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There is growing interest towards platform economy in businesses in all industries. There has
been recognized features which help platform to become more successful. This thesis is based
on literature review and interviews within the context of this case study. | complemented my
interviews by case company. The case company is small innovative start-up company that
operates in seven countries, mainly in Europe. The case industry is in electrical industry. Even
though electrical industry is old, platform industry in it is quite new. Hence business
environment is in early stage and there are hundreds of different sides which work together.

These cause some friction and problems.

As a result, | concluded suggestions of strategic decisions which should be thought to get the
platform more platform-like and create more value with it. Goal is to help platform owners to
improve design, pricing, openness and governance of case company’s platform and make it
multi-sided. The result is case specific, but can be applied to other same kind of cases in

similar industries.
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Monilla aloilla on kasvava kiinnostus alustataloutta kohtaan. Kirjallisuudessa on tunnistettu
ominaisuuksia, jotka auttavat alustan menestymiseen. Tama diplomityd perustuu
kirjallisuuskatsaukseen ja haastatteluihin. Haastatteluja tehtiin niin kohdeyrityksessa kuin
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toimii seitsemassa eri maassa, lahinnd Euroopassa. Yritys toimii sédhkotoimialalla. Vaikka
sahkdala on vanha, alustalous on siind melko uutta ja tdman takia tutkimuksen
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Strategic Decisions for Becoming a Multi-Sided Platform: A Case Study

1. Introduction

In recent years, many high-technology industries have become platform
battlegrounds. To succeed in these markets, companies need distinctive
competitive strategies. This is mainly because the products are parts of
ecosystems which combine core components made by one company with
complements made by a variety of companies. By forming an ecosystem of
innovation by working together with the companies supplying complementary
products and services, a company can greatly increase the value of their
innovations as more users adopt the platform and its complements. Fact is still
that many companies fail to turn their products into industry platforms. (Gawer

and Cusumano, 2008)

One important characteristic is “multi-sidedness”. Many organizations make
choices which determine how close or how far they are from a multi-sided
economic model. These choices also carry significant economic trade-offs. (Hagiu
and Wright, 2015) Other one is the level of openness. According to Eisenmann et
al. (2008) a platform is “open” when no restrictions are placed on participation in
its development, commercialization or use or any restrictions are reasonable and
non-discriminatory. Companies generally must have a strategy to open their
technology to complementors and create economic incentives for other
companies to join the same ecosystem and adopt the platform technology as their
own. This allows their technology to become an industrywide platform.
(Cusumano, 2010) As Ghazawneh and Henfridsson (2013) says in their article
Balancing platform control and external contribution in third-party development:

the boundary resources model, to successfully build platform ecosystems the
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focus of the platform owner must shift from developing applications to providing

resources that support third-party developers in their development work.

This research was started from the need of the company. The company wanted to
know how to get their platform more open and easier to take in use. A case study
approach was best suited for the study. The literature review discusses the
concepts of platforms and aspects that have to be thought when thinking needed
strategic decisions of becoming a platform company. Besides literature review,
interviews were conducted. These interviews focused on the current state of the
case platform to gain the best possible understanding of how case platform is

working.

Based on interviews and literature review is conducted suggestions of strategic
decisions that should be made to be able to get platform more platform-like and

create more value with it.

A solution is mainly discussed in the frame of Andrei Hagiu's article Strategic
Decisions for Multisided Platforms (2014). Strategic decisions concern the number

of sides to bring on board, design, pricing structures and governance rules.

“For pipeline firms, the writing is on the wall: Learn the new rules of strategy for a

platform world, or begin planning your exit.” (Van Alstyne et al., 2016 p.16)

1.1.  Structure of the thesis
This thesis consists of literature review, discussion of methods and
methodology, case industry introduction, research problem introduction,
solution for research problem and discussion about the case. The literature
review will first go through the background and basic concepts of a platform. It

will be followed by concepts of network effects and level of openness, which are
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important concepts related to platforms. Then platform governance is shortly
discussed followed by third-party development, boundary resources and
complementary assets, which all enable more value creation to a platform. In

last part of the literature review is previewed some common platform strategies.

After literature review methodology and methods used in this case are discussed.
Then case industry and case company are shortly introduced to give an idea about
the business environment in this case study. After that is the introduction to
research problem which is followed by the solution to the research problem. The
solution follows main themes noticed by Andrei Hagiu in his article Strategic
Decisions for Multisided Platforms (2014) under which different strategic
decisions should be made. These are platform design, sides of the platform,
pricing and governance and level of openness. In last part of the solution is
presented points from literature which didn't fit under previous categories, but
were seen useful. The final chapter is "Discussion”. In this chapter, the solution
presented in the previous chapter is discussed, some own ideas and suggestions
of writer and ideas and suggestions from interviews are introduced. Possible next

steps company can take and possible future state is speculated.
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2. Literature review

In this section is gone through the literature concerning the concepts of this thesis.
First is discussed the platform's concept in general — background and typology of
a platform and in this thesis important platform model, multi-sided platform.
Then there is the discussion about different network effects. After that, concepts
of the level of openness and platform governance. Next is gone through third-
party development, boundary resources and complementary assets of a platform.
In the last section, different platform strategies mentioned in literature are

discussed.

2.1. Platforms

In this section of literature review concept ‘platform’ is introduced. First is told
about the background of the concept and then the typology of platforms is
discussed. In the third chapter is introduced multi-sided platform model, which

is notable regarding this thesis.

“A platform provides the infrastructure and rules for a marketplace that brings
together producers and consumers. The players in the ecosystem fill four main
roles but may shift rapidly from one role to another. Understanding the
relationships both within and outside the ecosystem is central to platform

strategy” (Van Alstyne et al., 2016 p. 4)
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Figure 1: The players in a platform ecosystem (Van Alstyne et al., 2016)
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2.1.1. Background
Platform economy and concept platform have developed in three different waves
in beginning of 1990 (Seppala et al., 2015) These three distinct but related fields
are product development, technology strategy and industrial economics. In
product development platform described projects that created new products or
product families for a company. Then word “platform product' was introduced to
describe a new product that met expectations and was easily modified. This was
followed by research on ‘platform investments', ‘platform technologies' and more

general ‘platform thinking'. (Gawer, 2009)

In technology strategy platforms were seen as valuable points of control in
industry and to have the ability to determine both the success and failure of the
firms and the evolution of product design (Rochet and Tirole, 2003). Concerning
this field a lot of case studies about Intel, Microsoft and Cisco have been made
and based on these, Gawer and Cusumano (2002) built a framework for “platform

leadership’ in rapidly evolving product system. (Gawer, 2009)
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In industrial economics “platform” was adopted to mean product, service, firm or
institution that arbitrates transactions between two or more groups of agents.
With this subject came up a ‘chicken-egg-problem’, which must be solved by
platform-owners. Typically this is solved by cross-subsidizing between groups or
giving away services or products free. (Gawer, 2009) In my thesis platforms are

reviewed in the field of industrial economics.

2.1.2. Typology of Platforms
Gawer (2009) divides platforms into four different types internal platforms,
supply chain platforms, industry platforms and multi-sided markets or
platforms. They differ for example by context, a number of participants, platform

objectives and design rules.

The first type is an internal platform. This type is observed within the firm and is
widely used in product development. The second type called supply chain
platform extends the type of internal platforms into supply chains to create and
launch derivative products. This kind of platforms are common in the automotive
industry. The third type is industry platform. Gawer (2009, p. 54) defines industry
platform in following way: “Industry platforms are products, services or
technologies that are developed by one or several firms, and that serve as a
foundation upon which other firms can build complementary products, services
or technologies." The main difference to supply chain platform is that the outsider
tirms and individuals developing complementary assets are not necessarily part

of the supply chain. (Gawer, 2009)

Recently in the industrial organization literature has been started to use term
platform about certain kind of double-sided or multi-sided markets. There are

many important similarities between industry platform and multi-sided markets,
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for example the existence of indirect network effects. However, all multi-sided
markets are not platforms. All industry platforms facilitate innovation in new
products, technologies or services, but all multi-sided markets don’t. (Gawer,

2009) More about multi-sided markets will be told in next chapter.

Should be noticed that also standards are not necessarily platforms even though
they help the interoperability of platforms and ecosystems (Seppala et al., 2015).
Standards are rules and protocols which specify how to connect components to a
platform or how to connect different products and use them together

(Cusumano, 2010).

2.1.3. Multi-sided platforms
Multi-sided platforms were mentioned as a phenomenon in business literature
first time in the year 2000 in Jean-Charles Rochet's and Jean Tirol's article
"Platform competition in two-sided markets". They recognized common features
and business models in industries which basically differed from each other where

interaction between different customer groups was enabled. (Evans and

Schmalensee, 2016)

There is a growing interest in the economics of multi-sided platforms in
companies. In many MSP models, multi-sidedness has been treated as a given
characteristic of the relevant industries and companies. Many organizations make
choices that determine how close (or far) they are from a multi-sided economic
model. These choices carry significant economic trade-offs. (Hagiu and Wright,

2015)
According to Seppala et al. (2015) multi-sided platforms have three features:

1. It serves two or more different customer groups
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2. Connection between different kind of customer groups creates direct and indirect
network effects (network effects will be discussed in chapter 2.2.)

3. The third party is needed to forward effects between different parties

Different parties in multi-sided markets are the owner of the device and/or
software, which is usually also the provider of the platform, third parties, which
usually provide complement applications and/or devices (e.g. software
developers) and many different users as consumers, operators and advertisers.
Hagiu and Wright (2015) in other hand believe that in fundamental level MSPs

have two key features:

1. Enabling of direct interactions between two or more distinct sides

2. Each of these sides is affiliated with the platform.

By “affiliation” is meant that “users on each side consciously make platform-
specific investments that are necessary in order for them to be able to directly
interact with each other” (Hagiu, 2014 p. 5). These can be fixed access fees like
buying a video game console, used resources like time and money on learning
how to do something or an opportunity cost. All of these features help to
distinguish MSP from related but distinct business models. In MPS multiple sides
have direct interaction with each other, which sets it apart from re-sellers and
fully integrated firms. Before mentioned affiliation by all relevant customer types
(sides) distinct MPS from input suppliers which are not adopted by all sides.
Affiliation by multiple sides is necessary for MSPs to create cross network effects,
which is one key defining property of MSPs as was mentioned earlier. (Hagiu and

Wright, 2015) In Figure 2 is illustrated these differences.
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Figure 2: MPS vs. alternative business models (Hagiu and Wright, 2015)
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The difference when organizing business between traditional one-sided business
model and a multi-sided platform is significant. In a typical business model a
company acquires resources from subcontractors and business partners and then
produces from the end products or services. In the end, these goods are sold to a
customer. These businesses concentrate in getting customers and selling goods
with profit. Multi-sided platform have to in another hand lure at least two
customer groups which differ from each other and enable the cooperation

between those groups. (Evans and Schmalensee, 2016)
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2.2. Network effects

In this chapter, important features, network effects, are discussed. Two kinds of
network effects introduced in literature: direct and indirect networks effects
(sometimes referred as cross-side network effect). Like said in last chapter
network effects are one defining features of MSPs. Also Van Alstynen et al. (2016)
say in their article that network effects are the driving force behind the internet

economy.

