.) defines the latter
concept as a drop of costs when innovating on product A and B, compared to innovating on
the products independently. In addition to the definition above, Gawer (2009; ref. Gawer,
2014) and Baldwin and Woodard (2009) address that a modular architecture is a common
element in all observed platforms. This modularity facilitates innovation (Langlois and
Robertson, 1992) by helping to manage complexity, and by reducing the scope of information
that is needed to design products, as well as by allowing division of innovative labor.

Product platforms are utilized by a single firm, and thus Gawer and Cusumano (2014) refer
to these as internal platforms. Based on views by Meyer and Lehnerd (1997; ref. Gawer and
Cusumano, 2014) and to those by Muffatto and Roveda (2002), Gawer and Cusumano (2014,
p. 418) define internal (company or product) platforms as follows:

Internal platform A set of assets organized in a common structure from which
a company can efficiently develop and produce a stream of
derivative products.
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As an example, IBM built an internal platform for the future families of IBM mainframes
with their IBM Systems/360, the interfaces of which were closed back then (Fisher et al.,
1983; ref. Gawer, 2014).

Gawer and Cusumano (2014) also introduce the concept of supply-chain platforms and
perceive it as a special case of internal platforms. In this arrangement, a firm, which is a
platform owner or final product assembler, engages external companies to supply
intermediate products or components according to specific guidelines (ibid.). In the previous
example of IBM’s internal platform, IBM began operating a supply-chain platform, because
the modular architecture of IBM Systems/360 enabled suppliers to deliver “plug-in” or “slot
in” modules to the architecture within the supply chain (Gawer, 2014).

Research has found economies of scope (which are discussed above) within a variety of
industries, both within firms and across firms within supply-chains (e.g. Brusoni, 2005; Huang
et al., 2005; ref. Gawer, 2014). They may even be parts of large networks of firms, called
“innovation ecosystems” or “innovation networks”, which are not necessarily linked through
traditional buyer-supplier relationships (Adner and Kapoor, 2010; Nambisan and Sawhney,
2011). These platforms are regarded as industry platforms, described as “a building block,
providing an essential function to a technological system – which acts as a foundation upon
which other firms, loosely organized in an innovation ecosystem, can develop complementary
products, technologies or services” (Gawer, 2009, p. 2). These platforms, also called external
platforms, are defined by Gawer and Cusumano (2014, p. 420) as follows:

Industry platform Products, services, or technologies developed by one or more
firms, and which serve as foundations upon which a larger
number of firms can build further complementary
innovations and potentially generate network effects.

As an example, mobile operating systems such as Android are industry platforms, because
they allow external stakeholders (e.g. individual developers) to develop complementary
products (e.g. mobile applications) on top of them.
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Industrial platforms resemble supply-chain platforms in that both platforms are open to some
extent, i.e. both platforms involve external stakeholders (e.g. suppliers in supply-chain
platforms). However, Gawer and Cusumano (2014) address that perhaps the most critical
difference between industry platforms and internal and supply-chain platforms is that
industry platforms have the potential to create network effects.

Interfaces are a crucial component that affects the platform’s ability to facilitate innovation.
Interfaces are formed, when abstractions are built to isolate elements whose complexity has
surpassed a certain threshold (Baldwin and Clark, 2000). These abstractions hide the
complexity of the element, thus manipulating the division of visible and hidden information.
The interface, in turn, “indicates how the element interacts with the larger system” (Baldwin
and Clark, 2000, p. 64). The degree of openness, in turn, affects the extent to which platforms
facilitate innovation. Interfaces contain the information visible to external agents; thus, they
can modify the basis on top of which complementary innovations are built. (Gawer, 2014)

As discussed above, the economic theory and engineering design view utilize different
theoretical frameworks and provide their own insights on platforms. The economic theory
perspective studies the competition between platforms and conceptualizes platforms as
markets. It helps in understanding phenomena such as platform dominance and different
pricing models in platform markets, as well as highlights the importance of network effects
in multi-sided platforms. The economic view also introduces multi-sided platforms, in which
there is a growing interest due to the growth and dominance of MSP firms. The engineering
design view, in turn, emerges from product development and perceives platforms as
technological architectures. It helps in, for instance, perceiving different kinds of innovation
activities both within a single company and in larger networks. Nevertheless, both views have
their own limitations. One common issue among the two views, however, is that they perceive
platforms as stable instances, the existence of which is given. Thus, they do not study, how
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platforms evolve. Table 1 below summarizes views on platforms in economics and
engineering design, based on a variety of metrics.

Table 1 – Views on platforms in economics and engineering design. Adopted from Gawer (2014).

Cusumano, Gawer and Yoffie (2019) divide industrial platforms in the digital economy into
two basic types that are transaction platforms and innovation platforms. Based on the
definition used in their book, a hybrid company utilizes, or mixes and links both platform
types in its business or platform infrastructure (e.g. Apple, Google, Facebook, Amazon)
(ibid.). Differences between the two types arise from their primary functions as well as from
their strategic and operational challenges. This chapter introduces the key characteristics of
these platform types.

The functional purpose of innovation platforms is to serve as a technological foundation, on
top of which other firms can develop complementary products and services. To enable this
interaction, these platforms often have common technological building blocks, which can be
shared between the platform and its partners. Smartphone applications are examples of
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complementary products. An innovation platform always has at least one side consisting of
complementors and at least one side consisting of end users. By adding functionality or access
to assets, high-quality complements make the platform more valuable and attractive for both
users and complementors, as well as for other market actors, e.g. advertisers. Thus, network
effects are based on the increasing number or utility of complements within the platform.
Nintendo, Apple iOS and Amazon Web Services (AWS) are examples of innovation
platforms. The strategy of an innovation platform is to create value by facilitating the
development of complements. By means of this strategy, firms then monetize the platform
by directly selling or renting a product. However, some platforms are exceptions in that they
are free and prefer selling advertising or other services (e.g. Google Android). (ibid.)

Transaction platforms mostly serve as intermediaries or online marketplaces that allow direct
exchange and transactions. In other words, within these platforms, people and organizations
can share information or buy, sell, or access a variety of products and services. The usefulness
of a transaction platform increases along the increase in the number of participants, functions
or services, or in the amount of digital content. Cusumano et al. (ibid.) emphasize that the
power and distinctiveness of these kinds of platforms are based on the digital technology and
scale. However, transaction companies have existed before the digital era (e.g. Mastercard
and Visa). Twitter, Amazon Marketplace, Uber and Alibaba are examples of transaction
platforms. The strategy of transaction platforms is mostly to create and deliver value by
facilitating the buying and selling processes or other transactions, such as the content sharing
of users. The value is then mostly captured by means of transaction fees and/or advertising
charges. (ibid.)

Platforms emerged mostly as innovation platforms, but later (i.e. at least for the past decade)
they have been mostly transaction platforms (ibid.). In a comparative analysis on transaction
and innovation platforms, it was noted that transaction platforms were considered more
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valuable relative to revenues compared to innovation platforms (ibid.). Cusumano et al. (ibid.)
also state that due to the similarities and complementarities between the two platform types,
hybrid companies have become increasingly common and will likely grow in number. The
most valuable companies are hybrid companies, and the hybrid platform is said to become
the most powerful platform type (ibid.).

As mentioned earlier in this chapter, these platforms are different in terms of functional
purpose as well as strategic and operational challenges. However, they share certain steps in
building a platform business; both platforms need to identify key market participants, solve
the chicken-or-egg problem, design a business model, create a set of rules for using the
platform, and maintain proper cultivation and governance within the ecosystem (ibid.).
However, these platform types also differ in terms of challenges and opportunities that lie
behind those steps (ibid.). These challenges are discussed in more detail in Chapter 2.2.6.

This chapter discusses Gawer’s (2014) integrated platform theory, which combines the views
from economic theory and engineering design and makes a classification based on the above-
mentioned platform types, i.e. internal platforms, supply-chain platforms and industry
platforms. In addition, these platform types are then compared with multi-sided platforms.

Gawer (ibid.) integrates the perspectives of economy and engineering design on platforms in
order to form a more universal conceptualization of technological platforms, and to
emphasize the interaction patterns between platform innovation and competition. As a
conclusion, Gawer (ibid.) describes technological platforms with the following aspects:
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Technological platform An evolving organization or meta-organization, which (1)
federates and coordinates its agents, (2) creates value through
economies of scope in supply and/or in demand, and (3)
possesses a modular technological architecture organized
around a “core” and a “periphery”.

Gawer (ibid.) also makes a conclusion that platforms can be observed in many levels of
analysis and in different organizational settings. Consequently, Gawer (ibid.) makes a
classification by dividing technological platforms into three platform types, i.e. into internal
(or company-specific) platforms, supply-chain platforms and industry (or external) platforms.
The constitutive agents, which were discussed in the above-mentioned definition, have a
variety of forms and depend on the platform type, illustrated in Table 2 (below).

Other findings include that all platforms have technological interfaces between the core and
the periphery, and depending on the organizational context, the interfaces are closed, semi-
closed, or open (ibid.). The second additional finding from Gawer (ibid.) is that the access of
platforms to innovating agents increases along with the broadening of the platform scope,
from internal platforms to supply-chain platforms and lastly to industry platforms. Third,
Gawer (ibid.) distinguishes a variety of operating coordination mechanisms, the nature of
which depends on the platform type.

Table 2 summarizes the platform classification, the main viewpoints and results of the
integrated platform theory introduced by Gawer (ibid.). In addition, the figure is
complemented with dividing the two basic types of industrial platforms described by
Cusumano et al. (2019). The last row addressing the difference between the platform types
and MSPs is discussed after the figure.
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Table 2 – Platform classification. Partly adopted from Gawer (2014) and complemented with the last row on
MSPs, and with the subcategories of industrial platforms introduced by Cusumano et al. (2019).

As can be seen from the illustration above, multi-sided platforms are not included in the
classification, even though they are one of the highlighted concepts emerged from the
economic theory perspective. Depending on the platform under comparison, MSPs differ
from the three platform types in different ways. The main difference between MSPs and
internal and supply-chain platforms is that MSPs always consist of two or more sides (cf. e.g.
internal platform within one company), among whom interaction is direct. In addition, MSPs
are not bound to any specific type of context (cf. e.g. supply-chain context in supply-chain
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platforms). However, MSPs are not as clearly distinguishable from industry platforms.
Industry platforms are discussed from the perspective of complements and complementors
(e.g. Cusumano et al., 2019), whereas the definition of MSPs does not address any specific
type of interaction between different sides. Furthermore, the definition of industry platforms
(as well as those of internal and supply-chain platforms) does not include any conflicting
elements against alternative business modes introduced in Chapter 2.2.2 and illustrated in
Figure 1. MSPs, in turn, are fundamentally different from those business models, as discussed
in the chapter. The conceptual overlap between MSPs and industrial platforms enables
situations, where a company can be both a multi-sided platform and an industry platform.
For instance, eBay is an industry platform (transaction platform), where sellers interact
directly (controlling the key terms, e.g. the prices and delivery options) with buyers. Both
sides are affiliated with the platform through, for instance, having created account profiles.
In conclusion, it could be stated that even though definitions and key characteristics have
been introduced for MPSs and the three other platform types, the concepts still lack clear
distinctions.

Platforms and (platform) ecosystems are discussed in similar contexts in current literature.
This chapter clarifies, how ecosystems are defined and how they are linked to platforms.

Jacobides et al. (2018, p. 2263) define ecosystems as follows:
Ecosystem A group of firms that must deal with either unique or

supermodular complementarities that are nongeneric,
requiring the creation of a specific structure of relationships
and alignment to create value.
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Compared to networks and market-based arrangements, one distinctive characteristic of
ecosystems is the freedom for final customers to choose between complementors who have
interdependencies (Jacobides et al., 2018). In addition, also the customers affiliate (Hagiu and
Wright, 2015).

Jacobides et al. (2018) divide the viewpoints of current literature on ecosystems into business
ecosystems, innovation ecosystems, and platform ecosystems. The literature stream on
business ecosystems focuses on individual companies or ventures, the ecosystem of which is
formed by all communities and stakeholders which impact the focal company and its
customers and suppliers (Teece, 2007). Innovation ecosystems, in turn, view ecosystems as
communities where firms combine individual offerings into a single, customer-oriented
solution (Adner, 2006). Studies on the platform ecosystems, in turn, see ecosystems as
platforms, which consist of the platform sponsor and complement providers who add value
to the customers in the platform (Ceccagnoli et al., 2012; Gawer and Cusumano, 2008).

In their book discussing industry platforms, Cusumano et al. (2019) frame the linkage
between ecosystems and platforms by describing that platforms function at an industry or
ecosystem level. Gawer (2014) associates ecosystems with industry platforms by describing
that ecosystems represent the organizational form of industry platforms. Van Alstyne, Parker,
and Choudary (2016) distinguish two main segments of platform ecosystems: (1) the
platform, which provides the infrastructure and rules for a marketplace, and (2) the platform
participants, i.e. consumers (using the offerings), producers (creating the offerings) and
providers (serving as the platform’s interface with users). In addition, the platform owner
controls the platform IP and governance (ibid.). As an example, Cusumano et al. (2019) list
large operating systems and cloud computing as innovation platforms that serve computer
and smartphone ecosystems. In the case of Android, participants include app developers
(producers), mobile phones (providers), buyers of Android phones and applications
(consumers), whereas Android is the innovation platform, and Google is the platform owner.
Together, all these stakeholders form a platform ecosystem. However, the role of different
players may change. For instance, in the case of Uber, platform users may both drive and act
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as passengers on different occasions. Moreover, Samsung and Amazon, device providers on
Android, attempted to build their own operating systems and attract consumers to their
platform (Van Alstyne et al., 2016).

In conclusion, it seems that the link between platform ecosystems and platforms is most
relevant around the scope of industry platforms. Platform ecosystems and industry platforms
are tightly linked concepts, because industry platforms do not function nor create value by
themselves. Instead, they need groups of firms for different purposes, so that the organization
of all relevant players can satisfy the needs of the final customer. In other words, industry
platforms are the foundations and parts of larger platform ecosystems, which in turn consist
of a variety of stakeholders, e.g. producers and consumers.

Adopted from the figure of Van Alstyne et al. (2016, p. 58), Figure 2 (below) illustrates the
platform, the ecosystem components (the platform and the platform participants) and their
relations to each other within the platform ecosystem.
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Figure 2 – Platform ecosystem. Adopted from Van Alstyne et al. (2016, p. 58), and complemented with
illustrating the platform ecosystem.

By means of a summary on platform strategy literature, Parker and Van Alstyne (2016)
introduce key concepts in executing platform strategy. These concepts relate to launch
strategies, governance, and competition. Cusumano et al. (2019), in turn, introduce key steps
for creating an industrial platform business. In addition, Hagiu (2015) complement some of
these concepts and decisions with notions from multi-sided platforms. Parker and Van
Alstyne (2016, p. 1) define platform strategy as follows:

Platform strategy A platform strategy is the mobilization of a networked
business platform to expand into and operate in a given
market.
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This chapter discusses a variety of launch strategies summarized by Parker and Van Alstyne
(2016), consisting of subsidies, seeding and marquee users, micro-market launches, and
piggybacking.

As described earlier, most scholar agree that adequate pricing drives user adoption and thus,
reaching the critical mass. Perhaps more generally, Parker and Van Alstyne (ibid.) introduce
the concept of subsidies and divide them into temporary penetration prices and permanent
discounts. Direct cash transfers, free information, technical solutions for platform
consumers, and even physical goods, all of which possess their own strengths and
weaknesses, are examples of subsidies. (ibid.)

One launch-related strategy is seeding, which, on two-sided platforms, drives participation of
one side by offering enough value for the users of that side so that they join the platform (e.g.
(Boudreau, 2012; Gawer and Henderson, 2007). This seeding is done with offering
complements that add value to the interactions within the platform. These complements are
created by either the platforms sponsor or the partners, who are incentivized to do so. The
resulting seed interactions are provided until both sides of the market reach the critical mass.
Parker and Van Alstyne (2016) also introduce another concept closely related to seeding,
referred to as marquee seeding. In that strategy, a notable user is incentivized to join the
platform as an attempt to increase the adoption rates among users. For instance, Electronic
Arts, a well-known video game company with an existing fan base, was coaxed to join the
Xbox video game platform during its launch. Electronic Arts was offered category exclusivity
(among other things), while Microsoft saw that Electronic Arts could bring many users to the
platform. (ibid.)

Micro-market launch refers to a strategy to restrict “the launch to small community in order
to generate strong, albeit bounded, network effects” (Parker and Van Alstyne, 2016, p. 3).



23

When the chosen small community adopts the platform product or service, the platform is
introduced to adjacent groups. One articulated advantage of this strategy is that the capacity
of the platform can be increased incrementally and more controllably. One example company
is Facebook, which launched its platform for Harvard undergraduates before a larger
expansion. (Parker and Van Alstyne, 2016)

Piggybacking is a strategy where a company borrows users from another network, due to a
lack of own users. A possible advantage is that piggybacking can be done without a need to
create new demand. For instance, during its early stages, PayPal piggybacked by setting up
bots to buy and sell products on eBay. PayPal insisted users on the other side of the
transaction to use its payment system. (Parker and Van Alstyne, 2016)

Parker and Van Alstyne (ibid.) frame governance as a set of rules for participation, interaction
and resolution of conflict. Participation rules define the degree of openness (i.e. who can
affiliate with the platform), whereas “interaction rules govern behavior on the platform,
division of surplus, privileges and responsibilities” (Parker and Van Alstyne, 2016, p. 3).

The level of openness can be approached with the concepts of adoption (calling more
openness) and appropriation (calling more control) (Parker and Van Alstyne, 2016). The level
of openness may drastically impact the incentives of platforms partners to participate and
invest in the platform (Shapiro and Varian, 1998). In general, unrestricted openness allows
partners an easy access to, and usually exit from, the platform (Parker and Van Alstyne, 2016).
In addition, within these rules, partners can affiliate with multiple competing platforms, which
is called “multi-homing” (ibid.). Rules increasing the appropriation (i.e. restricting the access)
limit the access of partners with a certain logic (e.g. partner type) and often bind the partners
to longer-term relationships (Kauffman and Mohtadi, 2004). In general, platforms hope for
situations where ecosystem partners affiliate with and offer content to their own platform
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exclusively. However, platform entrants often attempt to incentivize these partners to join
their platform. Moreover, complementors may be reluctant to only invest in a single platform.
Platform sponsors have developed a variety of strategies to tackle this challenge. For instance,
a platform owner may offer a default contract to a complementor so that the complementor
has longer lead time before it faces competition. Cisco and SAP have both utilized this
strategy. (Parker and Van Alstyne, 2016)

In general, it has been noted that at launch, when the market share of a platform is small,
governance is often permissive in behavior and restrictive in participation. By acting like this,
platforms encourage key partners to innovate and explore. (Parker and Van Alstyne, 2016)
At maturity, the governance tends to be restrictive in behavior and permissive in participation
(O’Reilly, 2010).

Platforms need regulation, which in turn consists of contractual, technical, informational and
economic instruments (Boudreau and Hagiu, 2008; Evans, 2012; West, 2003). These
instruments are used to minimize market failures, which arise from factors such as network
effects, information asymmetry, uninsured risks, and congestion (Parker and Van Alstyne,
2016). In order to benefit from ecosystem growth, platforms must utilize regulation on the
platform users (ibid.). Improving search and matching (to tackle information asymmetry)
(Evans, 2012), and offering insurance against fraud for users (Evans et al., 2006; ref. Parker
and Van Alstyne, 2016) are examples of regulation methods. Regulation of platforms can be
greater than that of state or federal government (ibid.). This contract mechanism is generally
referred to as “private ordering” (Eisenberg, 1976), which is “governance via private contract
that seeks to achieve welfare gains higher than that provided by a system of public laws”
(Parker and Van Alstyne, 2016, p. 5). With private ordering, platforms may have greater
visibility into user behavior than regulators, which in turn creates an opportunity to sanction
behavior earlier and more accurately (Parker and Van Alstyne, 2016).
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Competition can be divided into three levels: Competition between platforms, between a
platform and its partners, and among partners (Parker and Van Alstyne, 2016). This multi-
layered ecosystem complexifies strategy (Teece, 2012). Competition between platforms tends
to arise from mutual “winner-take-all” attitudes in the context of supply and demand
economies of scale, high multi-homing costs and the absence of niche specialization
(Eisenmann et al., 2006). Demand economies of scale (network effects) tend to favor firms
with stronger feedback, since the existence of users attracts more users to the platform
(Parker and Van Alstyne, 2016). High multi-homing costs push users to choose one platform
instead of using multiple platforms (ibid.). Competition between platforms is said to be one
of the keys in driving platform openness, since each platform attempts to attract more
developers (Chesbrough, 2003; ref. Parker and Van Alstyne, 2016). Partner-to-platform
competition may arise in situations where, for instance, platforms attempt to appropriate
partner innovation. On the other hand, platforms may also try to increase competition among
partners. For instance, a platform may increase the competition among supply-side partners,
if it is able to charge for access on its demand side. (Parker and Van Alstyne, 2016) To cope
with external complementors, Cusumano and Gawer (2002) list a variety of platform
strategies, such as to promote the long-term financial health of partners, and to share the risk
by investing along with partners in uncertain innovations.

Cusumano et al. (2019) identify four separate steps that every industry platform needs to go
through in order to create a successful platform business. These four steps are choosing the
market sides, solving the chicken-or-egg problem, designing a business model, and
establishing and enforcing ecosystem rules.

The first step is to choose the relevant market sides and identify ways to create value through
these sides. Choosing market sides means identifying and allocating the different roles (i.e.
buyers, sellers or complementors) for the chosen actors. One risk is to involve too many
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sides, resulting in too complicated a platform, which in turn would lead to difficulties in
scaling. Transaction platforms often start with two sides and then add new sides over time.
However, it may be unclear, when and how many sides to add. For instance, bringing in
advertisers may negatively impact the user experience and the growth of the user base,
whereas having a small user base may not attract advertisers. For instance, Facebook first
focused on growing the user base and then considered advertising. For innovation platforms,
it is of great strategic importance to identify the most valuable complementors, who create
value-adding products and services within the platform. However, it may be difficult to
identify the most valuable complementors that would trigger demand for the platform.
Therefore, innovation platforms encourage third parties by exposing their application
programming interfaces (APIs), sending out free software development kits, organizing
developer forums, or creating incubators and venture funds. As complementors often need
both technical and financial support from the platform, a challenge for some platforms is to
choose, which complementors to support. (ibid.)

The criticality of choosing the number of sides among multi-sided platforms is addressed by
Hagiu (2015). Hagiu (ibid.) discusses, for instance, that having more sides has potential for
larger cross-group network effects and diversified revenue streams. However, having many
sides may lead to heterogeneous sides with differing interests, which in turn may lead to the
MSP’s inability to introduce features that would please all groups (ibid.).

The second step – solving the chicken-or-egg problem – is closely related to launching the
platform. Cusumano et al. (2019) address that this step poses probably the most difficult
strategical challenge for platforms. This step leads to decisions on how customers are
motivated to join the platform, thus increasing the number of users and complementors, and
creating strong network effects. Cusumano et al. (ibid.) divide the strategic choices related to
solving the chicken-or-egg problem into three categories: (1) Creating stand-alone value for
only one side first, (2) subsidizing one or both sides, and (3) engaging both sides
simultaneously. Creating stand-alone value refers to a situation, where the platform company
produces a strong product or a service that does not require complementary innovations from
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external parties in order to attract one side. For innovation platforms, Cusumano et al. (ibid.)
introduce a variety of solutions, such as offering a product as a “core” to solving an industry-
wide problem and creating or buying some of the company’s own complements. (ibid.)

The third step is to design the business model. In general terms, the purpose of the business
model is fairly clear, i.e. the platform has to generate value and create a profitable business.
However, even if a platform company has solved the chicken-or-egg problem, it may still
have difficulties with covering expenses. For innovation platforms, Cusumano et al. (ibid.)
divide profit creation into two methods: (1) The platforms may motivate customers to pay
for the platform itself. This can be enabled by, for instance, adding value to the platform by
attracting third parties to develop complementary products. On the other hand, (2)
innovation platforms may capture value from the sales of complements for the platforms.
For instance, Sony captured value by means of licensing fees for every game sold for
PlayStation. (ibid.)

Transaction platforms, in turn, capture value through business deals, advertisements, or
services. However, the business models vary based on who and what gets charged, and the
extent of free and subsidized services. Making these decisions requires understanding the
willingness to pay for different market sides. In addition, the platforms need to identify, how
much each side wants to the other side to engage, and how much this motivation differs
between the sides. Cusumano et al. (ibid.) divide profit generation methods into five methods:
(1) matchmaking, (2) reducing transaction friction, (3) complementary services, (4)
complementary technology sales, and (5) advertising. Matchmaking refers to a dynamic where
the transaction platform helps users to find a large group of relevant users (or matches).
Amazon Marketplace and eBay are examples of matchmakers, where buyers can quickly find
relevant sellers, and vice versa. Reducing friction in transactions, in turn, refers to facilitating
interactions between platform users. This method includes, for instance, enabling the secure
exchange of money, authentication, and insurance. Complementary services aim to create
additional value for users through, for instance, offering product delivery services for sellers
in an online marketplace. In most cases, platforms charge for complementary services. In
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addition to fees, platforms can also generate revenue through selling technology or other
goods and services. Lastly, platforms may sell advertising, which Cusumano et al. (ibid.) refer
to as one of the most widely used business models for transaction models. (ibid.)

Hagiu (2015) discusses the business model design as a key strategic decision among MSPs.
Key questions for MSP design include the choice of different functionalities and feature that
reduce costs, (search costs, transaction costs or product development costs). Hagiu (ibid.)
frames the question of choosing these features into a simple cost-benefit view, i.e. the value
crated for multiple sides through these features must be larger than the costs related to
implementing them. Moreover, the question becomes more complex, when the features lead
to strategic trade-offs due to conflicting interests among different groups. Hagiu (ibid.) also
highlights that these trade-offs should be solved by favoring the most important group, even
if it requires sacrificing a part of the short-term revenue. (Hagiu, 2015)

Figure 3 (below) illustrates the four steps to creating an industry platform business,
introduced by Cusumano et al. (2019).

Figure 3 – Four steps to building a platform business. Adopted from Cusumano et al. (2019)

The above-mentioned four-step process as a framework for platform evolution is somewhat
limited. The framework does not clearly address, whether the steps can overlap or not. For
instance, as discussed above, Cusumano et al. (ibid.) describe that transaction platforms tend
to add more market sides over time. Consequently, it is justified to state that the first step
overlaps with at least some of the later steps. Hence, the four-step framework may helpfully
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describe the order, in which the first decisions regarding each step is taken. For instance, a
platform company may make its first decisions regarding markets sides, and then move on to
solving the chicken-or-egg problem. After that, the company may choose its initial
monetization logic and change it after it has set its first rules and started the platform business.
Second, the book by Cusumano et al. (ibid.) discusses transaction and innovation platforms,
which can be labeled as specific types of industry platforms. For instance, it does not address
the evolutionary processes of internal platforms before the four steps are taken. Thus, the
framework could be described as limited in terms of context. Nevertheless, despite the
limitations, the framework provides clear components (or “steps”), through which platform
evolution can be studied. In other words, platform evolution could be studied by analyzing
the relevance of each step as a function of time, throughout the evolution process.

The rise of platforms in the business world has generated a widespread interest among
scholars in platforms. Platform research has then studied platforms from a variety of
perspectives. Referring to e.g. Gawer’s (2014) integrated platform theory, recent literature has
identified different platform types, from a company level to industry platforms, as well as
defining characteristics and elements of the platform as a business model. For instance, the
importance of network effects in platforms is identified. Furthermore, strategy research has
introduced a variety of concepts, decisions and best practices related to platform strategy,
such as launch strategies and choosing the degree of openness. Moreover, Cusumano et al.
(2019) discuss the necessary decisions that industry platforms need to make in order to create
a platform business. Even though these are referred to as “steps” of building a platform
business, the relevance of each step as a function of time is left unclear. While these insights
can help managers to frame some of the most crucial strategic decisions they need to make,
the steps do not provide a comprehensive answer on how platforms evolve.
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In the same way as for alternative and more traditional business models, the need for a
platform business to evolve over time is recognized (e.g. Gawer and Cusumano, 2014). Gawer
(2014) describes examples of how platforms evolve from internal or supply-chain platforms
towards more open industry platforms. According to Jacobides et al. (2018), companies may
not always evolve from an internal platform towards an open ecosystem intentionally. This
does not mean, however, that companies could not benefit from the platform evolution. For
instance, Steve Jobs realized that he could turn an emerging ecosystem of app developers into
profits by regulating and controlling over the platform (ibid.). At the same time, the lack of
knowledge on platform evolution is stressed (e.g. Gawer, 2014; Jacobides et al., 2018). A big
contradiction is that technology platforms are defined as “evolving organizations” (discussed
in Chapter 2.2.4), even though the exact steps and processes behind platform evolution are
unknown.

Studying the evolution of platforms could provide insights on how companies turn into
platforms and how platforms themselves develop over time, possibly towards platform
leadership. As discussed earlier, many of the world’s most valuable companies are platform
companies. Moreover, markets have witnessed companies that have managed to turn into
successful platform companies (e.g. Amazon). These phenomena have grown an interest
among scholars and (non-platform) companies to understand how platforms are created and
grown. However, not all platforms succeed and grow, let alone reach platform leadership.
Moreover, it is reasonable to assume that platforms evolve in different ways at least to some
extent. Hence, studying grown platforms would be of critical importance.

Cusumano and Gawer (2014) emphasize that literature on technological change and
competitive dynamics could beneficially approach the phenomena of platform emergence.
Gawer (2014) discusses one solution for the knowledge gap on platform evolution by
addressing that her framework on platform classification opens possibilities to study
platforms by means of organization theory, including literature on organizational evolution.
Organizational evolution is discussed in the next chapter.
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Throughout the decades, scholars from a variety of disciplines have put effort in
understanding organizational evolution. According to Stogdill (1949, p. 3), an organization
could be defined as follows:

Organization A social group in which the members are differentiated as to
their responsibilities for the task of achieving a common goal.

Within the research on organizational development, early approaches focused on change
emerging within the workplace and smaller groups, whereas later the focus has been on the
larger business environment and competition (Austin and Bartunek, 2003). Despite the shift
in the emphasis, the approach to organizational development has been humanistically-
oriented, thus not only focusing on the strategic goals of the organization (ibid.).

To synthesize the wide spectrum of approaches used to explicate organizational change,
scholars have inspected theories by means of different dimensions. Some traditional
dimensions include continuous vs. discontinuous change, and incremental vs. radical change
(Van de Ven and Poole, 1995). Scholars have also attempted to draw insights from various
disciplines to better understand organizational evolution and change (ibid.). However, as Van
de Ven and Poole (ibid.) address, bringing perspectives from different disciplines into
organizational evolution theory often leads to compartmentalization, instead of forming a
unified theory.

At an even higher level, Austin and Bartunek (2003) refer to Porras and Robertson’s (1987,
p. 4) classification of change theories by making a split between implementation theories and
change process theories. Implementation theories emphasize how to generate and guide
change to reach a targeted outcome, whereas change process theories focus more on how
and why change happens (Austin and Bartunek, 2003). Even though potential for overlap
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between the two theories exists, Austin and Bartunek state that the two approaches have
developed as separate entities with only little interaction.