In economics, network effects mean a situation where the benefit a person gets
from the usage of some platform correlates with the number of other users or user
groups which use the platform. When the network effect is positive every new
user of the platform increases the value of the platform and the benefits which
old users get. (Seppala et al., 2015) When there is a larger network, the better is
the match between supply and demand and more and better data that can be used
to find matches. Greater scale generates more value, which then attracts more
participants and furthermore this creates more value. More value comes from
increasing returns to scale meaning that mentioned increasing amount of users
will pay more for access to a bigger network, margins improve as user base grows
(Eisenmann et al., 2006). This is another feedback loop which produces
monopolies. The firm which achieves higher "volume" than competitors will also
offer higher average value per transaction. (Eisenmann et al., 2006; Van Alstyne

et al., 2016)

Good examples of network effects are applications like WhatsApp or Telegram.
The usefulness of the apps is highly dependent on how many people use those,
to how many people you can send messages via those apps. In benefit of network

effects, firms can also rationally invest in a product they intend to give away even

10
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if there were no competition (Parker and Van Alstyne, 2005). Examples of
successful businesses benefitting from the network effect are Alibaba, Google and

Facebook (Van Alstyne et al., 2016).

Positive direct network effect is when consumer value a product more if similar
consumer uses it as well. It can arise if using a product is easier if other consumers
use it too or there is more knowledge about that product among consumers. If
consumers value product less because of other consumers use it too, it is called
negative direct network effect. This can happen for example if people want to be

different. Usually direct network effect is positive. (Gawer, 2009)

Indirect network effects, also referred as cross-side network effects mean that the
value to a customer on one side of the platform increases when the number of
participating customers on another side increases (Hagiu, 2014). For example,

drivers derive more value from Uber when there are more users and vice versa.

Indirect network effects can create high barriers to entry to the industry. This
explains why some MSPs have a privileged and often hard-to-assault position in
their respective industries. On the other hand, building those barriers is difficult
because of an inherent chicken-and-egg problem: There needs to be another side
the another to join. Overcoming this chicken-egg problem is one of the most

difficult challenges for many MSPs. (Hagiu, 2014)

Although, indirect network effects don’t alone guarantee high entry barriers. For
an MPS it is also necessary to have high switching costs or high costs to belong to
more than one competing network to keep rivals and new entrants at bay. Good
example about this was provided by Hagiu in his article Strategic Decisions for
Multisided platforms (2014): Groupon and LivingSocial, the early leaders of daily

deals, MSPs that connect merchants with consumers, were valuated really high

11
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because many investors thought that indirect network effects would lead to
market dominance. Groupon's valuation was more than $16 billion in November
2011 and LivingSocial was valued at about $6 billion in a December 2011. By
February 2013 Groupon’s valuation was less than $4 billion and Living Social’s
about $1,5 billion. Investors realized that there are low switching costs on both
sides of the market and it is easy to participate in more than one MSP, which both

made it easy for many daily deal sites to compete in the market.

2.3. Level of openness

According to Eisenmann et al. (2008) it crucial for firms who create and maintain
platforms to select the optimal level of openness. Opening a platform can make it
more attractive to adopt by harnessing network effects, reducing users’ concerns
about lock-in, and stimulating the development of complementary products,
which meet the needs of user segments. A platform is open if there are no
restrictions on participation in its development, commercialization or use or any
restrictions are reasonable and non-discriminatory meaning they are applied

uniformly to all potential platform participants.

Platform-mediated networks include several different types of participants: end
users, complementors, platform providers who also facilitate users' access to
complements, and platform technology developing sponsors. Each of these roles
can be open, meaning that they can be structured to encourage participation.

(Eisenmann et al., 2008) Table 1 shows a comparison of openness by the role in

different platform-mediated networks.

12
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Table 1: Comparison of Openness by Role in Platform-Mediated Networks (Eisenmann et al.,
2008)

Linux Windows Macintosh iPhone

Demand-Side Open Open Open Open
User (End User)

Supply-Side Open Open Open Closed
User
(Application

Developer)

Platform Open Open Closed Closed
Provider
(Hardware/OS
Bundle)

Platform Open Closed Closed Closed
Sponsor (Design
& IP Rights

Owner

Seppala et al. (2015) consider the level of openness from the view of different
actors. They have divided the openness in three different main types like was

done by Gawer (2009) in the typology of platforms. Those types are internal

13
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platform (intranet), supply chain platform (extended intranet) and industry
platform or multi-sided platform (internet). In a view to the level of openness, an
internal platform is closed because it is used only within one firm. Supply chain
platform is semi open while it is used within a supply chain and participants are
several firms within a supply chain. Industry platform and multi-sided platform
are open. They are used in industry ecosystems and industries and one of their
features is openness for third-parties. Different types have different architecture.

These different platforms and architecture levels are illustrated in Figure 3.

Figure 3: Platforms and different levels of IT architecture (Seppild et al., 2015)

NETWORK OF
SYSTEMS

SYSTEM OF
SYSTEMS

Architecture
and
integrating

SMART Controlling
COMPONENT and operating

COMPONENT Monitoring
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Van Alstyne et al. (2016) views openness in two aspects: open architecture and
open governance. Open architecture allows different players of the platform to

access platform resources like app developer tools and create and new sources of

14
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value. Open governance allows other than owner also shape the rules of trade

and reward sharing on the platform.

2.4. Platform governance

Platform executives must make smart choices about access and governance. With
access is meant whom to let onto the platform and governance or control what
consumers, producers, providers and sometimes even competitors are allowed to
do. Platforms consist of architecture and rules. Platform owner must decide how
open those should be. (Van Alstyne et al., 2016) Openness is defined as “lack of
restrictions placed on participation in its development, commercialization or use
or as absence of control at the platform level” (Staykova and Damsgaard, 2015 p.

5).

These choices can be changed and companies also do that often, but every
platform must induce customers and producers to interact and share their
resources and ideas. When governance is effective it inspires and encourages
outsiders to bring their intellectual property to a platform. That won't happen if

platform owner fears exploitation. (Van Alstyne et al., 2016)

According to Ghazawneh (2012) the governance of platform involves two
seemingly conflicting goals: to maintain control and to transfer the design
capability to third-party developers. First a certain level of control must be
implemented over the platform and its services. This control forward helps to
address concerns such as business value, security and integrity and right
management of the platform. Same time platform owner needs to shift design
capability to users. To achieve this, platform owners try to establish boundary

resources that enable application development.
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According to Hagiu (2014) governance rules fall into two major categories: Rules
regulating access to the MSP, who is allowed to join and rules regulating
interactions on the MSP, what are the various sides allowed to do. How strict
rules MSPs have varies a lot. Good example about this is the governance rules of
Android and iOS. Apple has relatively tight restrictions on third-party developers

for iOS and Google is much more liberal.

One other dimension of platform governance is pricing policies. These include
decisions do platform charge both sides or one side, pricing for access versus

usage etc. (Evans and Schmalensee, 2013; Tiwana, 2013).

2.5. Third-party development

Research in platforms recently has recognized the significant value of third-party
developers and contribution they have in platform innovation. The importance
gets greater as they build and sustain the platform innovations with the great
number of complementary assets in the form of software applications and
services. The more applications are developed, more value for the platform and
end-users is created. The growing number of applications will also get the entry
barriers higher for rivals or new competitors and enable the platform owner to
harvest the benefits of distributing, brokering, and operating the developed

applications. (Ghazawneh, 2012)

Ghazawneh and Henfridsson (2013, p. 23) define third-party development as “a
type of system development where one actor, the third-party developer, on
behalf of someone else, the platform owner, develops applications, services or
systems for satisfying end-users of the platform.” Third-party developers are
usually governed by contractually oriented relationship. Quite seldom third-

party developer gets direct compensation from its work. Instead, the developer
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gets a better marketplace with greater audience for its application. (Ghazawneh

and Henfridsson, 2013)

To successfully build the ecosystem, must the focus of the platform owner be in
providing resources that support third-party development instead of developing

applications (Ghazawneh and Henfridsson, 2013).

2.5.1. Open innovation
Like mentioned before third-party developers have significant value in platform
innovations. One important concept related to that is open innovation. In open
innovation firms can and should use external ideas (e.g. third-party development,
end-users, other firms etc.) as well as internal ideas, as they look to advance their
technology. (Dahlander and Wallin, 2006; West and Gallagher, 2006) “Open
innovation is a powerful framework encompassing the generation, capture, and

employment of intellectual property at the firm level.” (West and Gallagher, 2006
p-1)

According to Dahlander and Wallin (2006) the key drivers for open innovation

are:

1. Globalization, for example the expansion of markets geographically,
enables an increased distribution of labor and specialization.

2. Improved market institutions for example intellectual property rights (IPR),
venture capital (VC) and technology standards that enable resources more
easily go over firm boundaries.

3. Technological change which reduces the minimum scale of production
which fires up increased specialization.

4. Increased labor market mobility especially for specialists.
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According to West and Gallagher (2006) in practice managers face three
challenges when integrating internal and external innovations. These are
maximization, incorporation and motivation. The challenge in maximization is
that to maximize the returns to internal innovation wide range of approaches are
needed. The challenge in incorporation is that if the firm cannot identify the
relevant knowledge and incorporate it into its innovation processes, the external
knowledge provides no benefits. This requires absorptive capacity, scanning and
willingness to incorporate external innovation. Lastly the challenges in
motivation are the paradox that why would company contribute intellectual
property that was going to be available to their rivals and how can firms insure
that external innovations are restored? (West and Gallagher, 2006) In next chapter

is discussed how to manage these open source innovations.

2.5.2. Open source innovation management
To benefit from open innovation, it must be managed differently than when
managing internal R&D. In last chapter was mentioned challenges which
management faces when integrating internal and external innovations. These

were maximization, incorporation and motivation.