Van de Ven and Poole (1995) combine four change process theories (also referred to as
motors) – lifecycle, teleological, dialectical, and evolutionary theories – to provide different
perspectives and to identify the conditions, where each of the disciplines is applicable for
explicating organizational change. The teleological motor approaches organizational change
through “purposeful social construction by organization members” (Austin and Bartunek,
2003, p. 312). The lifecycle motor views change as a predetermined sequence of stages (Austin
and Bartunek, 2003, p. 313), whereas the dialectic motor studies the conflict between
opposing entities (Austin and Bartunek, 2003, p. 314). Finally, the evolutionary motor
emphasizes the change of a population over time and involves a “continuous cycle of
variation, selection and retention” (Austin and Bartunek, 2003, p. 314). These process motors
have given rise to different theories, depending on the motor. For instance, Austin and
Bartunek (2003) discuss that within the lifecycle perspective, Greiner's (1972) evolution-
revolution framework of organizational change has sprouted theories on strategic redirection
and transformation, whereas the evolutionary motor helps institutional change theories in
understanding the dynamics of change.

Despite having identified the necessary conditions for each process theory to work, it is
practically uncommon to observe a situation, where only one process theory can be identified
as the explaining motor for the change under observation. Consequently, Van de Ven and
Poole (1995) introduce 16 different occasions, where all possible combinations of theories
are included. As an example, Van de Ven and Poole (ibid.) cite the model of organizational
punctuated equilibrium by Tushman and Romanelli (1985) and classify it as a combination of
teleology (“purposeful enactment”) and evolution (“competitive selection”), whereas lifecycle
(“immanent program”) and dialectics (“conflict & synthesis”) are not applied as explaining
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theories. Austin and Bartunek (2003) address that new approaches to understanding change
processes have emerged from every change motor introduced by Van de Ven and Poole
(1995). Austin and Bartunek (2003) also address that contemporary theories combine multiple
motors and that the teleological motor receives relatively wide attention.

As stand-alone theories, the four change motors are not suitable nor comprehensive enough
in explicating the evolution of the case companies. First, the lifecycle motor highlights that
the entities maintain their identities throughout the change process. At the same time, it could
be argued that e.g. Amazon made significant changes to their identities over time. Amazon
started as an online bookstore and eventually owned physical stores and a portfolio of
platforms, including Amazon Web Services. Second, the teleological motor emphasizes
purposeful pursuits of predetermined end state. However, case companies made changes to
their businesses based on both experimentations and incremental refinements, which seems
to contradict with the assumptions of this motor. Third, evolutionary motor, which
emphasizes gradual changes in a competitive population, is also challenged by conceptual
insights which lead to leaps in platform development.

Nevertheless, teleological and evolutionary include some promising components. The
evolutionary motor could be suitable in explicating platform evolution between leaps in the
platform business model, i.e. when companies develop their platforms incrementally. The
teleological motor, in turn, could frame the process of changing the platform business after
a conceptual insight. As discussed above, the punctuated equilibrium theory combines these
two motors, and it is discussed in the next chapter.

Punctuated equilibrium theory is referred to as a prominent and pervasive theoretical
framework for organizational change (e.g. Gersick, 1991; Van de Ven and Poole, 1995). As
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discussed above, it is a multidisciplinary theory, combining two of the four change motors
discussed by Van de Ven and Poole (1995). The punctuated equilibrium theory is rooted in
the evolution-revolution framework of organizational change, which describes that typically
the lifecycle of an organization includes long stable periods of incremental change, which, in
turn, are interrupted by shorter revolutionary periods (Greiner, 1972). More specifically, the
incremental periods represent an evolutionary process of competitive selection, which aligns
the organization with the environment by elaborating e.g. the structures and resources of the
organization (Van de Ven and Poole, 1995). During this period, the basic activities remain
the same (Gersick, 1991). The revolutionary changes, in turn, represent a “purposeful
enactment by top managers” (Van de Ven and Poole, 1995, p. 531), which reorients the
organization. Some scholars address uncertainties and risk of utilizing the punctuated
equilibrium model. For instance, Amburgey, Kelly and Barnett (1993) stress that
organizational transformations may threaten old competencies. An issue of this model as a
framework of platform evolution is the phase of revolutionary change. The idea of complete
reorientations during revolutionary periods is not fully applicable in e.g. Amazon’s case,
where Amazon kept and continued developing its original reseller business, when it opened
its first platform. This contradiction was also addressed by Repo (2018).

Scholars have studied organizational evolution by means of numerous theoretical frameworks
from different disciplines. Theories around the subject provide many perspectives to choose
from. However, having a large number of theories also implies that no unified view or grand
theory exists on how organizations evolve. In the context of platform evolution, the
punctuated equilibrium theory provides many suitable analogies, but it also has its
contradictions. These contradictions arise from the findings on the case companies. In
conclusion, the existing theories on organizational evolution, which were discussed in this
chapter, leave theoretical gaps that require further studies on the topic.
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This thesis aims to build a theory on the evolution of platform companies by means of a
cross-case study, based on separate studies on Facebook, Amazon and Uber, well-established
and notable platform companies. This chapter clarifies the research design, methodology and
the data gathering methods used in this study.

This study was a cross-case study analyzing and comparing the evolution of three platform
companies: Facebook, Amazon, and Uber. The analysis was mainly based on three
longitudinal case studies by Laukia (2018) on Facebook, Repo (2018) on Amazon, and Mohn
(2017) on Uber. The case studies were introduced in their corresponding theses on platform
evolution.

This cross-case study used qualitative and inductive methods for research and theory
development. Case studies can be used for generating theories (e.g. Gersick, 1988), and cross-
case analysis can increase the accuracy and reliability of the observations and general
statements of the single studies (Eisenhardt, 1989). Also, cross-search tactics increase the
likelihood of making novel findings out of the data (Eisenhardt, 1989). Moreover, all the case
studies – including this thesis – are written by different people, which possesses potential for
an increased number of perspectives, compared to a scenario where all the studies were
conducted by one person. It is also worth noting that since this study as well as all the single-
case studies were all conducted within the scope and requirements of a master’s thesis, the
combined effort was significantly larger than writing a single thesis around all the cases.
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Qualitative methods are suitable for understanding emergent relationships and reasons why
or why not they hold (Eisenhardt, 1989). Qualitative data can even clarify the dynamics of
the observed relationship (Eisenhardt, 1989). Thus, qualitative methods suit the purposes of
the study, because the aim was to understand the evolution of platforms as well as the
underlying patterns and events affecting the evolution. Another key characteristic of this
methodology is inductive reasoning. In other words, generalization is done by building theory
based on the data and facts from the cases (Eisenhardt and Graebner, 2007). Inductive theory
building is a justified method especially when no existing theory provides a feasible answer
to the research question, i.e. when knowledge around the subject is scarce (Eisenhardt and
Graebner, 2007). The research around platform evolution is limited, and thus utilizing and
building theory based on the three single-case studies around the subject is an effective
method.

The study aimed to find common patterns between the focal companies and their evolution
processes, by means of varying dimensions and categories. Equally important, however, is to
identify key differences and possible explanations behind them. Bartunek (1988; ref.
Eisenhardt, 1989) states that the juxtaposition of contradictory evidence forces observers to
reframe their perceptions. Moreover, creative insight is often drawn from contradictory
observations (Cameron and Quinn, 1988; ref. Eisenhardt, 1989). The cross-case study was
approached so that each case study was used to “confirm or disconfirm the inferences drawn
from previous cases” (Bourgeois and Eisenhardt, 1988, p. 818). Highlighting both similarities
and differences during the observations eventually helped in building a more unified and
credible theory.

The theory building process was adopted from the framework by Eisenhardt (1989) shown
below in Table 3. However, not all stages were executed in the suggested way. For instance,
the study did not include significant amounts of quantitative data. Also, the multiple
investigators – the writers of the theses – were not present in this cross-case study in the same
way as originally suggested (i.e. investigators may look at each case). These characteristics
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made this research process partly distinct from Eisenhardt’s (1989) framework. The
limitations emerged from these differences are discussed in more detail on Chapter 6.

Table 3 – Process of building theory from case study research. Adopted from Eisenhardt (1989).
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As implied above, the three longitudinal single-case studies on Facebook, Amazon and Uber
were a crucial part of data gathering and observations. All three companies are significantly
large, well-known platform companies. The cases form a larger series of case studies around
platform evolution, which is discussed in more detail in Chapter 1. Trivially, the theses
included both observations from the used sources as well as conclusions and syntheses of
what the writers saw as important. Both aspects were utilized in this study. Due to different
perspectives and theoretical frameworks, some dimensions were analyzed to varying extents.
Consequently, the findings from case studies were supplemented with additional external
sources. All writers adopted the above-mentioned theory building process introduced by
Eisenhardt (1989). The cases used publicly available data on most occasions. The data was
gathered from numerous online sources, but also from press releases, newspapers, as well as
from notable books within the industry, such as The Everything Store: Jeff Bezos and the Age of
Amazon from 2013 by Brad Stone (Repo, 2018). The vast availability of public data was also
addressed as one reason to choose the case company (Repo, 2018). Laukia (2018) also
conducted interviews with employees at Smartly.io to better understand Facebook’s historical
and current development and the link between them. Hence, the cases were qualitative, but
inductive methodology was also an integrating element. All studies aimed at building a theory
on platform evolution based on the case data. Timo Vuori, Assistant Professor of Strategic
Management at Aalto University, supervised all theses, including this one, whereas Tero
Ojanperä, an industry expert, was the instructor for the three case studies.

After having formed the research questions and having selected the cases (i.e. stages 1 and 2
in the research framework), the data collection started with investigating the focal companies.
Even though the three theses were creditable syntheses on the key events of the companies,
the data gathering process included diving into both the original sources and the conclusions
within the case. The idea was to form an objective view on the company without relying too
much on ready conclusions. However, to utilize the efforts in the previous theses, the outside
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sources were mainly collected from the reference lists of the theses, which poses a risk of
harming the objectivity of my views.

The first round of familiarization consisted of observing the companies as separate entities,
i.e. focusing on one company at a time without seeking any generalizable cross-case patterns.
This approach of becoming intimately familiar with single cases to find unique within-case
patterns is supported by Eisenhardt (1989). This round included writing notes for
memorizing the first impressions and insights instead of constantly evaluating, how important
an observation would be eventually. The first round of reading and making notes was
followed by a second, more systematic round, as the companies were, as separate instances,
studied using different dimensions and categories.

The dimensions (e.g. the process of choosing market sides) emerged from research questions
and perspectives from existing literature, but some of them were the result of subjective
reasoning. The idea was that it would be effective to start with many dimensions and
categories and later focus more on the ones that showed the most interesting results in the
comparison. The tactic of comparing with many categories was suggested by Timo Vuori and
discussed by Eisenhardt (1989). The data for the results were collected from the theses, online
sources as well as from the insights from the first round of familiarization. The emerged
results were written into multiple tables, so that they could be easily observed in the
comparison during the cross-case analysis.

The single-case analysis lead to searching for cross-case patterns. The cases were compared
to each other with a variety of chosen dimensions. The small number of cases enabled pairing
and comparing all cases with each other, which in turn helped in identifying subtle differences
and similarities in addition to large ones, in a time suitable for the scope of a master’s thesis.
Dividing the data by data source was not found beneficial, since most of the data was
collected from similar sources, i.e. from public sources found online.
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Searching for cross-case patterns lead to writing the results (Chapter 5) and eventually to
building a theory on platform evolution. Representing the results, the idea was to synthesize
the cases by introducing the most interesting findings, instead of abstracting all cases into one
conclusion. Theory was generated based on the findings of this thesis, without paying too
much attention to the contributions on theory in previous theses. After forming the theory,
it was then compared to the theoretical contributions by Mohn, Laukia and Repo to discuss
similarities and differences. The theory was then tied to existing literature (discussed in
Chapter 2), which “enhances the internal validity, generalizability, and theoretical level of
theory building from case study research” (Eisenhardt, 1989, p. 545). This approach of
building theory without interruptions by other theories is addressed by Eisenhardt (1989, p.
536), according to whom “preordained theoretical perspectives or propositions may bias and
limit the findings”.
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This chapter provides a brief introduction on each case company.

Amazon was founded in 1994 by Jeff Bezos (Repo, 2018). Amazon started as an online
bookstore by operating a pure reseller business model (ibid.). Since then, Amazon has
expanded aggressively in terms of business models (including platforms), product categories,
and geographies. Amazon opened its first transaction platform, “Amazon Auctions”, in 1999,
giving third-party sellers access to sell their own products. It has since introduced a variety of
platforms, including Amazon Web Services (AWS), which has grown to be a significant
business segment for Amazon today (Novet, 2018). In terms of total revenues, Amazon is
the thirteenth largest company in the world today and had revenues of 233 billion USD in
2018 (Fortune.com, 2019; Statista, 2019a). Moreover, it has shown a compound annual
growth of 56 percent between 1996 and 2017 (Repo, 2017).

Facebook is a social networking platform, the idea of which originated from Mark
Zuckerberg. Facebook was launched in 2004 as a simple matchmaking website at Harvard.
(Laukia, 2018) Since then, it has expanded its service and user base, ending up covering a
global user audience. In addition to engaging its users, Facebook has also utilized external
resources, such as third-party developers and marketing partners, to grow and develop its
service. Facebook first focused on covering its expenses to continue and grow its operations
(ibid.) but has later succeeded in monetizing its business. In, 2018, Facebook’s revenues
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totaled over 55.8 billion USD (Statista, 2019b). Moreover, Facebook had 2.4 billion monthly
active users worldwide in the second quarter of 2019 (Statista, 2019d).

Uber was founded as “UberCab” in 2009 by Travis Kalanick and Garrett Camp. The idea for
the platform was born, when the founders had difficulties to get a taxi in Paris and realized
that the process would be easier with a mobile phone. Uber started by connecting passengers
with taxis and private hire cars but introduced private cars to the business in 2012, when it
launched “UberX”. Having started in select cities in the US, Uber has later expanded
aggressively to other cities and countries. (Mohn, 2017) Currently, it is one of the most
popular ridesharing platforms in the world (Statista, 2019e). Over time, Uber has introduced
a variety of new platforms, such as UberEATS (Mohn, 2017), although ridesharing is still its
core business in terms of revenues (Uber, 2019). Uber has grown a global user base, having
reached 95 million active users on a monthly basis in 2018 (Statista, 2019e). Uber’s global
revenues totaled 11.3 billion USD in 2018 (Statista, 2019c). Despite its enormous popularity
and revenues, Uber has continuously reported losses. In the second quarter 2019, the losses
totaled 5.2 billion USD (Uber, 2019).

Table 4 (below) summarizes the introductions and also lists the examination periods of each
case company.
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Table 4 – Company summary
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This chapter introduces the main findings from the cross-case analysis and pattern search.
The findings are introduced from the viewpoint of seven dimensions, which represent
individual chapters. Reflecting on one dimension at a time, the events of the case companies
are described in a chronological order and separately from other case companies. These
dimension-specific findings are then summarized and concluded at the end of each chapter.

This chapter describes, how and when the case companies chose and extended their market
sides. In addition, the chapter discusses the changes between platform types.