There is couple different approaches noticed for maximizing returns to internal
innovation which successful firms may combine: Internal R&D capabilities can be
used for generating of internally commercialized innovations, building
absorptive capacity and use that to recognize external innovations, generating
innovations which generate returns through external commercialization e.g.
licensing patents and generating intellectual property which by itself doesn’t
produce direct economic benefit, but indirectly generates returns through

spillovers or sales of related products. (West and Gallagher, 2006)
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To benefit from external innovations the firm must identify those innovations,
maintain the absorptive capacity to understand them and furthermore be able to
combine the spillovers with firm specific internal innovation to produce a product
which fills firm’s needs. Only identifying external innovations is not enough to
ensure that innovations are incorporated into the firm’s product strategy. Once
highly successful firm at the integrated innovation model, will tend to believe its
innovations superior to any competing ideas from outsiders. One example is
Apple when Apple-computer rejected external ideas in areas like handheld

computers with phrase ‘not invented here’. (West and Gallagher, 2006)

Third challenge was how to motivate spillovers. How to motivate individuals to
generate and contribute their intellectual property without financial return?
There are two categories for the incentives for the organizations to contribute
spillovers. In other one the innovations benefit the innovator and there is no harm
to share the benefit for example customer can share their ideas with vendors if it
can possible make the product they buy better. More problematic is the another
one, spillovers to competitor. It is economically beneficial under conditions of ‘co-
opetition” and firms in same industry complement each other in creating markets,
but compete in another. If the firm benefits from the innovation and the share of
the market growth caused by it is attractive enough, firm will accept spillovers.
(West and Gallagher, 2006) From Table 2 can be found models of innovation and

resulting managerial issues presented by West’s and Gallagher’s (2006).
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Table 2: Models of innovation and resulting managerial issues (West and Gallagher, 2006)

Innovation model Management challenges = Resulting management

techniques

[P (stIEIVAI SISO EIRU 1. Attracting the “best & 1. Provide excellent

‘closed’) brightest” compensation, resources,

2. Moving research results and freedom

to development 2. Provide dedicated
development functions to
exploit research and link it
to market
knowledge

External 1. Exploring a wide range 1. Careful environmental

of sources for innovation  scanning

2. Integrate external 2. Developing absorptive

knowledge with firm capacity, and/or using

resources and capabilities

20



Strategic Decisions for Becoming a Multi-Sided Platform: A Case Study

alliances, networks, and
related consortia
1. Motivating the 1. Provide intrinsic
generation and rewards (e.g. recognition)
contribution of external and structure
knowledge (motivating) (instrumentality) for
2. Integrating those contributions
sources with firm 2. As above
resources and capabilities 3. Share or give away
(incorporating) intellectual property to
3. Diversifying the maximize returns from
exploitation of intellectual  entire innovation portfolio
property (IP) resources

(maximizing)

According to West and Gallagher (2006) there is four different strategies which
can be applied when combining internal and external innovation in open source:
Pooled R&D, spinouts, selling complements and donated complements. In
pooled R&D firms have shared R&D. This requires open culture which is essential
to accept external innovations. In strategy spinouts, firm transform internal
development project to external one when it is not creating value for company
anymore. Innovation happens outside the firm but project is still maintained by
the company. Third one, selling complements, is strategy for firm with previously
succeeded innovation-based product. Firm should either accept commoditization
or develop architectural innovation capabilities to develop differentiated
products using merchandises. Last, donated complements, means selling of ‘user

toolkits” for users who are capable of develop further the product e.g. corporate
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engineers or hobbyist programmers. In table 3 can be found these open source

strategies as solution to open innovation challenges discussed before.

Table 3: Open source strategies as solution to open innovation challenges (West and Gallagher,

2006)

Open source Example Maximizing Role of external Motivating

strategy returns of innovation external

internal innovation

innovation

Pooled R&D/ QEi1i1h% Participants Pooled Ongoing

product jointly contribute  contributions institutions

development to shared effort available to all ~ establish
legitimacy and
continuity
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Spinouts Eclipse

Selling Apache

complements

Donated Half-Life

complements

Seed non-
commercial
technology to
support other
goals

Target highest
value part of
whole product

solution

Provide an
extensible
platform for
external

contributors

2.6. Boundary resources

Supplants
internal

innovation as

basis of ongoing

innovation
External
components
provide basis
for internal
development
Adding variety
and novelty to
established

products

Free access to
valuable

technology

Firms
coordinate
ongoing
supply of
components
Recognition
and other non-
monetary

rewards

In the interface between third-party developers and the platform, the platform

owner offers the resources that enable third-party development and this further

facilitates the use of core platform functionalities. These resources are called

boundary resources. (Ghazawneh, 2012) Boundary resources are co-operative,

juridical, administrative and operative regulations and technical tools and

interfaces, which operate between platform company and third-parties (Seppala

et al., 2015).
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In Figure 4 can be seen the Ghazawne’s and Henfridsson’s (2013) illustration
about the boundary resource model. The model constructs of platform, boundary
resources, third-party applications, boundary resource design, boundary
resource use, resourcing and securing. Boundary resource design means the
platform owner’s act of developing boundary resources when there is external
contribution opportunities and control concerns. Boundary resource use is
respectively the third-party developers act to develop end-user applications by
making use of boundary resources (like APIs) offered by platform owner.
Resourcing means the process which enhances the scope and diversity of a
platform and securing means the process which increases the control of a

platform and its related services (more about resourcing and securing in chapter

2.7.). (Ghazawneh and Henfridsson, 2013)
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Figure 4: The boundary resource model (Ghazawneh and Henfridsson, 2013)

SOFTWARE PLATFORM OWNER

A

Platform

Y

Resourcing Design of Securing

Boundary
Resources

Use of

Third-Party
Applications

THIRD-PARTY DEVELOPERS

There are two types of boundary resources, technical boundary resources and
social boundary resources. Technical boundary resources consist of resources like
software development kit (SDK) and a many related application programming
interfaces (APIs). Social boundary resources, such as intellectual rights,
incentives, documentation and platform’s guidelines. Boundary resources give

access to core modules of the platform and map the layers of the platform’s digital
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technology. (Ghazawneh, 2012) Social and technical boundary resources listed

by Seppala et al. can be found from Table 4.

Table 4: Social and technical boundary resources (Seppili et al., 2015)

Rights agreement Software development kits (SDKs)

Agreement on intellectual property rights Application programming interfaces
(APIs)

Common business logic Functional scripts

Open data (for third-parties)

The guidelines and documentation (incl.

the user experience)

2.6.1. API
Application programming interface (API) is a popular boundary resource type.
API is a set of source code-based specifications and rules that are used as an
interface by software platform components. API producers are software platform
owners which offer, implement and publish APIs. API producers enable third-
party developers, API consumers, to access and make use of services and

resources offered by the platform. (De Souza et al., 2004)

De Souza et al. (2004) says that API has two roles: it plays the role of a contract
between the platform owner and the third-party developers. It has kind of a role
of organizational boundary. Each API has the ability to access a particular service
or set of service. Through this boundary platform owner can define what third-

party developer can know and do.

26



Strategic Decisions for Becoming a Multi-Sided Platform: A Case Study

2.6.2. How boundary resources are offered for third-party developers

2.6.2.1.  Apple iPhone
Early after iPhone’s launch 2007 Apple decided to use Safari web browser as a
boundary resource as an interface between electronics firms and anticipated
third-party developers. Safari was fully controlled by Apple which was in line
with Apple’s history of preferring proprietary and tightly integrated solutions.
As a response to perceived limitations, parallel with this Apple’s strategy some
developers started to develop their own boundary resources and in the absence
of native applications some iPhones ‘jailbreaked” the iPhone. This made it to
possible install third-party applications via unofficial installers. 2008 Apple
responded by rethinking their boundary resources and released the iPhone SDK,
APIs and distribution channel, App store, for developers. To secure the platform
Apple developed an application review process which has been criticized to be
too tight. During the next years Apple has been developing further its SDKs and
APIs for third-party developers to increase diversity of third-party developers,
but same time it has regularly revisited the application review policies.

(Ghazawneh and Henfridsson, 2013)

2.6.2.2.  Intel
Intel successfully standardized everything in the PC so that its CPUs and chipsets
worked well together and with other parts of a PC. The standardized interfaces
were accessible and open to the public but the closed interfaces were available
only to Intel. Nearly everything except the inside of the platform was
standardized. This standardization attracted complementors and developed a
huge ecosystem. Intel offered not only the platform. It offered also boundary
resources for complemetors to develop their product on its platform. Intel offered

a tunkey solution composed of the chipset, evaluation kit, materials list, reference
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design and design know-how. Even the data necessary for production was
available. This made it possible also for the companies which before didn’t have
knowledge to build overall system of the latest notebook PC, to start produce

them. Intel’s platform spread all over the world. (Tatsumoto et al., 2010)

2.7. Complementary assets

When different goods, products, services and applications complement each
other, they are complementors. It has been seen, when strategies of global
corporations have been viewed, that biggest revenues during past few years has
come by opening a companies’ platform for third parties’” complementary
technologies, products and services, which provided added value for customers.
In a case of perfect complements different goods must be used always in same
ratio for example to row always one rowing boat and two oars are needed.

(Seppila et al., 2015)

In previous chapters, we have talked about third-party development. A platform
owner and third-parties to benefit from each other, the goods offered by third-
party developer have to be complementors with which positive direct and
indirect network effects can be achieved. It has been seen that platform company
which controls the core components of the platform, gets biggest part of the
revenues. Providers of complementary assets get smaller part. Question how to
share revenues between platform provider and the provider of complementary
assets has a central role in the ecosystem and a great role in measuring direct and

indirect network effects. (Seppala et al., 2015)

Dahlander and Wallin (2006) have the idea that user community can also be seen

as a complementary asset. Firms have to find the ways to get access to these
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developments in the community and then have some indirect measures to convert

the knowledge created in the community into a complementary asset.

2.8.  Common platform strategies

In traditional strategy literature (e.g., Porter, 1980) positioning of a product
strategically relative to industry’s competing forces has been considered very
important. This is typically based on assumption that clear industry boundaries
and players are known and generic strategies like five forces, cost leadership,
product differentiation or segmentation can be used (Porter, 1980). When a
competitive environment is turbulent and constantly evolving with actors’
strategic moves, it has been noted that these traditional strategy logics has
significantly weaker ability to explain the strategy behind (Sambamurthy et al.,
2003). For example, five forces do still apply, but on platforms, these forces act
differently and new factor comes along. Five forces model doesn't factor in
network effects and the value they create for example external forces can be seen
to add value to the platform so the power of the suppliers and customers, which
is threatening in conventional businesses, may be viewed as an asset on
platforms. It is central to platform strategies to understand when external forces

may ether add or extract value in an ecosystem. (Van Alstyne et al., 2016)

Many companies do not succeed to become platform leaders because their
strategy fails to take account enough both the technology and business aspects of
platform leadership. The technological aspects involve designing the right
architecture and the right interface/connectors and disclosing intellectual
property selectively to facilitate third-parties” supplying of complements. The
business aspects include either making key complements or having incentives

which encourage third-party companies to create the complementary innovations
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necessary to build market momentum to defeat competing platforms. Sometimes
managers also underestimate the importance of deciding early on between a

product or a platform strategy. (Gawer and Cusumano, 2008)

In this chapter is went through common platform strategies introduced in the

literature.