Before launching its first forms of a platform business model, Amazon started in 1995 by
operating a traditional re-seller business model through its online bookstore (Repo, 2018).
Consequently, buyers have been included in Amazon’s business model since the very
beginning. Before introducing third-party sellers and advertisers on its website, Amazon
launched the “Amazon Associates” program in 1996 (ibid.). The program allowed other
websites to earn referral fees by directing customers to Amazon.com (ibid.). It could be stated
that the program added a new external group to Amazon’s future platforms, even though
these websites did not transact financially (e.g. selling products or services) with each other.
By 1999, Amazon had opened its retail platform to advertisers, which made Amazon a multi-
sided platform (ibid.). Only some months later, Amazon lured third-party sellers with the
introduction of “Amazon Auctions” in 1999 (ibid.). This expansion introduced third-party
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sellers to the website (ibid.). It could be stated that this turned Amazon’s platform-side
business into a transaction platform.

Amazon introduced a partnership deal, which lead to a “Toys “R” Us Toys and Games” store
in 2000 (Amazon.com Inc., 2000a, 2000b). This expansion turned Amazon’s logistics and
distribution network into platforms for others to use (Repo, 2018). This also introduced a
large player to platform participants. Toys “R” Us affiliated with Amazon.com instead of the
MSP marketplace, making it different than other sellers in that sense (Repo, 2018).

Roughly seven years from the start, in 2002, Amazon developed its first application
programming interfaces (API) in order to improve the Amazon Associates program (Repo,
2018). This allowed third-party developers – a new participant group – to “publish selections
of Amazon’s product catalogue, including prices and product description, and use its
payments and shopping cart on other websites” (Repo, 2018, p. 63). During the following
four years, Amazon had introduced a variety of different services for third-party developers
(Repo, 2018). Through the introduction of APIs and third-party developers, Amazon turned
its platform into an industry platform in eCommerce (ibid.). By the definition of Cusumano
et al. (2019), it also turned Amazon into a hybrid company. However, it could be stated that
the first API was a bit limited in terms of functionality, because it offered a somewhat narrow
scope for developer to build complementary solutions. When Amazon introduced other
features to third-party retailers, including “Login and Pay with Amazon” (Repo, 2018),
Amazon made further steps towards becoming an industry platform.

In 2006, Amazon launched Amazon Web Services (AWS), which is one of Amazon’s core
businesses today (Repo, 2018). AWS is a platform, which allows third-party businesses to use
technological infrastructures, i.e. “Elastic Compute Cloud” (EC2) and “Amazon Simple
Storage Service” (S3) (Page, 2019; Repo, 2018). The launch of AWS not only expanded
Amazon’s business into cloud computing, but also introduced a new participant group (Repo,
2018). AWS is an innovation platform and mainly the reason, why Amazon is regarded as a
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hybrid company instead of a transaction platform (Cusumano et al., 2019). From 2005 to
2010, Amazon began to serve a wider range of third parties by leveraging some of its
distribution capabilities (Repo, 2018). For instance, in 2006, Amazon introduced “WebStore
by Amazon”, through which businesses could create websites using Amazon’s existing
technological infrastructure (Amazon.com Inc., 2006a).

During later years, Amazon added new user groups to its producer-side and consumer-side
participants with the introduction of new platforms. In 2005, with the introduction of
BookSurge, Amazon allowed authors to self-publish and sell their books without large initial
investments (Repo, 2018). In 2007, Amazon launched Kindle e-book reader, and in 2008,
Amazon opened the reading platform for third parties with “Digital Text Platform” (Repo,
2018). This allowed “authors and publishers to upload and sell books directly to customers
in the Kindle store” (Repo, 2018, p. 74). Shortly after, Amazon launched Kindle Developed
Kit for software developers, who could thus build active content (i.e. complementarities) for
Kindle. In 2008, Amazon acquired a platform for audiobooks (Repo, 2018). In 2009, Amazon
opened Amazon Mobile Payments to third parties, allowing them to use Amazon’s payment
solutions in their businesses (ibid.). In 2016, Amazon launched the “Amazon Unbox”
platform, where customer could download digital videos from over 30 studio and network
partners (ibid.). Other new platforms included the launches of “Amazon Home Services” (a
platform for on-demand professional services), “Amazon Local” (a local deals marketplace),
“Amazon Local”, and “Kindle Singles” (an MSP for publishing intended for e.g. scientists,
business leaders, and historians) between 2010 and 2018 (Repo, 2018). These new platforms
were almost always about transactions of products between sellers (e.g. authors) and buyers.
However, Amazon also launched two MSPs, which allowed individuals and small and
medium-sized businesses (SMB) to deliver Amazon’s parcels; “Amazon Flex” (individuals)
and “Amazon Delivery Service Partner“ (SMBs) (Kosoff, 2015; Amazon, 2018a). In 2015,
Amazon launched the Amazon Echo smart speaker with the Alexa personal assistant. Shortly
after, Amazon opened the Alexa Voice Service APIs to be used by complementors (Repo,
2018).
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Amazon started by launching a reseller business, choosing only buyers as an external group
on its website. A bit before attracting third-party sellers onto its platform, Amazon opened
its platform to advertisers. When Amazon launched its different marketplaces, Amazon had
three transacting sides, buyers, advertisers and third-party sellers. It was only later when
Amazon added new participant groups, such as developers, as well as widened its range of
producer-side participants (e.g. WebStore by Amazon). A significant addition to Amazon’s
platform portfolio was Amazon Web Services, which turned Amazon into a hybrid company.
After that, Amazon has introduced many new platforms, but only minor new market sides,
such as third-party parcel deliverers. Nevertheless, Amazon has kept its reseller business
model throughout its existence as a significant part of its business. Table 5 (below)
summarizes additions and expansions to participant groups as well as changes in platform
types over time
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Facebook (“Thefacebook” until October 2005) launched its social network website,
thefacebook.com, with a restricted access in 2004 (Barr, 2018). The first version was “a simple
matchmaker, an online directory and social networking community that facilitated finding
friends and others in college and university social networks” (Laukia, 2018, p. 50). Facebook
started with only Harvard students (Barr, 2018), and within the next two years, it expanded
gradually to other universities, US high schools and select companies (explained in more detail
in Chapter 5.2.2) (Laukia, 2018). Facebook became a three-sided platform by definition, when
it began selling advertising (Laukia, 2018). However, advertising at that time was limited to
low-effort activities, i.e. “early e-flyers sold to students and small local businesses to advertise
social events were small-ball” (Laukia, 2018, p. 72). In September 2006, Facebook was opened
to anyone in the world with a valid e-mail address and 13 years of age (Barr, 2018).

Having added the central content-sharing features, the News Feed and the Share, in 2006
(Mohan, 2016; Loomer, 2012), the users were “normal people” or “friends”, divided into
ones sending content and ones receiving content (Laukia, 2018). With these additions,
Facebook was a three-sided platform, consisting of “normal” people or “friends” and
advertisers (ibid.). The friends within the platform were divided into ones sending content
and ones receiving content (ibid.). Laukia (ibid.) addresses that even though the friends on
the platform represented two sides, they often belonged to both sides by both sending and
receiving content.

In 2007, Facebook launched Facebook Developer Platform (Arrington, 2007), allowing third-
party developers to build full social applications with deep integration into Facebook by
building applications on top of Facebook’s Social Graph (Facebook Inc., 2007b).
Consequently, Facebook introduced a fourth side onto its platform. During the same year,
Facebook launched Facebook Ads (including Facebook Pages and Facebook Beacon), an ad
system that allowed two-way interactions between businesses and users (Facebook Inc.,
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2007a; Divecha, 2007). More specifically, the system allowed businesses to “display ads and
spread brand messages virally to targeted audiences as well as through the trusted referrals of
users’ friends” (Laukia, 2018, p. 75). According to Laukia (2018), introducing the ad system
led to the emergence of a fifth (senders) and sixth (receiver) side onto the platform. The
introduction of developers turned Facebook into an industry platform. In 2010, Facebook
launched yet again a new API (Graph API) (Lapowsky, 2019), allowing developers even more
capabilities, i.e. allowing websites to “draw information on more objects than simply people
becoming the core of Facebook Platform” (Laukia, 2018, p. 73). Although third-party
developers can be regarded as one side on the platform, Laukia (2018) addresses that third-
party developers seem to include two separate groups. One group of developers develop
complementary products (i.e. social applications), which increase the value for consumers
(ibid.). This group included game developers like Zynga (O’Neill, 2009). The other group
consists of trusted third-party developers who provide application and Page development
and marketing strategy services to Facebook’s clients (Eldon, 2009; ref. Laukia, 2018). Special
programs for business side third-party developers were launched first in 2009, and have been
developed after that (Constine, 2011). Due to the significant role of third-party developers,
Facebook could be labeled as an “evident” hybrid company, which provides widely used
innovation platforms for developers to create new complementary products and services.

In later years, Facebook has made enormous investments by acquiring e.g. Instagram (in
2012) (Rusli, 2012) and WhatsApp (in 2014) (Olson, 2014). These could be seen as additions
to Facebook’s platform portfolio. However, they have still remained as relatively distinct
pieces, and thus they will not be discussed in depth in this chapter.

In conclusion, “friends” who connect and share content with each other have been the core
group since the very beginning. However, Facebook added advertisers onto its website in the
same year as the launch, although the first advertising activities were low-effort events. The
fourth side – third-party developers – appeared on the platform three years after the launch,
after the user base was made worldwide. A significant increase in the advertising efforts within
the platform came along with the Facebook Ads, which also was introduced three years after
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the launch. Eventually, Facebook became a holder of a platform portfolio, when it acquired
e.g. WhatsApp and Instagram. Table 6 (below) summarizes additions and expansions to
participant groups as well as changes in platform types over time.
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Launched in 2009, Uber’s first business model was under the name of “UberCab” and
focused on providing transactions between passengers and taxis and private hire cars (Mohn,
2017). UberCab was followed by a big change in its business model, when Uber launched the
“UberX” service in 2012 (Mohn, 2017). In the UberX service, the passengers hail rides from
individuals driving their personal cars (ibid.). While the basic idea of ride hailing remained,
the change in the business model shifted the producer-side participants to a larger group of
people driving their own cars (ibid.). Moreover, passengers (i.e. consumer-side participants)
were not anymore limited to people, who could afford and were willing to pay for a normal
taxi trip (ibid.). This is because UberX is approximately 35 % cheaper than “normal” Uber
and a bit cheaper than taxis in the US (Gannes, 2012; Silverstein, 2014).

After the launch of UberX, Uber introduced new concepts which would expand service
offering, such as “UberCARGO” (a logistics service platform built around vans, launched in
2015) (Uber Newsroom, 2015; ref. Mohn, 2017) and “UberCHOPPER” (a platform for
helicopter tours, launched in 2015) (Uber, 2014). In 2014, Uber introduced services that
would utilize existing producers (i.e. drivers with private cars), such as “UberFRESH” (a
platform for delivering food), later named “UberEATS” (Etherington, 2014; Mohn, 2017).
These concepts introduced new sides to Uber’s portfolio of platforms. For instance, from
the UberEATS website, users could order food from a list of restaurants (Mohn, 2017),
making restaurants a new side on Uber’s ecosystem of platforms. Moreover, Uber allowed
the use of bicycles and scooters for delivering food and packages, expanding the producer-
side participant group to other vehicles and lower age limits (ibid.). Also in 2014, Uber
introduced an API for third-party developers (ibid.). Launching the API lead to
complementary services, including possibilities for passengers to order an Uber ride from a
third-party application. Thus, also in Uber’s case, attracting third-party developers turned
Uber into a hybrid company.
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In conclusion, Uber has maintained the idea of transactions between cars and passengers
throughout its existence. Later, it invited third-party developers on its platform to extend its
customer reach. Moreover, Uber aimed to expand its user base by introducing new product
and service offerings. These new offerings not only increased the number of platforms, but
also introduced new sides (e.g. restaurants) to Uber’s ecosystem of platforms. Table 7 (below)
summarizes additions and expansions to participant groups as well as changes in platform
types over time.
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For all three case companies, the first platform was a multi-sided transaction platform.
However, especially Mohn (2017) and Laukia (2018) describe the first platforms of Uber and
Facebook as internal platforms. Internal and multi-sided platforms are not mutually exclusive
concepts, making it possible for both platform types to exist at the same time. Amazon had
operated – and still operates – a reseller business model before launching its first platform.
The multisided platforms then turned into industry platforms through the introduction of
third-party developers, who were allowed to build complementary innovations around the
platform. In addition, as discussed in the chapter, introducing third-party developers turned
the companies into hybrids. Facebook was the most evident hybrid company due to
leveraging third-party developers most significantly in developing its platform. All companies
created new platforms, hence holding platform portfolios. Facebook and Amazon put further
emphasis on the hybrid business model by creating innovation platforms (AWS for Amazon,
Facebook Developer Platform for Facebook) that formed a significant part of their
businesses. For instance, the innovation platform for developers became a crucial part of its
value capturing methods, which is discussed in more detail in Chapter 5.3.2.

The process of choosing and adding market sides can be divided into three categories:
choosing the first market sides, expanding existing market sides, and adding new market sides.
For all cases, the core participant groups – buyers and sellers for Amazon, friends (i.e. users
sharing and receiving content) for Facebook, and drivers and passengers for Uber – were
introduced during the launch of the first multi-sided platform and are still at the core of value
creation and offering today. For instance, Facebook’s mission is still to “give people the
power to build community and bring the world closer together” (Facebook Inc., 2019a),
Amazon’s own reseller model is still at the center of its business model, and Uber generates
most of its revenues through ridesharing (discussed in Chapter 5.3.3). A slight finding worth
noting is that Amazon had opened its platform to advertisers some months before adding
the third-party sellers.
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The participant groups (e.g. producer-side and consumer-side participants) were expanded
and third-party developers and advertisers were added onto the platform later. Although, as
discussed above, Facebook introduced advertisers already during the launch year, large
advertising efforts were present in the platform a couple of years after the launch. All three
cases are in line with the discussions of Cusumano et al. (2019), who stated that transaction
platforms mostly start with only two sides and add more sides over time. It seems somewhat
logical that the platforms opened up for the third-party developers onto the platform after
the user bases had grown for some time. Indeed, from the viewpoint of third-party developer
and advertisers, a platform is far more attractive when it has already grown to possess a large,
sustained user base. In other words, third-party developers and advertisers have decent
chances to utilize positive cross-group network effects.

One possible reason for the late additions of new sides is that the case companies could grow
and better understand the user base first with a simple platform business, where the number
of sides is small. Understanding the needs and behaviors of core participant groups is crucial
for the platform owner. Hence, it may be justified for a platform owner to gain knowledge
on its first participant groups and improve its service before complexifying the platform by
adding more sides. Improving the service and gaining traction is termed as “product
momentum” by Laukia (2018). It could also be hypothesized that it may be safer for a
platform owner to experiment with new sides, when it has already grown the user base and
generated positive network effects among the first sides. In other words, a failure in
introducing a new side may not be a disaster for the platform, if the existing sides are
capturing value from the transactions between existing sides. For instance, in 2007, LinkedIn
experimented with creating a research service in order to build a “research” side onto its
platform (Cusumano et al., 2019). Due to limited interest, the plan about the service (and the
side) was dropped (ibid.).
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This chapter introduces launch strategies that the focal companies leveraged in solving the
chicken-or-egg problem.

Starting with a pure re-seller model, Amazon aimed to build a highly competitive online
bookstore. Indeed, the first two years for Amazon were directed towards gaining scale to
“secure market position and purchasing power, both towards suppliers but also against
increasing competition arising from new entrants into the world wide web” (Repo, 2018, p.
34). In 1996, Amazon launched the “Amazon Associates” program, where external websites
could earn referral fees for customers, who ended up in Amazon.com from their site and
bought products (Repo, 2018). In addition to generating growth, Amazon focused on
increasing customer value and improving the customer experience from the very beginning.
For instance, Amazon sold bestsellers and new books at prices that were up to 40 % lower
than list prices (Stone, 2013, p. 37; ref. Repo, 2018). In addition, attempted to personalize
shopping experiences with product recommendation features such as “Bookmatch” and
“Similarities”. Amazon also offered other convenience-adding features such as product
reviews, “1-Click ordering” (Amazon’s patented online shopping innovation) and “easy-to-
use search and browse features” (Amazon.com Inc., 1997a, 1997c). Eventually, in 1997,
Amazon became the most trafficked online shopping website (Repo, 2018). Before
introducing its first platforms, Amazon also expanded to new categories and geographies
between 1998 and 2001 (Repo, 2018).