2.8.1. Coring
In coring company creates a new platform where none existed before. Important
is to identify or design an element and make it fundamental to a technological
system as well as to the market. In business side, in coring, it is important to come
up with a business strategy that encourages partners and customers to adopt that
particular technology. After that, high switching costs to the competing platform
should be maintained. There isn't simple framework how to do this, but by
reviewing literate about successful and unsuccessful companies can give ideas on

what to do and what not to do. (Gawer and Cusumano, 2008)

A good example of a successful company is Google with its coring in Internet
search technology. Google improved existing solutions to an important technical
problem: how to find anything from the huge web of Internet with millions of
Web sites, documents and online content. Google’s improved search engine
became an essential technology. Google also distributed its technology to Web
site developers and made it easy to connect and develop upon. Technology also
allowed different uses like combining search with different kinds of information
or graphics. But where Google really won the competition of platform leadership,
was on the business side. Google solved the fundamental problem of how

companies can make money from using the Internet. Google found the way of
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focusing advertisement to user searches. This way Google revolutionized the

advertising business. (Gawer and Cusumano, 2008)

Like was said before not all companies succeed in an attempt to establish an
industry platform. One example of these cases is the case of EMC's WideSky.
EMC was a market leader in data storage technology. In the early 2000s it
launched a strategy to aim to establish its hardware and software technology
known as WideSky, a new industry platform. It was a middleware software layer
that made it possible to integrate and manage third-party hardware. This solved
an important technical industry problem: the efficient management of the
growing amount of different information systems which store more and more
important and critical data. In the technological aspect, WideSky succeeded with
coring, but in the business aspect, it did not. EMC couldn't convince its
competitors to implement WideSky. Non-EMC customers also didn't want to
adopt this standard. EMC's competitors then decided to create their own open-
standard platform which was managed through an industry group, the Storage
Networking Industry Association. Eventually, EMC was forced to abandon its
platform-leadership effort and start to use the SNIA standards. (Gawer and
Cusumano, 2008)

2.8.2. Tipping
In tipping the idea is to win platform wars by building market momentum. It is
set of activities or strategic moves in sales, marketing, product development and
coalition building. Like coring, also tipping requires succeeding in technological
and business side. In technological side, a company tries to develop unique,
compelling, hard to imitate features which attract users. Another option is to

absorb and bundle technical features from another market. In business side
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following things should be considered: incentives for complementors should be
better than which competitors provide, pricing or subsidy mechanism should
attract users of the platform and to take account the competition to form a

coalition. (Gawer and Cusumano, 2008)

Good example about successful tipping through coalition is Linux in the market
of Web server operating systems. Several factors affected to the success of Linux.
Linux offered apparently low cost of ownership but same time high quality (at
least for skilled IT professionals). Of course, without software applications, an
operating system is very limited but the open-source community made sure that
Linux worked very well with many appreciated applications for webmasters.
Still, Gawer and Cusumano think that main reason for success is the decision of
numerous powerful companies to provide support services for Linux and make
bundles with it. Linux showed an ability to accomplish tipping through the power
of the large coalition of service provider companies as well as users and keep it

growing. (Gawer and Cusumano, 2008)

Netscape didn’t succeed that well against tipping. Netscape dominated Internet
browser segment for several years. Then Microsoft designed its own browser
Internet Explorer and bundled it "for free" with Windows. Steadily Microsoft
improved its browser technology, and Netscape lost a lot of presence. The
example is complicated because in competition Microsoft violated antitrust law
and several anti-competitive practices. In Microsoft’s strategy, there is still some
learning. If used right one dominant platform can be used as a distributor for
entering other platform markets and if there are ways to bundle legally those
same distribution channels should be used or create unique complementarities.

Netscape could still have been able to maintain its lead and prevent the market
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from tipping. Managers of Netscape misunderstood the direction how to do that.
When a comparable product is free, competitors don't have much another choice
than reducing their prices to zero and find out other ways to make money for
example through services or advertisement. Netscape continued to charge its
customers for the browser even when Microsoft began to bundle its free. Netscape
also was too late to see that it could have got enormous advertising revenues from
its popular Web site. Perhaps greatest mistake still was that it challenged
Microsoft directly and presented the browser as an alternative computing
platform before it had enough user base and ecosystem of complementors.

(Gawer and Cusumano, 2008)

2.8.3. Bundling
Strategy of bundling was also mentioned as a part of tipping. It is also recognized
as an own strategy. In bundling firm offers products and services together with
one price. Like is said by Parker and Van Alstyne that by bundling “firms can
deploy network effects to stimulate new surplus in contrast to price
discrimination strategies that extract static surplus.” (Parker and Van Alstyne,
2005 p. 1502) Literature emphasizes that then bundling works best when bundled
goods have negative correlation in value (Nalebuff, 2004). When buyers value is
not perfectly correlated with bundling the demand and revenues can be got more
stable. This allows firms to predict and therefore get more surplus. With bundling
firms leverage from market heterogeneity rather than try to reduce it and mitigate
the impact of competition. (Parker and Van Alstyne, 2005, Nalebuff, 2004)
Bundling works when values are independent but the profit from bundling

disappears when correlation is perfectly positive (Nalebuff, 2004).
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Bundling is a very effective entry-deterrent strategy. It allows firms to defend all
products in the bundle without having the price low in each. Even if entry
deterrence fails can company still make a higher profit by selling bundled
products than selling them independently. Although the mentioned price
discrimination is a legit and good reason to bundle, the profits are small

compared with the profits from the entry-deterrent effect. (Nalebuff, 2004)

When bundling is used as an entry-deterrent strategy, it is used in opposite way
than with price discrimination. It is most effective when goods in a bundle are
positively correlated in value. When goods are perfectly negatively correlated,

the profit again disappears. (Nalebuff, 2004)

With bundling, companies can also attract users to their platforms by offering
many features for one low price. This can be seen for example in teleoperator
industry where companies now compete to offer bundled voice, data and SMS

services. (Cusumano, 2010)

Good example about successful bundling is Microsoft Office in which Word,
Excel, PowerPoint and Exchange are bundled. Consumers could themselves
make their own better bundle from the best components, but still Microsoft gains
the advantage by selling its office products as bundle. There definitely are
synergies between the software applications in Microsoft Office: for example
commonality of commands, ability to create links between applications and single
telephone number to call when problems. On the supply side, it is cheaper to pack

products together than separately. (Nalebuff, 2004)

2.8.4. Subsidizing
With platforms, pricing is more complicated than in traditional businesses.

Platform providers have to choose a price for each side. Wrong chosen price can
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cause actors in another side to not join and hurt network effects or even have
negative network effects. Even though there are many different ways for pricing,
subsidizing is the most common and largely notified one in the literature (e.g.
Eisenmann et al., 2006; Hagiu, 2014; Edelman, 2015; Hagiu and Wright, 2015).
Subsidizing means that a firm offers its products or services cheaper for some side

of the platform.

To date, pricing structures have been the first and the dominant focus of
economies and strategies of MSPs. MSPs serve multiple types of customers and
have multiple ways to get revenue and profit, but in the end, most MSPs have
realized that they have to offer subsidized price or even free at least one side of
the platform. (Hagiu, 2014) This is because chosen price effects on the other side’s
growth and willingness to pay. Typically, the subsidized side is a group of users
who when attracted in volume are highly valued by the other side, which is
charged more and brings then more value. The subsidized side is crucial to
develop strong network effects. The goal is to generate cross-side network effects:
if the platform provider can attract enough user to subsidized side the other side
will pay well to reach them. It works also another way around. If there is many
in the paying side, it makes the platform also more attractive for subsidy-side.
The challenge here is to determine the right price for both: How much another
side should be subsidized and how high price other is willing to pay for the
privilege to get access to users of another side. It is not always obvious which side
platform should subsidize and which one charge. Can also be that the right
answer is either. (Eisenmann et al., 2006) Examples what sides platforms have

subsidized can be found from Table 5.
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Table 5: Pricing structures for multisided platforms (Hagiu, 2014)

Multisided Platform Loss-Leader Profit-Making

Side Side

Advertising-supported media Users Advertisers

(newspapers, over-the-air TV networks,

Facebook, Google)
Alibaba.com, eBay, Rakuten Buyers Sellers
Payment systems Users Merchants

(American Express, Visa, Square)

Video game consoles Users Game developers
PC operating systems (Windows, Mac Application Users
OS) developers
Ticketmaster Venues/event Users
organizers
Fandango Movie theaters  Users

2.8.5. Micro-strategies
To leverage platform trough boundary resources company should identify,
configure, enact and practice several micro-strategies. In their article “Micro-
Strategizing in Platform Ecosystems: A Multiple Case Study” Ghazawneh, A. and
Henfridsson, O. (2011) identifies and explores five different micro-strategies:
counteracting, monetizing, resourcing, securing, and sustaining. They see that
these strategies help to increase platform owner’s viability and value-creation of

the ecosystem by capability to response to other actors’ strategic moves within
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the ecosystem. All strategies can be used proactively or reactively. In this chapter

we go through those micro-strategies.

2.8.5.1.  Resourcing
Resourcing is defined as the provision of platform boundary resources to get new
capabilities to a platform. Resourcing is proactive when company acquires
platform resources to enrich a platform with new capabilities. Reactive it is when
resourcing is made as a response to other actors’ strategic moves. (Ghazawneh

and Henfridsson, 2011)

2.8.5.2.  Securing
In securing firm acts on other ecosystem members’ strategic move that would risk
infringing the platform. It's proactive when actions are made based on predicted
strategic moves by other ecosystem member. Securing is reactive when company

acts on realized platform-infringing strategic moves. (Ghazawneh and

Henfridsson, 2011)

2.8.5.3.  Monetizing
The strategy to generate new business opportunities through platform boundary
resources is called monetizing. Monetizing is proactive when it includes a
creation of new business line. Like other micro-strategies, it can also be reactive.
Then a platform owner takes action against other actors in the ecosystem and
applies strict regulations on their use of platform boundary resources.

(Ghazawneh and Henfridsson, 2011)

2.8.54.  Sustaining
In sustaining platform owner tries to sustain existing ecosystem relationships
through boundary resources. Ecosystem relationships don't sustain themselves

but these partnerships must be strategically sustained and deal with both
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competitors and authorities over time. When sustaining is done proactively,
relationships are enhanced through boundary resources. Competitors and
authorities are dealt through reactive sustaining, when platform owner takes

actions in response to concerns raised by them. (Ghazawneh and Henfridsson,

2011)

2.8.56.5.  Counteracting
Counteracting is defined as taking active measures against foreign meta-
platforms and external boundary resources to avoid platform to get violated by
competitors. Counteracting is usually proactive and takes place when platform
owner begins a series of strategic actions and blocks meta-platforms attempts to
harm the original platform. Evidence wasn’t shown but it was believed that

counteracting can be reactive too. (Ghazawneh and Henfridsson, 2011)

2.9. Synthesis

In literature review knowledge about platforms and its basic concepts was
conducted. First concept platform and its background was discussed. Then
different concepts related to platform was went through and last some common
strategies used with platform were introduced. In this chapter is shortly went

through topics of the literature review.

General explanation of what is platform is that a platform provides the
infrastructure and rules for a marketplace that brings together producers and
consumers. The concept of platform and platform economy have developed in
the beginning of 1990. In literature platforms are divided into four different
groups: internal platforms, supply chain platforms, industry platforms and multi-
sided markets or platforms. These differ for example by context, a number of

participants, platform objectives and design rules.
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Because this study is concentrated on multi-sided platforms, is that introduced
separately and more precisely. According Hagiu and Wright (2015) and Seppala
et al. (2015) multi-sided platforms have three features: It serves two or more
groups, creates direct and indirect networks effects and third party is needed to
forward effects between different parties. Hagiu and Wright (2015) have
introduced that MSPs have two key features: Enabling of direct interactions
between two or more distinct sides and each of these sides is affiliated with the

platform.

Network effects are an important source of competitive advantage for platforms.
There are two kind of network effects introduced in literature — direct and indirect
effects. Network effects mean the situation where the benefit a person gets from
the usage of some platform correlates with the number of other users or user
groups which use the platform. When the network effect is positive every new
user of the platform increases the value of the platform and the benefits which
old users get. It is called negative direct network effect if consumers value product
less because of other consumers use it too. Indirect network effects, also referred
as cross-side network effects mean that the value to a customer on one side of the
platform increases when the number of participating customers on another side

increases. Indirect network effects can create high barriers to entry to the industry.

According to Eisenmann et al. (2008) it crucial for firms who create and maintain
platforms to select the optimal level of openness. Opening a platform can make it
more attractive. A platform is open if there are no restrictions on participation in
its development, commercialization or use or any restrictions are reasonable and
non-discriminatory meaning they are applied uniformly to all potential platform

participants. There are many different ways to divide the platform and select
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what part is open and what not, e.g. role of participant, type of platform or

architecture of a platform.

Closely related to the level of openness are access and governance. Platform
executives must make smart choices about access and governance. With access is
meant whom to let onto the platform and governance or control what consumers,
producers, providers and sometimes even competitors can do. When governance
is effective it inspires and encourages outsiders to bring their intellectual property

to a platform.

According to Ghazawneh (2012) the governance of platform involves two
seemingly conflicting goals, to maintain control and to transfer the design
capability to third-party developers and according to Hagiu (2014) governance
rules fall into two major categories, rules regulating access to the MSP, who is
allowed to join and rules regulating interactions on the MSP, what are the various

sides allowed to do.

Research in platforms recently has recognized the significant value of third-party
developers and contribution they have in platform innovation. The importance
gets greater as they build and sustain the platform innovations with the great
number of complementary assets in the form of software applications and
services. The more applications are developed, more value for the platform and
end-users is created. The focus of the platform owner must be in providing
resources that support third-party development instead of developing

applications

One important concept related to third-party development is open innovation. In
open innovation firms can and should use external ideas (e.g. third-party

development, end-users, other firms etc.) as well as internal ideas, as they look to
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advance their technology. The key drivers for open innovation are: globalization,
improved market institutions, technological change, increased labor market
mobility. According to West and Gallagher (2006) in practice managers face three
challenges when integrating internal and external innovations, which should be
taken account in open innovation strategy. These are maximization, incorporation
and motivation. To benefit from open innovation, it must be managed differently

than when managing internal R&D

In the interface between third-party developers and the platform, the platform
owner offers the resources that enable third-party development and this further
facilitates the use of core platform functionalities. These resources are called
boundary resources. Boundary resources are co-operative, juridical,
administrative and operative regulations and technical tools and interfaces,
which operate between platform company and third-parties. There are two types
of boundary resources, technical boundary resources and social boundary
resources. Application programming interface (API) is a popular boundary
resource type. APl is a set of source code-based specifications and rules that are

used as an interface by software platform components.

When different goods, products, services and applications complement each
other, they are complementors. It has been seen, when strategies of global
corporations have been viewed, that biggest revenues during past few years has
come by opening a companies’ platform for third parties” complementary
technologies, products and services, which provided added value for customers.
A platform owner and third-parties to benefit from each other, the goods offered
by third-party developer have to be complementors with which positive direct

and indirect network effects can be achieved. Question how to share revenues
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between platform provider and the provider of complementary assets has a
central role in the ecosystem and a great role in measuring direct and indirect

network effects.

When a competitive environment is turbulent and constantly evolving with
actors’ strategic moves, it has been noted that these traditional strategy logics has
significantly weaker ability to explain the strategy behind. It is central to platform
strategies to understand when external forces may ether add or extract value in
an ecosystem. Examples about common platform strategies are coring, tipping,
bundling and subsidizing. In coring company creates a new platform where none
existed before. In tipping the idea is to win platform wars by building market
momentum. In bundling firm offers products and services together with one
price. Subsidizing means that a firm offers its products or services cheaper for
some side of the platform. Besides those there is many common micro-strategies

e.g. resourcing, securing, monetizing, sustaining and counteracting.

In the next chapter methodology and methods are discussed to give

understanding how this study has been conducted.
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3. Methodology and methods

In this chapter is gone through the methods and methodology used in this study
and their validity in academic writing. First is presented the major elements and
attributes of case studies and then tell more about the execution of this specific

study.

This is a single-case study with qualitative methods used in the processing of
information and in reaching conclusion. A case study is a strategy for research
which tries to explore the dynamics of certain settings (Eisenhardt, 1989). A case
study is inductive and though differs a lot from normal research which is
deductive. The research problem is loosely defined and findings may re-define it.
No hypothesis is defined before sampling, gathering data or processing it. (Brax,
2016) The theory conducted is often novel, testable and empirically valid
(Eisenhardt, 1989).

Eisenhard (1989) proposed an 8-step process of building theory from case study

research. The eight steps are

1. Getting started: Definition of research questions

Selecting cases: Sampling, specified, theoretical population

Crafting instruments and protocols: Multiple data collection methods
Entering the field: Overlap data collection methods and analysis
Analyzing data: Within case analysis

Shaping hypothesis: Iterative tabulation of evidence for each construct

Enfolding literature: Comparison with conflicting and similar literature

SN A L e o R

Reaching closure: Theoretical saturation when possible (Eisenhardt, 1989)
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The final step, step eight might not be that relevant in this thesis because this
thesis is not meant to be as peer-reviewed academic paper. This process is also
iterative meaning that it is not straightforward, returning steps back before

continuing forward is possible, since the theory is generated through iteration.
Yin R. K. (1994) identifies five central components of case study design:

1. A study questions “why” or “how”

2. Study has theoretical propositions — pointing attention, limiting scope,
suggesting possible links between phenomena

3. Study has units of analysis

4. There is logic linking the data to the propositions

5. Criteria for interpreting the findings — iteration between propositions and

data (Yin, 1994)

This thesis answers to question "how" and will suggest possible links between
phenomena. Units of analysis are the actual source of information, for example,
interviews and organizational documents. For units of analysis embedded design
is used. This means that thesis includes multiple units of analysis and is looking
for consistent patterns of evidence across units, but within the case. In analysis
time-series analysis is used. It means identifying theoretically proposed
sequences of the event which are expected to lead to the certain outcome. (Yin,

1994)

Theory building based on case studies is increasingly popular and relevant
research strategy that forms the basis for many influential studies. Like other
research methods, it also faces predictable challenges which some arise from the
popularity of researches relying on rich qualitative data. It is also criticized to too

often to lack in scholarly rigor (Gioia et al., 2013). Luckily these challenges can
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often be mitigated through precise language and thoughtful research design:
careful justification of theory building, the theoretical sampling of cases,
interviews that limit informant bias, rich presentation of evidence in tables and
appendixes, and clear statement of theoretical arguments. (Eisenhardt and

Graebner, 2007)

Data for this case study was collected through nine interviews during June 2017
or provided by the company. Interview questions were conducted based on
knowledge got from the literature review. Interviewees were formed for two
different group but were slightly changed depending on what company was
interviewed. There was five different kind of groups of companies. One group
was case company from where the management of the firm was interviewed. The
other was industrial partners which were companies which were same time
shareholders of case company and users of the platform. One company was a B2B
customer, one close B2B customer that is counted as a partner and one other
platform company with a platform to which case platform is connected. Because
of the sensitivity of the case names of the interviewees, partners and customer
companies can’t be published. However, list of the dates of interviews and
positions and company groups of the interviewees can be found from the
appendix I. The interview questions were divided into four main groups:
Governance/how open platform is, how many sides the platform has, platform
design and pricing. For customers and business partners, there was some
interview group specific questions. All interview questions can be found from

Appendix II.

Based on interviews and data got from the company a picture of the current

situation of the platform was made. In an analysis by comparing the case platform
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to knowledge gathered from the literature, strategic decisions which should be

made, were conducted.

The timetable was roughly planned by the writer through the beginning of the
research to make writing more efficient. It was agreed with the instructor that
there would be monthly check-up meeting where advancement of the thesis was
checked and discussed and goals for the next month agreed. The schedule was
divided into the four sections: literature review, interviews, analysis and

finishing.

The literature review was done by reading multiple articles and forming an
understanding of the topic. Then after reading the review about the main
concepts was written. After review, interview questions were conducted and
interviews done. Interviews gave a deeper idea of the research problem and based
on that more literature was reviewed for use of analysis. Based on knowledge
gathered analysis and solution to the research problem were done. The final step
was finishing. Then the thesis was corrected based on feedback and final design

made.

In the next chapter the case company and the industrial setting are introduced.
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4. Introduction to the case company

In this chapter is briefly introduced characteristics of the case company and the
industry where the case company operates. Because of the anonymity of the
company detailed information can't be given. First, there is the discussion on the

case industry and then on the characteristics of the case company.

4.1. The industrial setting

The case company operates in the electric industry. The electric industry includes
goods and services related to production, distribution or trading of electricity
(Tilastokeskus, 2008). The electric industry is as an industry old and developed,
but platforms are a new thing and create new, not before seen, business areas.
Therefore, the business environment of this case is new and in the growth phase
of its life cycle. Because of this, forecasting is harder, and environment evolves
and changes fast. There are new companies coming all the time and innovations,
products and business models are invented all the time. Though, it is very
important to keep eye on existing competitors. It is waited that in the future

consolidation of companies will happen.

In this case, the industrial background setting is that there were many bigger
companies in the industry which felt that they had the same need which needed
a platform. Together they then established a company to create, operate and
develop that platform for their needs to create new businesses for all of them.
Case company can run independently and financing comes from these

shareholder companies.
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4.2. The case company

The case company is small innovative start-up company that operates in seven
countries, Europe as its main business area. Business environment is in early stage
and there are hundreds of different sides which work together. These cause some
friction and problems. Small size enables the company to make fast moves and
react to changes in business environment. Company’s target is to be the leading
catalyst of digital consumer-driven energy services for industry and companies

operating in this ecosystem and environment.

Table 6: The case company overview

Headquarters Finland

Founded 2013

Industry classification Electric industry

Annual revenues ~1 M€

Countries where business Finland, Sweden, Iceland, France,

Germany, Switzerland

Employees <50

Outsourcing activity Because of the small size of the firm,
coding is outsourced. Basic customer
support is outsourced to save human

resources.
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5. Introduction to research problems

This chapter introduces the research problem and questions of this study. The
biggest problem is that platform is still treated like a product. The second one is
to get better value creation with the platform. Also from interviews rose some
challenges which should be solved. Besides previous problems, last research

question is what are strategic decisions for enhanced value creation of platform.
From the problems summarized resource questions are:

Q: What strategic decisions should be made to enhance value creation of

the case platform?

a. What strategic decisions should be made to get the case platform

more platform-like?

b. What decisions should be made concerning users, pricing,

governance and level of openness of the platform to create more value?

5.1. More product than a platform

The biggest issue is that case platform is still very "product-like". Where this can

be seen the most, is the delivery of the platform.

Currently when B2B customer orders our product the delivery of the platform for
a customer is like a software project, a pipeline business. It can take quite a lot
time and effort from our side and because of that, it is not very cost effective and
efficient. In future delivery should be more platform like — different sides can
connect to the platform easily without a bigger project. Illustration of this can be

found from the Figure 5.
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Figure 5: Current state vs. hoped state of delivery

From pipeline
(current state)

| Case | Side B (B2B
company customer)

To platform
(hoped state in

future)
Side A § N Side B (B2B
customer)
Case
company

At a beginning of a project and contract with the customer is discussed what they
want. There are some specific features they can choose from and sometimes
customers also suggest changes. Some small changes can be made. After the
contract is done and it is agreed what is going to be done for the customer, part
by part, platform is started to deliver for customer and hardware is configured to
the systems. How complicated and big a delivery project is, is depending on how
much changes and adjustments customer wants. This part includes a lot of testing

and system adjusting.