It was only after building a growing and well-established shopping website, when Amazon
introduced its first platform in 1999, attracting third-party sellers onto its website (Repo,
2018). However, the new marketplace platform, Amazon’s Auctions, was not commercially
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successful (ibid.). Repo (2018) highlights the impact of eBay in the poor performance of
Amazon’s Auctions. Customers were not interested in switching to using Amazon’s platform
due to strong network effects in eBay (Stone, 2013, pp. 79–80; ref. Repo, 2018). Neither the
second platform attempt, zShops, was successful, even though Amazon provided several
features for third-party sellers, such as 1-Click ordering and credit card payments through
Amazon Payments (Stone, 2013, p. 107; ref. Repo, 2018; Amazon.com Inc., 1999b). The third
platform launch for Amazon was “Amazon Marketplace”, which was launched within 1.5
years from the first platform’s launch (Repo, 2018). In the new platform, Amazon placed the
third-party sellers’ products side-by-side with those of Amazon (ibid.). Another significant
platform features the partnership with Toys “R” Us, which was started in 2000 (ibid.).
Amazon introduced other well-known brands on its website between 2001 and 2005 (ibid.).
These partners could be seen as marquee users.

In conclusion, Amazon had attracted buyers – i.e. the consumer-side participants – onto the
website even before the creation of Amazon’s first platform. It could be stated that the key
driver for attracting buyers was Amazon’s continuous pursuit of refining the business model
for customers, leading to 1-Click ordering and increased product catalogues, among other
things. In addition to value-adding online-shopping features, the prices of products were
considerably lower than list prices. In other words, Amazon solved the chicken-or-egg
problem by offering buyers stand-alone value with an enhanced shopping experience, and
subsidies in the form of permanent discounts. When Amazon created its first platforms, it
may be reasonable to assume that third-party sellers were lured onto the platform with the
existing buyers, who were already on the platform. In other words, it could be stated that
Amazon used the seeding tactic by establishing a large group of buyers onto the website
before launching the platform. Moreover, as Amazon was a well-established and a highly
trafficked website selling product to buyers, Amazon was, in a sense, a marquee user.
However, the commercial failures in creating the first platforms imply that attracting sellers
by means of existing buyers not enough. Instead, Amazon had to provide additional value by
offering Amazon’s shopping features to sellers, and by placing the third-party items side-by-
side with Amazon’s products.
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Facebook launched its platform with a restricted access, allowing only Harvard students to
join the platform (Barr, 2018; LaCalle, 2016). Facebook’s founders invited their friends and
people on Harvard’s mailing list onto the platform by using e-mail (Hoefflinger, 2017; ref.
Laukia, 2018). Facebook had analyzed that users, who had connected with at least 10 friends
within the first two weeks, were much more likely to keep on using the platform (LaCalle,
2016). This led to a tactic, where Zuckerberg hacked into Harvard’s house books and added
people onto Facebook’s platform with the available information (ibid.). Having a large
number of (possibly inactive) people on the platform helped users in finding their friends on
the platform (ibid.). Facebook kept on improving its service until 80 % of the people at
Harvard had joined the platform (ibid.)

The access to the platform was then expanded to the universities of Columbia, Stanford and
Yale, mainly because they had the best-established social networks, “allowing for Facebook
to piggyback on existing networks which would simply be moved online” (D’Angelo, 2010;
ref. Laukia, 2018, p. 59). After that, the social network was available to all US university
students (Boyd, 2019), and in 2005, it was launched for US high schools (Hoefflinger, 2017;
Hall, 2019). Then, Facebook launched its website for some British universities (Hoefflinger,
2017; McFadden, 2019) and select corporations, such as Microsoft and Apple (D’Alessio,
2013). In September 2006, i.e. 2,5 years after the launch, Facebook was opened to “everyone
worldwide with an e-mail address and 13 years of age” (Laukia, 2018, p. 59). Before opening
to everyone, Facebook had reached 2000 colleges and 25000 high schools (Hoefflinger, 2017).
Facebook’s approach was to make each opening a local event and to “build anticipation for
a launch and acquire a substantial portion of the student body within a few days” (Kubal,
2011).

During its launch, Facebook utilized a variety of tactics. Facebook expanded its platform user
base deliberately by launching sequentially to new audiences. In other words, Facebook
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approached user base growth with micro-market launches. One reason for deliberate
launches were the idiosyncratic features of network effects on Facebook’s platform
(Boudreau and Hagiu, 2008). In other words, “members only care about their relevant rather
than the aggregate network” (Boudreau and Hagiu, 2008, p. 9). During the launch in Harvard,
Facebook seeded users by inviting their friends and adding people based on the information
available on Harvard’s house books.

As mentioned above, the first universities were prestigious universities with well-established
social networks, implying that Facebook saw those students as potential marquee users on
the platform. As Laukia (2018, p. 60) addresses, “the sequence of launch by concentrating on
prestigious Ivy League universities before all else likely increased the service’s image of
exclusivity and the likelihood of relevant connections - - building the product brand”.
Moreover, the marquee users presumably “fueled envy and anticipation on the outside
facilitating fast build-up of critical masses after further US university launches” (Laukia, 2018,
p. 60). Launching in companies like Apple and Microsoft could also be seen as the utilization
of marquee users. High school students were chosen likely because they could be tested as a
new demographic user group, potentially increasing the user base (Laukia, 2018).

Starting with UberCab, Uber launched its first mobile application in San Francisco in June
2010 (Mohn, 2017). In the first version, Uber had made deals with drivers so that Uber would
forward ride requests to drivers. As mentioned before, Uber utilized professional drivers in
its platform. Passengers could request a private hire car or a taxi either via iPhone app or by
sending an SMS (Rao, 2010). Pirogov (2019) states that Travis Kalanick, the co-founder of
Uber, called black car drivers and paid them an hourly rate for trying out the platform. In
addition, the founders offered free rides at local events in San Francisco (Pirogov, 2019). In
May 2011, Uber expanded to New York City (Business of Apps, 2015; ref. Mohn, 2017).
Uber gained insights from operating in a new city (e.g. NYC) (Schonfeld, 2011). After solving
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problems arisen from new city structure, Uber expanded to other large US cities during the
following months in 2011 (Mohn, 2017). By the end of 2011, Uber made its first international
expansion to Paris and, half a year later, to London (Business of Apps, 2015; ref. Mohn,
2017).

When Uber considered expanding, it researched big cities to understand, which cities had the
biggest imbalance between demand and supply for taxis (Blanding, 2016). Uber leveraged this
imbalance even more by launching its service when the demand was likely to be the highest,
e.g. during holidays (ibid.). Moreover, Uber offered promotions during large events, such as
concerts and sporting events (ibid.). Uber also offers referral fees for both passengers and
drivers; users are given small rewards (approximately 10 dollars) for inviting a passenger-side
user on the platform (Rideshareapps, 2019; ReferralRock, n.d.). For inviting new drivers,
users are rewarded with larger amounts, which are over 100 dollars (Rideshareapps, 2019).
Some sources refer to referral bonuses for drivers, which range from 200 to 5000 dollars
(CBInsights, n.d.). Uber is also known for its somewhat careless attitude towards local
regulation (Lunden, 2012). At the TechCrunch Disrupt event in San Francisco, he told that
“every city we go to eventually the regulators will make something up to keep us from rolling
out or continuing our business” (Chitkara, 2019).

In conclusion, Uber launched its service and solved the chicken-or-problem with a variety of
tactics. It could be stated that Uber piggybacked on existing taxi networks, when it launched
in large cities. In addition, Uber used subsidies (e.g. referral fees), micro-market launches, and
marquee users. Mohn (2017) addresses that Uber was careful in its expansions and expanded
only after knowing that their service was good. Jiang (2017), who worked as a country
launcher at Uber in Asia for two years, also addresses the need for product improvement
during launches, even if it would risk the speed of organic growth. Reflecting on Uber’s
experiences in Kuala Lumpur, Jiang (2017) states that when Uber scaled down the operating
area in Kuala Lumpur, Uber could better ensure that the user experiences were positive, due
to short arrival times (ETA) and low cancelling rates, among other things. Uber’s use of
professional drivers could be seen as leveraging marquee users, who would attract passengers
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to the platform. High-quality drivers could have been more likely to provide positive
customer experiences, which, in turn increase the likelihood of passengers to recommend the
service to friends. This is a viewpoint also addressed by Teixeira (Blanding, 2016). In
conclusion, the findings suggest that Uber aimed to attract both sides in carefully selected
micro-market launches in order to solve the chicken-or-egg problem.

The launch strategies used by Amazon, Facebook and Uber are somewhat overlapping. In
addition, the findings show that all three companies utilized multiple tactics to launch their
platforms. In basic terms, Amazon solved the chicken-or-egg problem by focusing first on
providing value to its buyers through its existing online store. Facebook focused on creating
a high network density in one university (Harvard) by inviting and seeding users onto the
platform and improved the product after every micro-market launch. Uber, in turn, aimed to
lure both consumer-side and producer-side users onto its platform in deliberately selected
cities. Table 8 (below) summarizes the findings on launch strategies.

Table 8 – Launch strategies used by Amazon, Facebook and Uber
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This chapter discusses, what kind of business models the focal companies have operated and
how they have captured value from their business. In addition, this chapter describes, how
those aspects have changed over time.

As discussed earlier, Amazon operated first with a pure re-seller business model. In the
beginning, Amazon’s basic idea behind value capturing was to buy books of the two largest
book distributors and sell them with a profit to customers at prices below wholesale prices
(i.e. 10 to 40 percent cheaper). Amazon also added new product categories (e.g. videos) before
opening its first MSPs again by selling them with lower than list prices (Repo, 2018). The
business model was extended with the addition of advertisers in 1999, some months before
brining third-party sellers onto the platform (ibid.). In other words, Amazon generated
revenue from third parties, who paid for promoting search results on Amazon’s website
(ibid.).

When Amazon invited third-party sellers onto its platform, it kept its role as a producer
(seller) of goods. The basic model for capturing value from the platform is that third-party
sellers pay for sold items and for the right to sell items. At the moment, for selling items,
sellers can choose between the “Individual Plan” and the “Professional Plan” (Amazon.com
Inc., n.d.a). In the Individual Plan, sellers pay 0.99 dollars for each item sold. Sellers choosing
the Professional Plan pay a monthly subscription of 39.99 dollars (ibid.). Both plans also
include referral fees and variable closing fees (for each media item sold) (ibid.). After the
launch of its first marketplace platforms, third-party sellers have been a crucial participant
group in the ecosystems of Amazon’s platforms. In 2017, it was estimated that 50 % of orders
were by third-party sellers (Amazon.com Inc., 2018b).
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Later, through strategic partnerships, Amazon opened “its distribution as a platform for
selected strategic partners” (Repo, 2018, p. 49). The new categories acquired from strategic
partnerships were integrated as a separate tab on Amazon’s website (Repo, 2018). However,
with Toys “R” Us, Amazon launched a “Toys “R” Us Toys and Games” store in 2000
(Amazon.com Inc., 2000a, 2000b). In this partnership, Toys “R” Us selected the toys for each
season, while Amazon run the store and was responsible for distribution (Stone, 2013, pp.
108–109; ref. Repo, 2018). In 2001, Amazon started to offer services and subscriptions to go
beyond physical and digital products, by launching its “Travel” and “Magazine Subscriptions”
stores” (Repo, 2018).

In 2001, Amazon added a new revenue stream by introducing an option to choose a faster
delivery, i.e. “a three-day, two-day or even one-day express shipping at an additional fee”
(Repo, 2018). During the 2000 and 2001 holidays, shipping was free for customers whose
items exceeded 100 dollars in value (ibid.). In 2002, Amazon extended the promotion to be
permanent (ibid.). In 2004–2005, Amazon introduced “Clickriver”, allowing advertisers to
purchase links within the search results in Amazon.com (ibid.)

In 2002, Amazon launched “Amazon Web Services” (AWS), one of Amazon’s core
businesses today. The two main products of AWS are “Elastic Compute Cloud” (EC2) and
“Amazon Simple Storage Device” (S3) (Page, 2019; Repo, 2018). By using AWS, businesses
“pay for what they use” (Page, 2019). Page (2019) states that “by pricing its cloud products
extremely cheaply, Amazon can provide affordable and scalable services to everyone from
the newest start-up to a Fortune 500 company”.

In 2005, Amazon launched the “Amazon Prime” membership program. The membership
cost 79 dollars per year and offered members “unlimited, express two-day shipping for free,
with no minimum purchase requirement” (Amazon.com Inc., 2005a). Members were also
offered one-day, overnight shipping at 3.99 dollars per item (ibid.). Later, Prime was made
into an MSP, when Prime Instant Video streaming was launched. At first, Amazon lost money
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with the program, but has later managed to make it successful (Repo, 2018). Amazon Prime
has become a hugely popular membership program. In 2017, 44 percent of the US
households had the Amazon Prime membership, and among high-income households, the
percentage was 70 percent (Galloway, 2017, p. 42; ref. Repo, 2018). Moreover, Amazon Prime
members spend, on average, 130 percent more than non-members on Amazon (Repo, 2018).

Amazon had constantly aimed at improving its distribution capabilities (ibid.). Eventually,
Amazon leveraged this by launching the “Fulfillment by Amazon” (FBA) service for small
and medium-sized businesses (ibid.). FBA allowed third-party businesses to “use Amazon’s
own order fulfillment and post-order customer service infrastructure, and allows Amazon.om
customers to receive the benefit of Amazon.com shipping offers when buying from third-
party sellers who use Fulfillment by Amazon” (Amazon.com Inc., 2006a). This created a new
business model (and platform) for Amazon’s value capturing. Amazon also launched the
“Webstore by Amazon” service simultaneously with FBA (ibid.). Webstore by Amazon
allowed third-party businesses to “create their own privately branded e-commerce websites
using Amazon’s technology” (ibid.). Businesses that used Webstore by Amazon paid a
monthly fee and commissions of 7 % for each product sold through their side (ibid.). As
described in Chapter 5.1.1, Amazon continued opening new transaction platforms, such as
the Digital Text Platform and Kindle Singles.

Amazon also introduced platforms that moved a bit further away from Amazon’s traditional
transaction platforms. For instance, in the Amazon Flex platform (launched in 2015),
Amazon pays individuals for delivering Amazon’s parcels, advertising revenues between 18
and 25 dollars per hour (Repo, 2018; Schoolov, 2019). Amazon also expanded to offering
smartphones by launching “Fire Phone” in 2014 (Repo, 2018). A year later, however, Amazon
ceased its production (ibid.) In 2015, Amazon launched new versions of the previously
launched Fire product family, including Fire TV media players and Fire tablets (ibid.). In
2017, Amazon opened physical bookstores, “Amazon Books” (Amazon.com Inc., 2017a).
Later in the same year, Amazon expanded its physical retail by acquiring Whole Foods Market
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(Amazon.com Inc., 2017c, 2017b). One of the latest additions to Amazon’s own product
offering is movie and TV series production (Repo, 2018).

Starting from an online book reseller, Amazon has expanded to a vast number of geographies,
product categories and businesses. Amazon is still operating its reseller model, but it also
captures value from the transactions between sellers and buyers. Amazon has also leveraged
its technological and distribution capabilities by building transaction platforms around them.

In its early years, Facebook covered its expenses (e.g. labor and server costs) with initial
funding from investors and with revenue from selling advertising space in local events
(Laukia, 2018; Kubal, 2011). The business model changed greatly, when Facebook began
attracting advertisers on a larger scale as well as third-party developers in 2007 (Facebook
Inc., 2007a; Arrington, 2007). Back then, Zynga, which developed games on Facebook’s
platform, was one of the most significant partners and revenue sources for Facebook
(O’Neill, 2009). It is estimated that Zynga generated 12 % of Facebook’s entire revenue in
2011 (Eha, 2013). In-game purchases were an important revenue stream, and Facebook
captured a 30 % fee on them (ibid.). A key success factor for Zynga was to exploit Facebook’s
notification system to constantly push users to play the games (McCarthy, 2016). However,
when other companies started to apply the same practice, Facebook closed the system (ibid.).
Laukia (2018, p. 109) stresses that Facebook knew that it would “eventually have to decouple
with gaming companies and find another more sustainable avenue to monetize the platform”.

Laukia (2018, p. 95) describes the years from 2012 to 2015 as “a radical strategic shift toward
purposeful monetization through introduction of ads in the News Feed and Facebook’s
mobile apps as well as the monumental acquisitions of WhatsApp and Instagram”. Before
this forceful shift, Facebook saw advertisement as a revenue source, by means of which it
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could cover increasing costs of fueling user base growth (Hoefflinger, 2017; ref. Laukia,
2018). However, Facebook’s ads “were widely thought too small and unproven for outcomes
beyond mid-tier online e-commerce” (Hoefflinger, 2017, pp. 65–66), and high-end national
and global brands were not moving their advertising efforts to Facebook (Hoefflinger, 2017).
Laukia (2018, p. 108) states that Facebook chose advertising as its business model most likely
“because it was the most obvious solution”. Laukia (2018) also addresses that Facebook most
likely considered other options, such as charging for API access or “freemium” user accounts,
before allocating all its efforts on advertising. In order to develop the necessary capabilities
to enable large-scale advertising, Facebook relied more on specialized third parties with high-
quality advertising tools and services (ibid.). In 2015, Facebook launched an objective-focused
Facebook Marketing Partner program, originating from an optimizing program for business-
side developers introduced in 2009 (Lafferty, 2015; Thayer, 2009). The program allowed
clients to find suitable and qualified developers (ibid.). Another option for advertisers was to
integrate into Facebook’s APIs and build their own tools (ibid.) Laukia (ibid.) estimates that
a large portion of Facebook’s revenues are driven by the tools and services of third-party
marketing partners. The basic method of capturing value for Facebook is to capture value
from the clients’ advertising spending, which is, in turn, partly supported by marketing
partners.

One important concept in the advertising system is the Facebook auction system. Real-time
bidding originates from the introduction of Facebook Ad Exchange (FBX) in 2012 (Edwards,
2015). The system allowed advertisers to bid on Facebook’s native ad inventory in real time,
and to target and retarget audiences (Bruell, 2016; Rodgers, 2012). Facebook has then
developed the system, approaching a vertically integrated auctions system (Laukia, p. 118).
Due to the vertical integration, Facebook has a wide access to all data on every level, which
enables Facebook to optimize advertising better than its competitors (ibid.). This, in turn, has
enabled Facebook to price its advertisement to be 10 to 100 more expensive than that of
traditional display advertising, while still attracting the most advertisers (ibid.). Research from
eMarketer indicates that Facebook and Google make up to 60 percent of the advertising
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revenue in the US, while no other player has more than 5 percent (Reuters, 2017; ref. Laukia,
2018).

Lately, Facebook has attempted to compete more against Marketing Partners by building its
own tools more aggressively (Laukia, 2018). Facebook also wishes that the Marketing Partners
would “specialize in very small niches for diversity and retention of control” (Laukia, 2018,
p. 122).

It seems that Facebook did not emphasize revenue growth and profitability from early on.
Moreover, Laukia (2018) states that in the beginning, Facebook somewhat lacked a long-term
roadmap for revenue growth. Instead, Facebook seems to have first focused in developing
and growing the platform in other dimensions. Facebook covered its expenses with initial
funding and low-effort advertising. When Facebook opened up for third-party developers
and launched its platform for advertisers on a large scale, a significant revenue stream was
developer, e.g. game companies. After that, Facebook, made a radical shift in terms of the
business model and aimed at monetizing its advertising business. This latest shift in
monetization has been the most successful in terms of revenue growth and profitability.

When Uber operated its first service model with taxis and private hire cars, rides with Uber
cost 1.5 to 2 times more than those from normal taxis (Mohn, 2017). Indeed, Uber
“positioned itself as a luxury transportation provider, and the private hire cars were usually
more expensive black sedan cars” (Mohn, 2017, p. 29). From the beginning, Uber has
captured value from transactions within its platforms. In basic terms, Uber keeps a share of
20 % of revenues for every transaction (Sayar, 2015). For instance, when a passenger pays 20
dollars for a trip, Uber keeps 4 dollars, while the driver gets 16 dollars. Uber has experimented
with different percentages, ranging between 15 and 25 percent, during promotional events
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and in different services (Sayar, 2015; de Wet, 2019). To determine the price for rides, Uber
utilizes a surge pricing mechanism. In surge pricing, the price for rides increases when
demand exceeds the supply (Uber Newsroom, 2012; ref. Mohn, 2017). Uber has later
introduced a limit on the surge pricing multiples (Mohn, 2017). Based on six months ended
June 30 in 2019, Uber’s ride sharing segment covers still a dominant share (75 %) of all
revenues, followed by UberEATS (18 %) and Vehicle Solutions (0.2 %). However,
UberEATS has potential to grow by entering new markets, even in markets where its core
business (ridesharing) is given access (ibid.). Nevertheless, the key issue with Uber is that it
still has not managed to generate profits. In Q2 2019, Uber suffered a record quarterly loss
of 5.2 billion dollars. (Uber, 2019; Paul, 2019)

All three cases had made at least some changes in their business models and value capturing.
Amazon’s biggest shift was the transition from the pure reseller model to embedding its first
MSPs, while Facebook changed its business model during the development of the platform.
Amazon had also developed new business models (e.g. Fulfillment by Amazon) and platforms
after launching its first transaction platform. The new platform side of business has grown to
become a significant part of Amazon’s business portfolio. Facebook first covered its
expenses, then captured value from third-party developers. Finally, it monetized its platform
on an unprecedented scale, when it shifted the focus on advertising. Uber, in turn, has kept
the basic idea behind its business model in ridesharing, but it has experimented with different
fees. In addition, it has added a variety of new businesses, such as UberEATS. In conclusion,
it seems that platform companies can change and make additions to their ways of capturing
value over time.
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This chapter discusses the emergence and use of various ecosystem rules among the case
companies. Trust as a concept and its connection with platform rules is also discussed.

Over time, Amazon has established and changed its rules for transacting on the platform. By
means of these rules, Amazon has attempted to keep the quality of transactions at a high
level, to avoid online piracy, ensure the realness of its users, among other things.

Amazon operates a guarantee and return service (Cusumano et al., 2019). In addition, it has
offered to “mediate between buyers and sellers to enforce sellers’ rapid response to customer
cancellation and return requests” (Cusumano et al., 2019, p. 110). Amazon had already
launched its first community rating and feedback system as a part of its first platform,
Amazon Auctions, in 1997. The rating and feedback system still exist up to this date
(Amazon.com Inc., n.d.b). In addition, Amazon offered buyers a guarantee, covering
“purchases of up to $250 in the event that a buyer does not receive what a seller promised”
(Amazon.com Inc., 1999a). Sellers need to pass a verification process, which requires a
national ID card, as well as credit card statements, bank statements or utility bills
(Amazon.com Inc., n.d.c).

Amazon has changed its selling rules for third-party sellers. For instance, the first platform
marketplace allowed third-party sellers to sell independent of category (Repo, 2018). When
Amazon launched its second platform attempt, zShops, the third-party sellers were allowed
to operate their own fixed-price stores on the platform (Amazon.com Inc., 1999b). Amazon
Marketplace, the platform concept still operating today, started with only used books (Stone,
2013, p. 115; ref. Repo, 2018). Later it was scaled to match Amazon’s own product categories,
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while being still a drop from the concept of “virtually anything” in Amazon Auctions (ibid.).
Amazon has sometimes been reported to handle its third-party sellers questionably. For
instance, sellers have said to have faced surprising restriction on where they can sell (England,
2019). In addition, some sellers have been kicked off with no clear reason (ibid.).

Amazon has also added minor changes on its features, such as “Search inside the book”,
which allows users to, for instance, “preview the inside text” of the books (Amazon.com Inc.,
2003a). Amazon later limited the service to users with credit card information in order to
reduce online piracy (Stone, 2013, pp. 197–198; ref. Repo, 2018). Since the beginning,
Amazon has allowed both positive and negative product reviews on its website (Stone, 2013,
p. 38). At first, the reviews were monitored after they were published, but later Amazon had
built its capabilities on identifying automated reviews and dangerous content (ibid.).

Through communications and platform design, Facebook has established and enforced a
variety of rules. Since the beginning, Facebook had emphasized heavily on having only real
people as users (Evans and Schmalensee, 2016). In the beginning, users had to register with
their real name and college-email. Accepting only real identities has been regarded as an
advantage over Myspace, which did not require true identities (ibid.). However, Facebook has
changed its verification process due to critique towards the old process (Brandom, 2015). The
new identity checking system “filters out the majority of false reports up front, then devote
more human attention to the complaints that do get through” (ibid.). People, who are
suggested to Facebook as false identities, have a week to respond before Facebook takes any
action (ibid.). Facebook has also been reported to have accidentally disabled real identities
(ibid.). In addition to identities, Facebook has utilized both users and AI tools to verify
questionable content and reviews (Cusumano et al., 2019).
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One of the widely discussed rules around Facebook has have been about privacy. Laukia
(2018) addresses that most of the time, when Facebook has introduced privacy-
compromising features, Facebook has received criticism. To moderate the reactions of users,
Facebook has announced multiple times that privacy is an important matter for Facebook
(ibid.). Facebook has modified (e.g. News Feed) and even shut down (e.g. Facebook Beacon)
products and services that have generated strong privacy concerns (Cashmore, 2009;
Zuckerberg, 2006). To keep developers satisfied and committed, Facebook has even held
developer conferences and maintains multiple versions of its APIs simultaneously (Laukia,
2018). Laukia (ibid.) highlights that Facebook had understood that the satisfaction and trust
of users towards the platform were crucial for the platform’s long-term success.

After introducing third-party marketing partners onto the platform, Facebook has utilized a
number of means to ensure the high quality of its partners’ services. For instance, Facebook
has qualified marketing partners by awarding select partners with distinctions (“Strategic
Preferred Marketing Developer”), helping clients choose high-quality partners among a long
list of companies (Constine, 2012; Laukia, 2018). However, Facebook has also been open
towards new partners and tried to diversify its partner network by supporting smaller and
local partners (Holkeri, 2017; Kantola, 2017; ref. Laukia, 2018).

Uber has stated its requirements for users on its website (Uber, 2020a; 2020c). The
requirements for drivers include a suitable age (minimum age to drive in the driver’s city),
sufficient driving experience, a driver’s license, and an eligible vehicle (ibid.). In order to meet
these requirements, drivers must show a variety of documents (e.g. a proof of vehicle
insurance) (ibid.). On top of this, drivers are required to complete a screening, which includes,
for example, inspecting the criminal history (ibid.). According to Cusumano et al. (2019, p.
111), the background checks have been added to Uber’s platform “after a number of
incidents, including the sexual assault of a passenger in India by the driver”. Uber has also
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communicated its rules via community guidelines on its website. The “3 pillars” for all Uber
users are “Treat everyone with respect”, “Help keep one another safe”, and “Follow the law”
(Uber, 2020b). Uber also controls its user base by means of the rating system. Drivers and
passengers, whose rating falls below a certain threshold, are excluded from the platform (Uber
Johannesburg, 2017; ref. Mohn, 2017). Uber also computes its drivers’ acceptance rates (the
rate at which drivers accept a ride request instead of rejecting it) (Uber, 2020d). Uber has also
encouraged drivers to accept rides by displaying the acceptance rates for others, but Uber no
longer displays these rates (Uber, 2020d; Cusumano et al., 2019). Uber has allowed the use of
bicycles and scooters for delivering food and packages, expanding the producer-side
participant group to other vehicles and lower age limits (Mohn, 2017).

Trust and establishing rules are interrelated concepts. Indeed, platform rules often enhance
trust among consumers towards the platform. For this reason, some trust-enhancing rules are
already discussed above. For instance, operating a guarantee service (Amazon), filtering out
fake accounts and helping clients to find verified marketing partners (Facebook) and driver
screening (Uber) are methods that likely increase trust among the platform users. This chapter
briefly brings up some additional methods that the companies used to create and increase
trust.

For its drivers, Ubers provides insurance (Uber Newsroom, 2014; ref. Mohn, 2017), which
also covers bodily injuries (Mohn, 2017). On top of that, Uber saves the information from
rides and even lets passengers track the drivers on the map in the application (Uber, 2017;
ref. Mohn, 2017). In addition, Uber charges the trips directly from the passengers’ credit cards
(Mohn, 2017). These methods increase the trust of drivers and passengers towards the
platform. For Facebook, one leading tactic was to communicate and make announcements
to its users. For instance, Facebook “tries to remain transparent and predictable by notifying
developers of any upcoming SDK or API changes, and allowing developers time to react” (.
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Laukia, 2018, p. 79). In its 2012 annual report, Facebook even announced that “trust is a
cornerstone of our business” (Facebook Inc., 2013). Amazon has also communicated its
principles to its customers. For instance, in 1999, Amazon announced that “it will start
communicating more transparently, which feature placements on its site ae paid for, and
which are not” (Amazon.com, 1999c). Moreover, Facebook uses blue as its primary color,
because blue color is associated with trustworthiness and reliability among social media users
(Virgillito, 2015).

Mohn (2017) describes trust as a hygiene factor, and Laukia (2018) addresses that trust
reinforces user engagement and is a necessity for sustained success. Moreover, trust increases
the user’s willingness to affiliate and share data, among other things (Laukia, 2018). Moreover,
trust can also “relax the critical mass constraint that platforms need to satisfy” (Laukia, 2018,
p. 66).
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Based on case studies, it seems that platforms change their platform rules over time. Possible
reasons for changing platform rules include reacting to an external event (e.g. Uber reacts to
sexual assaults), increasing the openness of the platform (e.g. Amazon widens the item
categories for third-party sellers), and avoiding harmful behavior (e.g. Facebook disables fake
accounts). Some changes evoke positive reactions and increase trust among platform
participants, while some changes lead to concerns and unhappy users. In the latter case, the
platform owner can, for instance, increase its communication around the subject or change
the rules back to the original state (e.g. Facebook deleting Facebook Beacon after privacy
concerns). The benefits of establishing and reinforcing platform rules include (but are not
limited to) trust, user engagement and the enhancement of the perceived platform quality.

This chapter discusses, how Amazon, Facebook and Uber developed and enhanced their
services over time, and how developing them affected the evolution of the case companies.

As Repo (2018, p. 59) addresses, “investments into customer experience and convenience
were started at the dawn of Amazon and have been vital part of the company’s DNA”.
During Amazon’s first years, it already made its service offering unique by including product
reviews, editorial content and personalized recommendations on its website (Repo, 2018).
This supported Bezos’ idea that “we make money when we help customers make purchase
decisions” (Ignatius, 2013). For instance, the idea of personalizing every customer’s shopping
experience based on earlier purchases was brought up already in the first fundraising
discussions (Stone, 2013, pp. 40–41; ref. Repo, 2018). The convenience of shopping was
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increased also by enabling the access to shopping from popular sites, such as Yahoo!
(Amazon.com Inc., 1997b). The product categories had been expanded since the early
beginning, which could also be regarded as enhancing the service offering.