Another important source of value with a platform is third party development
which isn't fully utilized currently. The platform is quite open and there is APIs
which customers can have if they want, but those are not used as much as they

could be used. There come quite a lot ideas from customers, but they are not
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interested in doing development by themselves, so by enabling it for others than
customers could bring value to the platform and company. For this, the openness

of platform and governance should be thought through.

It has also to be noted that end-users are active and interested about to get the
industry grow and so help platforms in the industry to grow. This is an asset that
hasn't been used much and has a great potential. This has been noticed in case

company, but they haven’t come up with an idea how to use that potential.

When forming the strategy for the platform, must management take account that

platform strategy differs from product strategy.

5.2.  Value creation of the platform

Besides previous research problems, one important research problem is how to
create more value with a platform. As said in literature, platform businesses bring
together producers and users in efficient change of value (Alstyne et al., 2016).
Greater this value is, more successful is the platform. The question here is what
are the strategic decision that managers of case platform should think about to
get more value and profit from the platform. These decisions same time make the

case platform better as a platform.

5.3. Challenges of the platform
Based on the interviews, there are following problems with the platform.
Following challenges came up most often in the interviews: delivery is not
efficient enough, no standard products, unclear pricing, risk of lemons market

failure.

First one, delivery is not efficient enough, means that delivery takes a long time

and always involves people. Delivery should be more automated. It is nowadays
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still more like a project. In future, most optimal would be, that customers can
connect to the platform by themselves on the internet. Second challenge is no
standard products. Now the platform is built based on a list of features and hopes
of customers. Standard products could be sold and priced easier. Products must
also be more standardized to achieve the selling via the internet which was
mentioned earlier. Unclear pricing is clear challenge. There are a lot different
pricing models used and it is different with different customers. There are some
indicative prices but in the end salesman decides the price. Hence pricing is not
clear and transparent for customer or workers of the company. Last challenge that
is hard to miss is risk of lemons market failure. Lemons market failure is when
there is not enough information and there is bad transparency in the market
compared to the quality of the goods and services exchanged through the MSP
and it may lead to a market failure, in which low-quality suppliers drive out high-
quality ones and the market breaks down (Hagiu, 2014). In case industry's

markets can this be seen.

In short, long-term target is to have a more open platform to which customers can
connect from either by themselves. First steps are to make case platform more
platform-like, shift it from product business to platform business. Then other

improvements to the platform can be made.
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6. Solutions to the research problem and conclusions

In this chapter is gone through solutions to research problems based on
interviews and literature. Interviews show where are the problems when thinking
the target state of the platform and then the current state is compared to literature
what are suggestions there. Based on these, suggestions about what strategic
decisions should be thought. Suggestions are first discussed and then
summarized in the end of each subchapter. From the appendix III can also be

found a table of a summary of strategic decisions, which should be thought.

Solutions and suggestions are presented under four categories based on findings
Hagiu’s article “Strategic Decisions for Multisided Platforms” (2014): platform

design, sides of the platform, pricing, governance and level of openness.

These are seen as the main strategic issues of multisided platforms and thought
suited well to be structural guidelines for this thesis. In the last chapter will be
discussed some other useful points from literature which can help in solving the

research problem.

6.1. Platform design

Platforms have purposefully designed complex systems. There is an underlying
structure that influences how they behave, function and evolve (Tiwana, 2013).
Case platform is designed to be modular which is the way that has been
recognized in literature to be a good way. In literature, good platform architecture
is structured around a tightly connected core surrounded by not so tightly
connected elements (modules) which are loosely integrated among themselves
and to the core. These components are designed to deliver a unique function.

Modules are designed independently but still function as the integrated whole.
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Modularity increases the potential of the system by making it more flexible and

market and network friendly. (Staykova and Damsgaard, 2015)

Based on interviews there is still place for improvement in the design of the
platform. Like described in research problem the delivery of platform is still too
heavy process. This means that platform's modularity is still not optimal and
products should be more standardized. Interviewees from the case company said

this too so this is recognized in case company.

Hard and important question is which features to develop and include to the
platform. According to Hagiu (2014) in most cases the decision can be made with
straightforward cost-benefit analysis: if the cost of building and implementing is
less than the value created, include them. There can be cases that there is a conflict
of interest between different sides of the platform. Then managers have to be
ready to make sacrifices with direct short-term revenues to favor the side which
is important to MSP's long-term success. Here again is important to know and

recognize sides of the platform.

As a summary, development of modularity should be though and sides of the
platform should be recognized. Also, if there is conflict of interest between
different sides of the platform, managers have to be ready to make sacrifices with
direct short-term revenues to favor the side which is important to MSP's long-

term success

6.2. Sides of the platform
Based on interviews it is not clear what are the sides case platform is trying to
serve. Platform managers should carefully think what side platform tries to
attract and when (Alstyne et al., 2016). Basically, case platform it is trying to serve

all possible. There is trade-off involved in choosing whether to attract more or
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fewer sides. When company attracts more sides it possibly can lead to more cross-
side network effects, larger scale and potentially diversified source of revenues.
There are reasons also for staying with fewer sides. One is that it may not be
economically viable for one or several sides to exist independently. Good example
about this is in the video game industry where console hardware production
cannot be profitable as a separate entity which means that it has to be integrated
with the same entity as the console operating system. Another reason is that even
if attracting many sides would be possible, can it create too much complexity and

even conflicts of interest between multiple sides. (Hagiu, 2014)

It should be decided what platforms core competence is and where is the focus,
who to attract. The platform should try to create stand-alone value. This means
features which is not too difficult for the company, but not that easy that any
company could do it. This creates value for even if there wasn't a huge mass of
users. For case company good strategy for this is to start with industry niche,
target customers in a relatively narrow market and platform can create traction
more readily. (Edelman, 2015) Case company is already developing features
which would fit into this strategy and should be focused more. Another thing to
take account is that company should stay consistent with its brand. Conversion
can be accelerated when new products and features are carefully added and are
in line with company's brand. (Zhu and Furr, 2016) In the case company during
the year this has gone better by creating marketing department and new and

through company consistent brand image has been created.

As was said before, more sides are tried to attract to get more network effects.
Case company operates in a business environment in its early state and a rush to

fast growth is then often unnecessary and can backfire. Reason for that is that
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when a company tries to chase growth before a marketplace has proved its value
to both buyers and sellers, it leaves the business vulnerable to competition from
later entrants. In other words, it puts stress on the business model. Growing too
early amplifies flaws in the business model which makes them harder to fix.
Growth shouldn’t be accelerated before optimal supply-demand fit is figured out.
Supply-demand fit means that buyers are as happy to purchase the products or
services as suppliers are to supply them. Because of this company maybe has to
wait longer than conventional companies do. It is usually wise to ensure the value
of interaction for participants before focusing on volume. (Hagiu and Rothman,

2016; Van Alstyne et al., 2016)

It is important to know who are the important users. A successful platform
empowers its users. Smart platform invests in capabilities and tries to make users
create value for other users. Platform management should strategically invest in
capabilities, competence and creativity of its users. Investing in sustainable
growth, greater capacity and efficiency isn’t thought far enough. Users should be
segmented and so called “pareto users” should be identified. Those are the 20%
of users who generate 80% of revenue or post most of the complaint, compliments
and suggestions. Should also be identified who are the users that could become
more valuable with more information or advice. Users should be evaluated not
only by transactions but how much value they create for each other. “Sure, your
strategy can be to attract as many buyers and sellers as there are people on the planet, but
a sustainable model can only come from making all those users and partners more

valuable. That's platform leadership.” (Alstyne and Schrage, 2016)

As a summary, should be though what is platforms core competence, where is

the focus and who to attract? Company should know who are the important
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users. It is also important to stay consistent with the brand. One thing to take
account is that a rush to fast growth can be unnecessary and backfire. It has been
seen successful to strategically invest in capabilities, competence and creativity of

its users,

6.3. Pricing
In literature, pricing is considered to be one of the key issues when designing
platform's business model (Eisenmann et al., 2010). Also Rochet and Tirole have
pointed out that the business model and pricing which gets both sides on board
is the key to the success of a platform (Rochet and Tirole, 2003). If company seizes
a platform opportunity, but don’t get it right, there is big chance that someone

else will (Eisenmann et al., 2006).

In case company many different pricing models are used, even with the same
customer. This is because there isn't still clear how to best conduct pricing. It is
noticed in case company that pricing is a bit too complicated. Customers thought
that fixed prices per customer and per to systems installed hardware are a bit high
and doesn't give the incentive to grow. Pricing strategy should be made clearer,
how to charge different sides and it should give the incentive to grow. Now the
revenue model is that price is higher and less selling with quite custom-made
products. Products and services are shifting to more standardized form to sell

more with lower price and easier to sell and purchase, which is a good direction.

In general, more should be charged from the sides which are less price sensitive,
the side that gets more value from the platform (Hagiu, 2014). Based on
interviews this is the side of customer companies. Most price sensitive side is end-
customers and with them good strategy is also in literature review presented

subsidizing. Like said in literature review subsidized side is crucial to develop
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strong network effects (Eisenmann et al., 2006). Even though when the platform
has already scaled up they usually continue to subsidize one side of users in order
to attract more that side, because the platform can charge higher the other, more
lucrative sides (Edelman, 2015). One recognized failure of platform companies is
a failure to put critical mass ahead of money. When platform monetization comes
at the expense of building network effects, in the long run it is rarely sustainable
as it works against the core mechanism how platforms create value at scale.

(Alstyne et al., 2016)

Besides subsidizing other recommended pricing strategy is to secure "marquee”
users' exclusive participation in the platform (Eisenmann et al., 2006). This is a
basic strategy for credibility building and can drive growth. However, a platform
must compensate somehow to that partner the profits it could have got by joining

other platforms. This can be quite expensive. (Edelman, 2015)

As a summary, pricing strategy should be made clearer. Things to think are how
to charge different sides, more should be charged from the sides which are less
price sensitive, pricing should give incentive to grow and critical mass should be
ahead of money. Some strategies to think are subsidizing and whether secure

“marquee” users’ exclusive participation in platform or not.

6.4. Governance and level of openness

As came up in the literature review, opening a platform can make it more
attractive to adopt by harnessing network effects, reducing users' concerns about
lock-in, and stimulating the development of complementary products, which
meet the needs of user segments. (Eisenmann et al., 2008) When thinking the
openness of the platform, a key part of the strategy should be the regulation of

third-party actions, choices about access (whom to let onto the platform) and

58



Strategic Decisions for Becoming a Multi-Sided Platform: A Case Study

governance (what consumers, producers, providers, and even competitors are
allowed to do there). This has been seen clearly to affect the value of the MSP’s
entire ecosystem and customer proposition. (Hagiu, 2014; Van Alstyne et al,,
2016) While guarding against threats remains important, the focus of strategy
shifts to eliminating barriers to consumption and production in order to
maximize value creation (versus a pipeline world where strategy revolves around
erecting barriers) (Van Alstyne et al., 2016). It has been recognized the significant
value of third-party developers and contribution they have in platform
innovation (Ghazawneh, 2012). It is important to optimize right the level of
openness. If a platform is too close, it keeps potentially desirable participants out
and network effects stall. If it is too open, there can be some other value-
destroying effects, for example, poor quality contributions or misbehavior of

some participants which can cause other negative effects. (Alstyne et al., 2016)

Like told in previous chapter case company has capabilities for some level of
openness and some customers even felt that platform was already pretty open.
APIs were available for some customers if they wanted. Problems were that
according to case company APIs were not as good as they should be to be useful
for third-party developers and customers were not interested to develop
themselves. APIs should be developed so that they could be used in third-party
development, as Van Alsyten and Schrage (2016) says “Application Programming
Interfaces (APIs) and Software Development Kits (SDKs) are the secret sauce for

digital platform innovation and enhancement.”