When Amazon launched its first business services platforms for partner stores, it supported
those platforms with its existing capabilities. Partnerships also scaled Amazon’s business and
reduced costs in distribution and software. This in turn, enabled Amazon to further reduce
prices and fuel growth. In addition, when Amazon launched its first MSP marketplaces for
third-party sellers, it utilized a variety of unmatched features, such as 1-Click ordering and
Amazon Payments. (Repo, 2018) Driving down costs could be seen as enhancing the service
offering, because reducing costs increases the quality-price ratio of the products and services
on the website.

Distribution eventually became one of Amazon’s core capabilities (ibid.). Amazon had grown
explosively during its early years, leading to a need to further improve its distribution and
logistics capabilities (ibid.). In late 2005, “Amazon was operating with its own, end-to-end
integrated logistics and distribution software, but initial developments were achieved already
during 2001” (Stone, 2013, p. 164; ref. Repo, 2018, p. 55). Even later Amazon has improved
its distribution. For instance, Amazon invested in “internet-to-door delivery services”
(Amazon.com Inc., 2000c), and in 2002–2005 “focused especially in improving its
distribution capabilities and search tools” (Repo, 2018, p. 59). As discussed earlier, continuous
pursuit of enhancing the service offering eventually led to creating platforms based on those
capabilities (e.g. AWS and FBA). Moreover, turning its capabilities into platforms improved
the convenience of the shopping experience even further. FBA, for instance, fed into
“Amazon’s virtuous cycle: higher volumes, the lower cost per unit delivered, enabling lower
prices, increasing sales volumes” (Repo, 2018, p. 67).

Bezos wanted its service to tell the exact delivery times to its customers (Stone, 2013, pp. 170,
173; ref. Repo, 2018). In 2001, Bezos even stated that “this is the right time to focus on the
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fundamental economics of our business, even if it means sacrificing growth” (Hansell, 2001).
As Repo (2018, p. 61) highlights, “investments into distribution - - have given Amazon
significant competitive edge”. In 2015–2018, Amazon had entered air and oceanic transport
as well as increased the degree of robotization in its fulfillment centers (Repo, 2018). By
means of these investments, Amazon has approached, for instance, near-instant deliveries
(ibid.).

Amazon had improved the customer experience and distribution capabilities throughout the
examination period. The distribution capabilities were a large part of Amazon’s service
offering and were thus discussed in depth in this chapter. Distribution was enhanced both
internally and with external resources, e.g. by investing in a new company. Developing the
customer experience and distribution led to two positive outcomes. First, Amazon enhanced
its world-class service offering in retail, which has very likely added customer value. Second,
the capabilities led to creating new platforms, which, as discussed, drove down costs and
increased the quality-price ratio of products and services.

Facebook started as a simple matchmaker, but after a couple of years, it launched new
innovative features. In 2006, during the same month as the global expansion, Facebook
launched the “News Feed”, which has become the “backbone of Facebook’s allure” (Laukia,
2018, p. 50). News Feed was “built around this master idea of meeting a fundamental
unanswered user need, the need to have an overview of what is going on in one’s social life”
(Laukia, 2018, p. 52). A month later, Facebook launched the “Share” feature. Other innovative
features at that time included the possibility to tag people photos uploaded on the platform
(Laukia, 2018). As discussed earlier, Facebook improved tis service design iteratively after
every micro-market launch (ibid.). Facebook changed and added features so that they would
maximize selected KPIs, which represent e.g. user engagement (discussed in more detail in
Chapter 5.6.2) (ibid.). The product was improved constantly over time. For instance, between



79

2012–2015, Facebook made “modifications to the News Feed so that it became easier for people
to unfollow friends and Pages they had Liked” (Laukia, 2018, p. 95).

Facebook made a choice to leverage third-party developers on a vast scale (ibid.). Facebook
realized that engaging third-party developers offered an enormous pool of talented resources,
who could improve Facebook’s service by building complementary applications (ibid.).
Moreover, developers could even offer better solutions to replace the original default
applications (e.g. the “Photos” feature) (ibid.). Going mobile was also highlighted as a game-
changing move, since Facebook made the decision to go mobile early and managed to seed
the habit of using Facebook into users’ smartphone usage (Evans & Schmalensee, 2016; ref.
Laukia, 2018).

Especially in the beginning, Uber operated a fairly simple service model (Mohn, 2017).
However, since the very beginning, Uber focused on “improving the service to be reliable
and fast in getting rides” (Mohn, 2017, p. 27). To improve its service, Uber monitored a
variety of variables (e.g. number of active drivers) with software (discussed in more detail in
Chapter 5.6.3) (Mohn, 2017). Having improved the reliability and the speed of getting rides,
Uber positioned itself as a luxury transportation service. As discussed earlier, Uber was more
expensive than taxi services, but cheaper than traditional car services (ibid.). Mohn (ibid.)
states that Uber was careful when expanding to new markets. More specifically, Uber refined
its service model after every market expansion so that it could better rely on its service when
expanding again (Business of Apps, 2015; ref. Mohn 2017).

After having improved the quality of the service, Uber introduced UberX, a model, where
the trips were mostly cheaper than those of taxis, especially when the trips cost more than 35
dollars (Silverstein, 2014; Picchi, 2016). Introducing UberX led to an explosive increase in the
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supply of drivers within the platform, which allowed Uber to improve the service further
(Mohn, 2017). Uber introduced new platforms after it had improved the UberX service to a
wanted level (ibid.). As discussed earlier, the introduction of APIs improved the customer
experience, allowing passengers to request rides outside the application, among other things
(ibid.).

To build an unmatched service offering, all three companies built innovative features since
the very beginning. Moreover, all companies kept on improving their service throughout the
examination period. Improving the service included adding new features, creating new
platforms and driving down costs. To address the importance of service design, Laukia (2018,
p. 66) addresses that “the key to engagement is designing a great product or service, one that
users find value in and use time and time again”. In conclusion, developing an unmatched
service offering seems to be part of the whole value creation process from start to finish.

It could be stated that an unmatched service offering has both short-term and long-term
benefits for platform owners. In the short term, the companies can leverage their competitive
service to solve the chicken-or-egg problem. More specifically, an unmatched service and
superior features could subsidize some of the platform sides by creating stand-alone value.
However, in the long term, the company may need to keep on improving the service.
Assuming competition in the market, improving the service could increase user engagement
and lower the willingness of users to switch to another platform.
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Among the case companies, data and analytics played a crucial role in the process of
improving the service offering. This chapter discusses, how the case companies utilized data
and analytics in improving their service.

From the very beginning, Amazon gathered and analyzed data by utilizing its existing
channels. For Amazon’s personalized book recommendations for buyers were enabled by
product reviews, book metadata, customer purchase history, preferences, and page visits.
Moreover, when Amazon made its first category expansions, it validated the category choices
by means of sales data received from the MSP marketplaces. Indeed, Amazon made choices
on products, placements and pricing by launching a category first through Amazon
Marketplace. The aforementioned distribution capabilities and were improved often by
utilizing operational data received from logistics software. (Repo, 2018)

Facebook had also embraced data-driven decision making since the very beginning (Laukia,
2018). It has even been regarded as one reason why Facebook beat MySpace (King, 2010).
Since day one, Facebook’s “North Star Metric”, i.e. the ultimate metric that mattered the
most (Ellis, 2017), had been user engagement (Laukia, 2018). Facebook’s North Star Metric
has remained the same over time, but the company “has become increasingly sophisticated in
measuring it with each iteration“ (Laukia, 2018, p. 52). The measures around user engagement
included, but were not limited to “DAU/MAU” (daily active users / monthly active users)
and “L7/8” (number of users who used Facebook seven out of the last eight days) (Hoefflinger,
2017; LaCalle, 2016; ref. Laukia, 2018). One of the identified reasons, why Facebook beat
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Google+ despite Google’s large user base, was Facebook’s overwhelming user engagement
compared to that of Google+’s (Laukia, 2018). When Google+ launched in 2011, Facebook “had
already reached half of the early majority (or reached ~34% diffusion) of global Internet users”
(Laukia, 2018, p. 99).

An integral example of data-driven decision making was the introduction of the Like button.
The idea of the Like button was brought up by engineers, but to get an approval from the
management, the features needed to be backed by key data using testing analytics (Bosworth,
2014). When these new features were launched, they started to generate vast amounts of new
data. Facebook had even formed new data-driven professional groups to focus on fueling
growth, when the user base growth was seen to stagnate (Hoefflinger, 2017; ref. Laukia, 2018).
When Facebook started to monetize its platform with advertising on a larger scale, it
monitored the users’ reactions very closely by means of data and analytics. Moreover,
Facebook was said to increase the amount of advertisements slowly (Hoefflinger, 2017; ref.
Laukia, 2018). Laukia (2018, p. 100) highlights this event by describing that it was “possibly
the most important single event in which data and analytics played a crucial role”.

Already when Uber operated its first service business, it continuously monitored pickup times
and the number of active passengers and drivers. For these purposes, Uber utilized a “God view”,
showing the locations of all drivers and passengers on a map (Chen, 2011). In addition, Uber
used heat maps to illustrate the different waiting times in a city at any given moment. Using these
analysis tools led to a conceptual insight of building a surge pricing mechanism for the platform
(Mohn, 2017). In addition, Uber used the insights arising from the data to improve the time and
price estimates for the rides in the application (Mohn, 2017). Another aforementioned feature,
which was enabled by the use of data, was the GPS tracking of the drivers (ibid.). When UberX
was launched and led to an increase in the amount of data within the platform, Uber could
improve its service even further (ibid.). Mohn (ibid.) also highlights that data-driven tools allowed
the optimization of routes, which, in turn, led to reducing the costs of trips. In conclusion, the
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extensive use of data led to both improving existing features and creating new ones, as well as to
creating new platforms.

All the case companies improved their businesses with the extensive use of data and analytics.
Many of the improvements, new features and even new platforms were created after insights
were gathered from data. In fact, it could even be stated that data and analytics were part of
the reason, why Amazon, Facebook and Uber could create successful platforms. For instance,
Amazon needed data for improving its distribution so that it could eventually turn its
capability into a platform (i.e. FBA). Facebook, in turn, could monetize its advertising
platform, because it had an enormous amount of valuable data on its users.

Data and analytics seem to improve the service design both directly and indirectly. Direct
impact refers to events, where a platform company creates a feature that requires a vast
amount of data. For example, Uber could not have developed or used the surge pricing
mechanism without the extensive use of data, because the mechanism is driven by the supply
of data on its drivers and passengers. Indirect impact, in turn, refers to events where data is
used to gain insights and understanding on customers. The cumulated understanding, in turn,
may lead to the creation of new features and platforms. Among the case companies, most
often the service development was fueled by data and the insights emerged from it. Launching
and experimenting with new features and platforms, in turn, created new data, which again
fueled decision making and created new insights. Mohn (2017) frames these decision-making
events as “conceptual insights”, a terminology adopted and discussed by both Repo (2018)
and Laukia (2018). The process of developing conceptual insights is discussed in more detail
in Chapter 5.7.
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This chapter discusses the process of developing and utilizing conceptual insights in making
qualitative leaps in the business models and services. A conceptual insight is an event of
qualitative realization, a term first introduced by Mohn (2017) in his case study on Uber.

Over time, Amazon had made a variety of changes and additions to its business model by
utilizing data and analytics and experimenting. One of the first insights was to choose music
and movies as the category expansions in 1998, three years after launching the webstore
(Repo, 2018). Choosing music and movies rooted from analyzing identified segments and
realizing that they were the “most similar items to books, allowing building on Amazon’s
existing strengths” (Repo, 2018, p. 42). Similarity between these categories included
consumers’ purchase decision patterns and a large number of titles which were not provided
by physical stores (Repo, 2018). When Amazon introduced the new categories, it built the
same protocol around them, including a wide selection and search tools (ibid.).

Expanding to music and movies was a step towards becoming “the Everything Store”, a
business model vision that Bezos introduced in Amazon’s first fundraising discussions in
1995 (Stone, 2013, p. 42; ref. repo, 2018). However, a far more significant step towards that
vision was to open the retail platform for third-party sellers. Even though Amazon had
expanded to many other categories over the years (e.g. 11 new categories in 2000 alone)
(Repo, 2018), opening Amazon Auctions (the first retail platform) allowed customers to buy
and sell “virtually anything” on its website (Amazon.com Inc., 1999a). However, as discussed
earlier, Amazon made changes to its first retail platforms and even reduced the scope of
available categories, when it introduced Amazon Marketplace (Stone, 2013, p. 115; ref. Repo,
2018). Over time, when Amazon had found a suitable platform business model by means of
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iterative experimentation, it started to broaden its platform business and e.g. increased the
number of categories on the platform. Lacking profound details on the platform decision, it
seems likely that Amazon could not have concluded the introduction of third-party sellers
purely from data analysis. As a result, introducing third-party sellers could be described as a
qualitative change in Amazon’s business model. However, data and analytics may have
provided evident support for realizing that Amazon did not have the capacity nor capabilities
to become “the Everything Store” without external resources.

During the later years, one of the most significant conceptual insights were linked to opening
new platforms. Indeed, as discussed earlier, Amazon had realized that it had enough
capabilities and capacity to provide its distribution as a service for third-party sellers (Repo,
2018). Thus, Amazon launched Fulfillment by Amazon (FBA). This change turned Amazon
into an industry platform in eCommerce and further drove down unit costs (ibid.). An
analogous realization supported the launch of Amazon Web Services (AWS). In other words,
Amazon realized that the development toolkits, which were in use internally, could be
monetized by providing it as a service for other developers (ibid.).

In the case study on Facebook, the insights were mostly highlighted to be part of a more
continuous service development process. The case study highlights conceptual insights in the
small-scale process of developing and adding new features. Laukia (2018, p. 54) labels these
small-scale realizations as “conceptual micro-insights”. Insights, which changed Facebook
service or business model significantly, include the worldwide expansion of its platform,
introducing the News Feed, introducing platform to third-party developers, and changing the
monetization logic towards large-scale advertising.
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As described earlier, Facebook launched its platform worldwide after iterative user base
expansions, which helped Facebook to gain new insights on the user behavior and eventually
refine the service. When Facebook launched worldwide, Facebook’s resident blogger Carolyn
Abram in Facebook’s official news article that Facebook “started at one school, and realized
over and over again that this site was useful to everyone – not just to Harvard students, not
just to college students, not just to students, not just to former students. We’ve kept growing
to accommodate this fact” (Facebook Inc., 2006).

When Facebook launched the News Feed, Facebook was a far less dynamic website, where
observing information on other people required manual search (Wallaroo Media, 2017). Thus,
launching News Feed on top of the platform represented a significant change in the service
concept. Laukia (2018) discusses that the News Feed – along with its ability to meet unserved
customer needs of observing the lives of others – was an insight by Chris Cox, the chief
product officer of Facebook back then. It seems that the News Feed was a highly qualitative
conceptual change, which did not emerge evidently from existing data within the platform.

Facebook’s introduction of third-party developers could be seen as incremental. In 2006,
Facebook opened the first beta version, which involved roughly 70 companies (Arrington,
2007; Laukia, 2018). After that, third-party developers were given access to draw information
on people, when Facebook launched the “Social Graph” in 2007 (Facebook, 2007b). Three
years later, Facebook expanded the Social Graph by launching the Graph API, which allows
developers to draw information on even more objects, such as photos and events (Laukia,
2018). Laukia (2018) finds that launching the Graph API truly turned Facebook into an
industry platform, since the Graph API allowed developers to provide significantly more
value to the platform than the Social Graph. Nevertheless, Facebook’s open development
approach has given Facebook additional resources, enabling Facebook to focus on improving the
News Feed and the whole user experience, while Facebook’s partners have innovated in other
areas (Ahonen, 2017; ref. Laukia, 2018).
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As discussed earlier, monetizing the platform with advertising was a relatively late choice. Before
that, Facebook had leveraged e.g. game developers to generate revenues, but even then, Facebook
“knew it would eventually have to decouple with gaming companies and find another more
sustainable avenue to monetize the platform” (Laukia, 2018, p. 109). Laukia (2018, p. 108)
describes that “Facebook’s executives knew the company had to redesign their business model
and aim for a future where “the best possible ad would be chosen to the best target person”.
Facebook most likely chose advertising as the business model, because it was the most obvious
solution. However, the company most likely entertained other options as well such as charging
for API access or freemium user accounts before putting all their eggs into one basket.”

When Facebook chose to monetize its platform with large-scale advertising, it realized that it had
to tackle a variety of challenges, such as improving the company’s understanding on its customers,
innovating new ad formats, and developing high-end tools for advertisers (Laukia 2018).
Moreover, Laukia (2018, p. 109) even states that “for to this reason not considering monetization
and open development together at this point in Facebook’s development would be senseless”.
Hence, similar to opening the Social Graph, choosing marketing partners as a key stakeholder
group originated from the realization of utilizing external resources in service development.

Uber’s biggest game-changing insights, which led to changing its service concept significantly,
were launching the UberX service, opening the platform to third-party developers, and
launching new platforms (e.g. UberEATS). As described earlier, Uber had launched its first
service concept by connecting passengers with taxis and private hire cars. When Uber
launched UberX, it had already “developed the mechanisms that increased trust and improved
the quality of the service” (Mohn, 2017, p. 32). The service was refined with sophisticated data
analysis tools, such as the before-mentioned “God view”, and by leveraging insights gathered
from geographical expansions (Mohn, 2017). Thus, when Uber launched UberX, it utilized its
existing service concept. One of the evident advantages of UberX were the expected expansions
in both supply and demand of rides. More specifically, using private cars enabled reductions in
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ride fares, meaning that “the target customers would not be limited to people that used taxis, but
target customers would also include people that would normally not afford taxis” (Mohn, 2017,
p. 32). In addition, the supply was driven by the fact that the “number of cars still vastly exceeds
the number of taxis and private hire cars” (Mohn, 2017, p. 41). Nevertheless, Mohn (2017, p. 33)
also addresses that “the idea of using private people’s cars to transport other people has been
known for a long time”. For instance, Sidecar and Lyft had introduced similar ride-hailing services
before Uber (Paul, 2017).

In 2014, roughly two years after launching UberX, Uber started experimenting with new
platforms. As discussed earlier, many of these new platforms have not yet created significant
revenues. However, UberEATS, which largely relies on existing assets (i.e. cars and drivers)
(Mohn, 2017), has showed promising financial results (Uber, 2019; Paul, 2019). Between UberX
and the new platforms of 2014 and 2015, Uber had developed its service by introducing many
of the before-mentioned features, such as the rating system and driver insurance (Mohn,
2017). Uber introduced its API in 2014, allows e.g. “3rd parties to order transportation from
outside the Uber application” (Mohn, 2017, p. 44). Somewhat analogous to Facebook’s
introduction of APIs, Uber could leverage external resources to refine its service concept.

The case companies made a variety of significant changes and additions to their services
throughout the examination period. In most cases, the exact mechanism of developing
conceptual insights could not be observed from the case data. However, many identified
events imply that conceptual insights were intangible realizations (e.g. Facebook introducing
the News Feed), while sometimes insights seem to have been formed by means of extensive
capabilities in data and analytics (e.g. Amazon introducing FBA and AWS). In either case,
conceptual insights always seemed to represented events, where a realization lead to a
qualitative leap in the service concept or business model. Even Facebook, the development
processes of which were highlighted as incremental, made qualitative leaps over time. The
examples raised in this chapter represented realizations that led to mostly successful
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outcomes. Failed experiments, such as Amazon’s Fire Phone (discussed in Chapter 5.3.1) can
be seen as explorations that lead to new data and insights, which improve the likelihood of
creating successful changes to the service in the future. In many cases, the insights combined
experimentations with the existing service concept (e.g. Uber introducing UberX and
UberEATS), forming a link between new and old elements. This seems somewhat intuitive,
since using an existing service concept likely allows the company to utilize insights from the
existing service and reduces the time-to-market of the feature.
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This chapter discusses the emergent framework platform evolution, which was built based
on the cross-case analysis on Amazon, Facebook and Uber. The chapter also compares the
main theoretical contributions with existing literature and addresses the limitations of this
study as well as potential areas for further research.

Having conducted a cross-case analysis on Amazon, Facebook and Uber, the main
contribution is the theoretical framework of platform evolution, which is summarized in
Figure 4 below. Based on the findings, the process of platform evolution consists of five main
platform business processes. These five processes are (1) choosing and adding market sides,
(2) launch strategies and solving the chicken-or-egg problem, (3) designing and changing the
business model, (4) establishing and enforcing ecosystem rules, and (5) developing an
unmatched service. These processes are highly parallel and interrelated and can be observed
throughout the existence of the platform. For instance, a company may introduce a new
innovation platform, which changes its business model and leads to adding new market sides.
Exception of the continuity are the launch strategies and the process of solving the chicken-
or-egg problem, which is emphasized in the beginning, when the platform is opened. These
five platform business processes change the type of the platform over time. Before opening
the platform, however, the company may already exist by having operated an alternative
business model. Based on the case example of Amazon, a company may even continue
operating its old business model alongside its platform business.
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When a company opens its platform, one of the initial steps is to choose the market sides.
The findings suggest that the company likely chooses the first market sides, which consist of
core participant groups, around which the platform functionalities are generally built. In
addition, the platform company may also bring other sides onto the platform on a small scale.
An example of this is Facebook, which leveraged advertisers on a tiny scale during physical
micro-market launches. One of the hypothetical benefits of starting with a narrow set of
market sides is that the platform company can concentrate its service development efforts
based on a simple feedback loop. Over time, the platform company tends to add market sides
and expand existing sides. These new market sides can include e.g. advertisers and third-party
developers, who are likely to perceive positive cross-group network effects due to the existing
customer base on the platform.

As introduced above, the set of launch strategies and the process of solving the chicken-or-
egg problem is heavily concentrated on the opening phase of the platform. Platform
companies utilize a variety of launch strategies to attract its initial market sides on the
platform. These strategies include subsidies, seeding users on the platform, micro-market
launches, piggybacking and marquee users. In a sense, some of these strategies could be
perceived as a means to compensate the lack of existing network effects which would provide
value for the focal sides. Micro-market launches, in turn, seem to be a way to reinforce
network effects by increasing the network density locally. This seems to be a justified strategy
for companies like Facebook and Uber, whose users are likely to benefit more from the
relevant or local network than from the whole network. All in all, these strategies are focusing
on solving the chicken-or-egg problem, a major challenge for rising platforms. Nevertheless,
some of the so-called launch strategies can be utilized continuously. For instance, if the
platform company (e.g. Amazon) offers products with lower prices than its competitors, it
may leverage this advantage both during the launch and in the future.

The third process in the set of business processes is designing and changing the business
model. Based on the findings, platform companies may not always focus on monetizing their
platforms from the very beginning. Instead, platforms may even leverage different sources of
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funding to cover expenses from an increasing user base. Platform companies may also
experiment with different business models over time. Moreover, changing or emphasizing
the monetization efforts long time after opening the platform does not necessarily imply that
a company will fail to become profitable. For Facebook, the current monetization model of
advertising was launched on a large scale roughly eight years after opening the platform.
However, platforms need to be careful when altering and experimenting with monetization
logics, since it may change the perceived value of the platform among its users. For instance,
increasing the number of advertisers may generate negative cross-group network effects from
the viewpoint of other users, which may harm user engagement.

The fourth set of events consists of establishing and enforcing ecosystem rules. Platform
companies utilize these rules as means to reach their premediated internal goals and to react
to external events. For instance, internal reasons include increasing the openness of a
platform (e.g. allowing access for users from different geographies) or avoiding harmful
behavior (e.g. filtering fake user accounts). Reacting to a crisis (e.g. crime among the user
base) is an example of an external event. As the external environment and internal context
change over time, platform companies need to continuously establish, change and enforce
their rules correspondingly. One of the key goals, however, is to create and maintain trust
among platform participants. Other goals include enhancing user engagement and the
perceived quality of the platform. As with changing the business model, platform companies
need to monitor the reactions of its platform users, when the rules are changed.

The fifth process is developing an unmatched service. The findings suggest that service
development is a cyclical and staged process, consisting of both incremental refinements and
qualitative leaps in the service offering. More specifically, the service development could be
divided into three stages. First, the existing service is refined incrementally, and new features
and services are experimented. In this phase, data and analytics are utilized to gain
understanding on the impact of the refinements and experimentations. Second, increased
understanding may lead to conceptual insights, which are qualitative realizations on how the
platform should be changed. A conceptual insight may be highly distinct from the existing
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service. The first stage refines and possibly adds smaller features to the existing service,
whereas conceptual insights lead to making significant changes in the form of new services,
platforms or features. Making these major changes is the third stage, on top of which new
refinements and conceptual insights are built, creating a service development cycle. The
platform companies develop their services continuously. When a platform is opened, having
an unmatched service can be used as an asset to solve the chicken-or-egg problem, since it
creates stand-alone value for platform users. In the long term, an unmatched service is a key
driver for user engagement and helps to attract new participants and prevent existing ones
from leaving the platform.

As discussed above, the aforementioned processes change the platform types over time. Even
before opening the platform, the company may operate with an internal platform. Due to its
relatively ambiguous definition, many companies could be labeled as internal platforms
before opening the platform. When a platform is opened, adding the initial sides leads to a
multi-sided platform. A multi-sided platform is then turned into an industry platform, when
the platform owner introduces third-party developers onto its platform. At the same time,
this by definition turns the company into a hybrid company. However, hybrid companies
vary in terms of how significantly they leverage and give access to external developers.
Platform companies may also add new platforms, thus holding a platform portfolio.

In addition to the whole aforementioned framework, the main contributions of this study
were (1) that platform evolution consists of five overlapping business processes, and (2) the
order of platform types throughout the evolution. This chapter discusses these findings and
compares them with existing literature on platforms and organizational evolution.
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This study utilized the platform types that have been introduced in existing literature (e.g.
Gawer 2014; Cusumano et al., 2019). The findings are in line with Gawer’s (2014) idea that
platforms make a shift from an internal platform towards an industry platform, when they
increase their openness. However, the findings suggest a more granular combination of steps
between platform types throughout the platform evolution. Firstly, internal platforms seem
to turn into multi-sided platforms, and then into industry platforms. The case study did not
find supporting evidence for supply-chain platforms as a separate stage in the evolutionary
path. However, as Gawer (2014) addressed, supply-chain platforms can be categorized as a
special type of internal platforms. Secondly, this study included the three platform concepts
introduced by Cusumano et al. (2019), i.e. transaction platforms, innovation platforms and
hybrid companies. The emergent framework specifies that when MSPs – also transaction
platforms in this case – turn into industry platforms, they also can be described as hybrid
companies by definition. Thirdly, the framework highlights the inclusion of multiple
platforms by introducing a new stage at the end of platform evolution, namely the platform
portfolio.

The case study also identified elements of platform creation, strategy, which were discussed
by Parker and Van Alstyne (2016). The case studies covered all discussed launch strategies,
i.e. subsidies, seeding and marquee users, micro-market launches, and piggybacking. In
addition, the case study found competition from all three levels – between platforms, between
platforms and partners, and between partners.

The case study also identified Cusumano et al.’s (2019) four steps of building a platform.
However, whereas Cusumano et al. (ibid.) describe the four processes as sequential steps, the
study findings suggest that the steps are taken somewhat simultaneously. More specifically,
the findings suggest that all four steps are taken, when a platform is opened. Except for
solving the chicken-or-egg-problem (and launch strategies), the processes seem to continue
in parallel over time. However, as Cusumano et al. (ibid.) and the study findings suggest,
transaction platforms mostly start with only two sides and add more sides over time. The
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study also shed light on the benefits of establishing and enforcing platform rules, including
trust, user engagement and the increase in the perceived platform quality.

To explicate the evolution and success of platform companies, the study also emphasized the
importance of developing an unmatched service offering, a concept not highlighted as a
separate driver of success in the referred literature. To some extent, the concept could be
labeled as one form of subsidy, which is an existing term in the platform literature. More
specifically, a competitive service offering provides stand-alone value for platform users.
However, it is also a driver of user engagement, limiting the willingness of platform users to
switch to another platform. In addition, the case study also addressed the temporal aspect of
the concept by showing that that the focal companies kept on improving their service
offerings over time. The emergent framework provides a granular structure around the
concept, consisting of service refinement and experimentations aided by data and analytics,
conceptual insights and making significant changes in the service offering. Consequently, this
process structure provides insights on the pace and rhythmical changes of platform evolution.
More specifically, the observed evolution processes include both steady periods of
incremental refinement and discontinuous periods of rapid change. As discussed in the review
on current literature, the referred theoretical frameworks did not fully match the observations
in this study. The periods of incremental development and experiments showed analogies to
evolutionary change theories. However, the leaps in the business model and service offering
did not necessarily transform the business entirely. Instead, the leaps sometimes introduced
new platforms and business models without removing old business models. Addressing the
change theories discussed in the literature review, this notion provides new aspects for further
discussion.

As discussed in the previous chapter, this case study provided a variety of insights on platform
evolution based on three case studies. However, this is only among the first steps towards
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understanding and conceptualizing the topic at hand. The limitations of this study emerge
from what is left outside the scope of this study as well as the study content itself. These
limitations and topics of further research are discussed in this chapter.

In terms of content, the study relied mostly on publicly available data. In Laukia’s case study
on Facebook, interviews were used to support the analysis. However, the case studies on
Amazon and Uber would also have benefitted from interviews, considering that e.g. Amazon
is a secretive company (e.g. Stone, 2013, pp. 44, 57; ref. Repo, 2018). Following on
Eisenhardt’s views on case studies (1989), combining more comprehensive quantitative data
and qualitative data could have provided additional insights.

The chosen sample includes a variety of challenges. First, the sample size is relatively small.
Second, based on Cusumano et al.’s (2019) categorization, the study did not include any pure
innovation platforms. Facebook and Amazon became hybrid companies, but especially the
study on Amazon emphasized the transaction platforms instead of innovation platforms (i.e.
AWS). Third, as discussed in previous chapters, Uber has constantly struggled in building a
successful and profitable business. Even though Uber is a justified choice for analyzing how
platforms evolve, it may not be suitable for analyzing the best practices of successful platform
businesses. In conclusion, the framework should be tested with other platform companies.
On top of that, studies could be conducted on both successful and failed platforms or
platforms that have not reached platform leadership. This is a viewpoint that was also stressed
by Repo (2018). This could help in differentiating the common factors among successful
companies and those of failed ones.

An additional aspect worth investigating is platform competition, as this cross-case study did
not dive deep into how the companies competed against others in the market. Examples,
which were introduced in this study, include the competition between Amazon and eBay and
between Facebook and Google+. These well-known matchups could provide a decent basis
for further studies.
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More studies could be conducted on fitting views from organizational evolution into the
context of platforms. This study did not find an errorless match between platform evolution
and organizational evolution frameworks. However, the processes and growth of
interorganizational collaboration and innovator networks may provide fruitful views for these
purposes. This was also addressed by Gawer (2014).
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