From interviews came up concerning the openness that in case company they are
concerned about the governance of the code or that if some company decides to

do own business with case company’s assets which competes with case company.
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The latter one is common fear, but based on literature entrepreneurs tend to
overestimate that thread and choose the wrong approach to prevent it (Hagiu and
Rothman, 2016). To first one, the right strategy is not to just decide to not be more
open. Like said in literature review platform consists of architecture and rules and
owner decides how open those are. In this case, right choice could be to have an
open architecture which allows players to access platform resources such as APIs,
and create new sources of value. These choices aren't fixed and platform can open
its architecture little by little. But every platform must motivate producers and
consumers to interact and share their ideas and resources. This is also lacking in
case company and needs to be thought. It has been noticed in the literature that
"effective governance will inspire outsiders to bring a valuable intellectual
property to the platform" (Van Alstyne et al., 2016 p. 13). (Van Alstyne et al., 2016)
One part of these “outsiders” are in research problem mentioned strong
community of end-users. Even though they are not developers they are important
part of open innovation which should be used. Because case company wants to
keep quite strict governance my suggestion based on literature is to open APIs for
everyone with permissions and contract like Apple has done. Developers make

contract with terms with Apple! to be able to develop applications.

APIs and opening the platform right amount are necessary, but themselves not
enough. The platform owner should be able to show for third-party developers
what is there for them if they contribute. It is not enough just give access and give
tools. Successful platform engages the developers by providing them with
resources to innovate, feedback on design and performance and rewards on

participation. Important is to remember to share the surplus with participants of

1 https://developer.apple.com/terms/
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the platform. All win if the division of value works for everyone. If some party
doesn’t get sufficient value, then they don’t have reason to participate. Case
company has quite a lot competition in Europe and it should carefully investigate
what they provide to get the third-party developers on board and offer something
better. (Alstyne et al., 2016)

One recognized but unused source of open innovation is end-users, which have
in industry strong feeling of community and desire to develop the industry. In
this case customers have incentive to contribute with their ideas because it may
make the product they are buying better. Like said in literature review chapter
2.5.2., company should try to identify these innovations and take them account in

product strategy.

Firms should consider which parts of their ecosystem to own and control and
which should be done by third-parties. It is important to identify and act on
opportunities to deter competitive imitation. One thing to consider is exclusive
contract with some partners which are in the position to choke competitors'

growth. (Zhu and Furr, 2016)

Because platforms can’t directly control the quality of products or services that
are bought and sold on it there must be mechanisms to ensure that participants
have little or no fear while using the platform. Also in case company trust and
reliability has been big topics and case industry has still some trust problems with
hardware because of its young age. Now with smaller volumes company should
just deal with the problems when they come, but later with greater volume
company could start to demand from hardware producers more standards and

some specific quality level.

61



Strategic Decisions for Becoming a Multi-Sided Platform: A Case Study

Another kind of governance is the governance of the ecosystem. Managers of the
platform have to realize the importance of the ecosystem. Traditional pipeline
firms try to maximize the lifetime value of an individual customer. On the
contrary, platforms try to maximize the total value of an expanding ecosystem in
a circular, iterative, feedback-driven process. In other words, a focus has to shift
from customer value to ecosystem value. Ecosystem governance becomes an

essential skill. (Van Alstyne et al., 2016)

According to Hagiu (2014), MSP executive should ask: "What are the “market
failures” that would prevent our ecosystem from functioning properly (or even lead to its
collapse) and that we cannot eliminate through pricing?” In his article, he presented
couple potential market failures which need active governance of MSP. Based on
interviews thread of one is clearly visible in the market and there is a slight thread
of another. Clearly visible is so called lemons market failure. This means that
when there is not enough information and there is bad transparency in the market
compared to the quality of the goods and services exchanged through the MSP
and it may lead to a market failure, in which low-quality suppliers drive out high-
quality ones and the market breaks down. Although in this case it is not probable
that market breaks down but this source of market failure should still be
recognized and taken account. One way to reduce this risk is to educate
customers. Like was said in chapter 6.2. “Smart platform invests in capabilities
and tries to make users create value for other users”. When customer has
knowledge about products it can make better choices and tell about them to other

customers.

Another one is the risk that too much competition in the other side of the platform

might reduce the incentive to invest in developing high-quality products or
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services (Hagiu, 2014). This is seen possible in the current market but case
company itself is concentrated to invest in development. This has affected little
bit to the quality of the development. Some things are done fast and new ones
started before the previous one is completely ready and tested. In long run, these
then cost time and money when corrections have to be made. Development
should be done with quality even though there is a temptation to hurry and start

new development projects.

As a summary, decisions to consider are the regulation of third-party actions,
optimization of the right level of openness, incentives for third-party developers
and which part in the ecosystem to own and control and which should be done
by third-parties. Barriers to consumption and production should be eliminated in
order to maximize value creation, APIs should be developed so that they could
be used in third-party development and also producers and consumers should be
motivated to interact and share their ideas and resources. Quality of development
should not be forgotten and the risk of lemons market failure should be taken

account.

6.5. Additional points

In literature were other points which didn't fell under previous topics but was
seen useful to solve the research problem. In this chapter, those more general

points are went through.

Even though research problem was to get platform more open and platform-like
it can't be forgotten that great platform starts with a great product which attracts
enough users and third-party developers, which are needed to create more value
and platform to survive in growing competition (Zhu and Furr, 2016). Like also

from interviews came up, more clear, standardized products are needed and it
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should be recognized who are the customer groups the platform is serving the

most, which group brings most value in a longer run.

The focus in platform companies has to be different from what it is in pipeline
companies. Managers in pipeline companies focus on growing sales, sold
products and services and the revenue and profits from them are the unit of
analysis for them. For platforms, the focus is more in interactions, the value
between consumers and producers on the platform. The unit of exchange can be
very small and no money changes hands. Still, the number of interactions and
network effects associated with it are the ultimate source of competitive
advantage. Monitoring and boosting the performance of core interactions is
critical for platforms. There is some metrics mentioned in literature managers of
the platform should follow: Interaction failure, engagement, match quality and

negative network effects. (Van Alstyne et al., 2016)

Interaction failures are times when the platform fails to match an intent to
consume with supply for example with Uber the user opens the app and there
aren’t any cars available. This kind of failures directly diminishes network effects.
If a user sees this kind of messages too often, he/she will stop using Uber. If many
users stop using the app it can lead to higher driver downtime and lead drivers
to quit Uber resulting even lower driver availability. Feedback loops can
strengthen or weaken a platform. Engagement tracks the participation of
ecosystem members which enhances network effects for example content sharing
and repeat visits. Match quality is a bit harder to measure but should be tracked.
It means that how well the need of users and producers match. Poor match
weakens network effects. If a platform is badly managed, it suffers often different

kind of problems which cause negative network effects for example congestion
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caused by unconstrained network growth can discourage joining platform.
Managers must keep eye on these negative network effects and use governance

tools to prevent them. (Van Alstyne et al., 2016)

As a summary, it is important to remember that still after all great platform starts
with great product which attracts enough users and third-party developers. Focus
is still different than it is in pipeline companies: the number of interactions and
network effect associated with it are the ultimate source of competitive advantage
and monitoring and boosting the performance of core interactions is critical for
platforms. Associated with this, metrics managers of the platform should follow

are interaction failure, engagement, match quality and negative network effects.
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7. Discussion

In this chapter, the study and its results are discussed. First is gone through more
practical suggestions and ideas which company can consider. In second part, next
possible steps which platform could take are discussed. Then in last part of

discussion, the study is evaluated and limitations are addressed.

7.1.  Next steps

In this chapter will be discussed an example road how things in this study will

help the case company to get closer the wanted state of the platform.

Case company is doing business in the quite new industry area, which is growing
and changing all the time. Many things concerning the platform are still not quite
clear and by thinking subjects in previous chapter through, case company can
increase value creation of its platform and conduct clearer platform strategy. Next

is went through possible next steps company can do.

The first thing to do is think about the sides of the platform, who is it really
serving? Like said in solution, small company can't serve every possible customer
group. When management knows who are the main users, the design,
products/services and pricing have to be thought so that they serve those.
Products/services and pricing should be made clearer and simpler. When
product/service is easier to understand, it is easier to sell and less support is

needed.

APIs should be made to consistent package together so that they can enable third-
party development. Then those third-party developers have to be motivated to
come and develop something on the platform. When there comes more additional

application to the platform is it even more attractive to new customers
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In Europe, there is more competition and case company should not try to compete
with exactly same kind of products and services. Case company has the
possibility to stand out with a bit different products and services and that should

be done.

7.2. Suggestions and ideas

In this chapter is went through writer’s own and more practical suggestions and
ideas and some suggestions and ideas from interviews, which case company

should concern.

Some customers felt that communication could be better. Between case company
and customer company lacking was informing about new features and changes.
There could be some kind of short newsletter for customers every half year to
inform what is happening. Same time this works as selling. When customers are
informed about new features for example, they maybe also want to have them.
This can also help to maintain a positive brand image. It is always wise to have
effort keeping old customers happy because it is cheaper to keep old customers

than getting new ones.

Communication between different participants of the platform can also be
improved. Case company could for example host some small couple day seminar
for customer companies were ideas about the future of the industry and
development of the platform can be discussed and best practices between

companies shared.

To handle problems and errors even faster there could be a chat box to our office,
where customers and customer support can ask about smaller errors and
problem. There could be one from support from our side and one coder in “small

error duty” to solve these right away.
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One problem with the platform was the delivery. It takes quite a long time. From
interviews came up idea that the delivery of the platform would be easier and
much faster if the persons in charge of the implementation would meet in person
and sit in the same place, for example, two times one week during the delivery,
in the beginning and in the end, first at other's place and then other's. Lots of time
is wasted when things are tested and asked and put into the right places remotely.
Most things that are needed from the customer are in the beginning and they
could be got then right away and in the end, there is testing and if things don't
work there is someone to fix them right away and new tests can be done. Even
though travelling costs, I think these ways can be saved so much time that it is

worth it.

One side that still wasn’'t on board properly was hardware manufacturers.
Manufacturers could sell their hardware on case company's platform of course
with case company's backend. Case company decides is hardware good enough
to be sold there. This way customers can get hardware they want with backend
system and service all from the same place and manufacturers get the channel to
sell their hardware. The platform should be more marketplace. Now there still
isn't marketplace in case industry where customers could compare and buy
hardware from different manufacturers. One problem abroad is that customers
often want to have first physical demo hardware which they use for example one
month and there should be someone installing it. This needs contracts with some
local support or with manufacturers that they provided hardware support also

abroad.

To get service less heavy for the company it should be standardized and like was

said in solution company should invest in capabilities of its users. One way for
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this is to teach them how to use the platform. One great way to do this is
instruction videos. There should be made clear and simple videos with which
customers could do easy tasks on the platform by themselves, and less support is
needed. Case company has used these in the beginning to instruct end-users to

use end-user part of the platform.

Like was said in the introduction to research problem, end-users have a strong
community feeling, they are active and interested about to get the industry to
grow and so on help platforms which help in that. This is an asset that hasn't been
used much and has a great potential. Some other companies in the industry have
utilized this and case company should too. This is subject where third-party

developers could help.

7.3. Evaluation of the study

This chapter will evaluate the study presented and the quality of the research.
First research and study are evaluated from the academic point of view and then

from the point of view of the company.

In the beginning of the study the research question and sub-questions were

formulated in the following way:

Q: What strategic decisions should be made to enhance value creation of

the case platform?

a. What strategic decisions should be made to get the case platform

more platform-like?

b. What decisions should be made concerning users, pricing,

governance and level of openness of the platform to create more value?
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This study offered suggestions for strategic decisions for value creation of the
platform. In chapter 6 is answered to the research question and its sub-questions.
In chapter 6.1. is answered more to sub-question 1a, but by suggestions in another
chapters, platform is also treated more like a platform making it more platform-
like. In chapters 6.2.-6.5. is discussed decisions which should be made to create

more value for different sides of the platform.

The study was conducted within given time frame of approximately eight
months. Master's thesis must have a limited time frame but this also limits the
scope of the study. If the time frame would have been longer, there would have
been more time to make more interviews to deepen the knowledge about current
industry environment where the platform is operating and give the possibility to
conduct more general suggestions of decisions to think about for platforms
operating in this environment. The study was limited to view the environment
with the eyes of companies operating with case platform and so limiting
suggestions more to this case. This limitation was necessary to conduct the study

on time.

Like said another limitation is interviews. The interviews were limited to
companies operating with platform and workers of the case company. More
interviews were with workers of the company since they have the best
understanding of the platform. Because of the small size of the company there
was limited amount workers from different responsibilities to interview. This is
why there is the possibility of misunderstanding some questions and personal
beliefs and ideas could affect to the answers. However, because interviews were
mainly to form understanding from the current state of the platform and the

environment, the number of interviews is not necessarily the factor that would
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distort the result of the study. Interviews had the same focus and hence

interviews were pretty comparable together.

Further study could be the implementation of the strategic decisions and the

effects it has on the value creation of the platform.

Another viewpoint of the evaluation is whether the study succeeded into
answering the needs of the company. Like said in the introduction, chapter one,
the company wanted to know how to get their platform more open and easier to
take in use. In interviews also rose challenges with case platform which should

be noticed when thinking strategic decisions regarding the platform.

To question how to get platform more open was answered in the study in chapter
6.4. Governance and level of openness. Shortly, decisions which should be made
are about regulation of third-party actions, optimization of the right level of
openness, eliminating barriers to consumption and production in order to
maximize value creation, incentives for third party developers, which parts of
their ecosystem to own and control and which should be done by third-parties
and how to motivate producers and consumers to interact and share their ideas
and resources. APIs should also be developed so that they could be used in third-

party development.

Answer to another question, how to get platform easier to take in use, following
was answered in the study. Products and services should be more standardized
and modularity of the platform should be developed and remembered in the

development of the platform.

The case company felt that results were very useful. According to CEO of the case

company solution suggestions make good framework for development of the
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company’s strategy in future and should be taken in use. After this study, the
company hopes that more precise steps how to take finding in use, will be

conducted.
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APPENDIX I

Interviews conducted for the study

Company

Position of person

interviewed

Date of the interview

Case company
Case company
Case company
Case company

Case company

Customer company 1
Partner customer
company 1

Industrial partner 1

Industrial partner 2

CTO

CBO

CEO

Project Manager
Service and Operations
Director

Team Leader

Head of Services

Sales and Client
Relations Manager

Development Manager

6.6.2017
6.6.2017
13.6.2017
14.6.2017
15.6.2017

20.6.2017
22.6.2017

28.6.2017

29.6.2017



APPENDIX II

Interview questions for employees of case company:

How many sides?

Mita osapuolia alustalla mielestasi on?
Pitaisiko yrittdd saada muitakin?
Kuinka eri osapuolten kommunikaatio toimii?

Miten kommunikaatiota voisi parantaa?

Governance/How open?

Kuinka avoin alusta on mielestasi?

Kuinka paasya alustalle ja sen muokkaamiseen hallitaan?

Ketka kaikki saavat kdyttoonsa alustan API:ja ja/tai SDK:n?
Haluavaisivatko muut osapuolet osallistua alustan kehitykseen?
Jos kylla, saavatko he?

Jos kylld, miten osallistuvat?

Jos ei, miksi eivat?

Ketkd muut osapuolet voisivat osallistua kehitykseen?

Kun tulee pyynto6 alustan kehitykseen, voitaisiinko télle antaa API kayttoon ja etta

asiakas itse kehittdisi timan haluamansa asian?
Mika on mielestasi esteend kolmansien osapuolien innovoinnissa?

Onko markkinoilla havaittavissa jotain seuraavista piirteista?

o '"Insufficient information and transparency in the market with respect to the
quality of the goods and services exchanged through the MSP may lead to a

“lemons market failure,” in which low-quality suppliers drive out high-quality

ones and the market breaks down."



e Markkinoilla ei ole tarpeeksi informaatiota ja lapindkyvyyttd tuotteiden ja
palveluiden laadun suhteen aiheuttaen, ettd matalalaatuiset tarjoajat ajavat
korkealaatuiset ulos ja markkinat kaatuvat.

o "The risk that too much competition within one side of an MSP might reduce the
incentive to invest in developing high-quality products or services."

» Liika kilpailu alustan yhdelld puolella saattaa alentaa insentiivid investoida
korkealaatuisten tuotteiden ja palveluiden kehittamiseen.

o "Without some form of strict governance by the MSP, each constituent might fail
to take actions or investments that would have positive spillover effects for the
MSP and its other constituents."

e Ilman jonkin nékdista tiukkaa hallintaa alustalta, jokainen osapuoli saattaa
epdonnistua ryhtya toimiin tai tehda investointeja, joilla olisi positiivinen

sivuvaikutus alustalle ja muille sen osapuolille.

Platform design:

Mita kaikkea alustaan kuuluu?

Kuinka asiakas ottaa alustan kayttoon? Kuinka alusta toimitetaan asiakkaalle?
Onko alustan kayttoonotto helppoa?

Miksi on/ei?

Miten alusta olisi helpompi ottaa kadyttoon?

Mitka ovat alustan tarkeimmat ominaisuudet?

Mika alustassa toimii hyvin?

Mika ei?

Kuinka alustan ylldpito toimii?

Pricing:

Kuinka hinnoittelu menee?

Toimiiko nykyinen hinnoittelu? Perustele



e Mika toimii hyvin?

e Mika ei?

o Ehdotuksia, miten voisi hinnoitella paremmin?

o Mika alusta osapuolista saa alustasta eniten hyotya/arvoa?

e Lukuja siitd kuinka paljon kehitys, yllapito ja toimitus maksaa Virralle

Lopuksi
e Miten kuvailisit Virtaa yrityksend, piirteita.

e Avoin sana

Interview questions for customer and partner companies:

Background

e What have you bought from Virta/ What have you done together with Virta?

How many sides?

o What different users our platform has?

e Should we try to get some other sides to our ecosystem?
e How communication between different sides works?

e How communication could be better? Should it be better?

Governance/How open?

e How open Virta's platform is?

e Would you like to take part of the development of the platform?

e Why not/yes?

e How open Virta's platform should be?

e  Would you like to have our API in use (with some price) and develop something

yourself also?



Can some of these features be seen in markets?

(¢]

"Insufficient information and transparency in the market with respect to the
quality of the goods and services exchanged through the MSP may lead to a
“lemons market failure,” in which low-quality suppliers drive out high-quality
ones and the market breaks down."

(Markkinoilla ei ole tarpeeksi informaatiota ja lapindkyvyytta tuotteiden ja
palveluiden laadun suhteen aiheuttaen, ettd matalalaatuiset tarjoajat ajavat
korkealaatuiset ulos ja markkinat kaatuvat)

"The risk that too much competition within one side of an MSP might reduce the
incentive to invest in developing high-quality products or services."

(Liika kilpailu alustan yhdella puolella saattaa alentaa insentiivid investoida
korkealaatuisten tuotteiden ja palveluiden kehittdmiseen.)

"Without some form of strict governance by the MSP, each constituent might fail
to take actions or investments that would have positive spillover effects for the
MSP and its other constituents."

(IIman jonkin nakoistd tiukkaa hallintaa alustalta, jokainen osapuoli saattaa
epaonnistua ryhtyd toimiin tai tehdd investointeja, joilla olisi positiivinen

sivuvaikutus alustalle ja muille sen osapuolille.)

Platform design:

What parts of the our platform are you using?

How platform was delivered and taken in use?

Was it easy/hard?
Why?

How it would be easier to take our platform in use?

What are the most important features in our platform?

What is working well in platform?

What not?



e How the maintenance of the platform is working?

e What should be developed in future?

Pricing:

e How product was priced? (Pricing model)

e Opinions about that pricing?

e Suggestions how pricing should be done in future?

APPENDIX III

Summary of strategic decisions which should be though

Platform design

Sides of the platform

Development of modularity

If there is conflict of interest between
different sides of the platform, managers
have to be ready to make sacrifices with
direct shirt-term revenues to favor the side
which is important to MSP’s long-term
success

Recognize sides of the platform

What is platforms core competence and
where is the focus, who to attract?

Stay consistent with its brand

A rush to fast growth can be unnecessary
and backfire

Know who are the important users



Pricing

Governance and level of

openness

Strategically invest in  capabilities,
competence and creativity of its users
Pricing strategy should be simplified

How to charge different sides?

Should give incentive to grow

More should be charged from the sides
which are less price sensitive, the side that
gets more value from the platform
Subsidizing

Critical mass should be ahead of money
Whether secure  “marquee”  users’
exclusive participation in platform or not?
Regulation of third-party actions

Optimize right the level of openness
Eliminating barriers to consumption and
production in order to maximize value
creation

APIs should be developed so that they
could be used in third-party development
Motivate producers and consumers to
interact and share their ideas and resources
Incentives for third-party developers
Which parts in their ecosystem to own and
control and which should be done by third-

parties?



e Maximize the total value of an expanding
ecosystem
e Take into account the risk of lemons market
failure
¢ Quality of development
Additional points e Great platform starts with great product
which attracts enough users and third-
party developers
e Focus in platform companies has to be
different from what it is in pipeline
companies
o The number of interactions and
network effects associated to it are
the ultimate source of competitive
advantage
o Monitoring and boosting the
performance of core interactions is
critical for platforms
e Metrics managers of the platform should
follow: Interaction failure, engagement,
match quality and negative network

effects



