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The Complete Guide to the Revolutionary Platform
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What do Airbnb, Uber, Google, Facebook, YouTube, eBay, Alibaba, PayPal
have in common apart from the fact that they are some of the most
valuable start-ups of the recent (or coming) years? They are all platforms
businesses! The success of these envied companies has made

the platform business model the holy grail of business models.

The platform business model is relevant for startups, young companies and
established companies. For startups, it poses the opportunity to capture a
share of established markets and grow large fast. But established
companies too can use it with vast success. Apple is the best example. A
portion of their iPod’s and iPhone’s success is based on the fact that they
have used the platform business model. Prior to these two products the
company was floundering for more than a decade.

The Platform Business Model


https://innovationtactics.com/our-products-1/
https://innovationtactics.com/free-downloads-and-products/
https://innovationtactics.com/

| have covered this business model extensively over the last few weeks.
Now, you are getting a comprehensive summary. These are all the
elements of the platform business model you will learn about today.

. What is a platform business?

. Types & examples

. Value creation & value capture
. Economic value-add

. Network effects
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. Search costs
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What is a platform business?

Let’s first be clear what we are talking about: not every technological
platform is a platform business.

» E.g. Microsoft Xbox, gaming consoles, app stores are technology
platforms that are based on a platform business model.

= Amazon Web Services is a technology platform that is not based on a
platform business model.

Google, Facebook, YouTube, Airbnb, Uber, eBay, Alibaba, PayPal make
use of the platform business model. In this article, | use the terms “platform


https://innovationtactics.com/platform-business-model/
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business model,” “platform business” and “platform” interchangeably.

Economists also call them multi-sided platforms (MSP).

Professor Andrei Hagiu describes Multi-sided platforms (=platform
businesses) as:

“ “Multi-sided platforms (MSPs) are technologies, products or
services that create value primarily by enabling direct
interactions between two or more customer or participant

groups.”

But who are the participant groups? Well, depends on the platform. In most
cases, it helps to distinguish between supply and demand side.

1. Supply side: seller, service provider, host, content creator, etc
2. Demand side: buyer, service seeker, guest, consumer, etc

About us: We share MBA-level innovation and business management
knowledge with Entrepreneurs, Founder-CEQOs, App Creators, Startups,
Professionals, Executives, MBA Students/Graduates, Business School
Professors and other smart people.

Types & examples of platform businesses


http://sloanreview.mit.edu/article/strategic-decisions-for-multisided-platforms/

WeChat

Freelancer.com
WhatsApp
Taskrabbit
Skype Communication platform
Service platforms Airbnb (event hosting)
LinkedIn
UberEats
Facebook Social platforms
Hipages
Asset sharing
Twitter platform Asset + service Uber
Media & content
Amazon Kindle platforms Asset (only) Airbnb (rental)
YouTube o
I\r:ult?-aded Ebay
atforms -
Google Search platforms tF; os & examples Product
P P platforms Amazon marketplace
Operating systems Development \isa
Android (AOSP) (open source) platforms PayPal
Linux American Express
Transaction
Windows platforms Payment WeChat (payments)
Controlled platforms
Apple Appstore & App stores

Other Sharing economy platofrms

Gaming consoles

Niche platforms
WeChat (apps)

Google Play

There has been no systematic attempt to categorise platform
businesses. Here is one possible way to categorise.

U

Value creation and value capture

Platforms help to sell products or services, to generate content and so on.
But the platform owner as such does not manufacture the products that
get sold (e.g. Ebay, Alibaba). They do not provide the services that get
offered on their platform (e.g. Freelancer, Taskrabbit, Uber, Airbnb). They
do not create the content that gets generated each day (Facebook, Twitter,
YouTube).

So, how do they create value? Some say they are modern middleman. But
that is far from complete. They need to add additional value to the overall



exchange — and still be able to extract value — in order to be relevant. Many
platforms have been struggling because they have not been able to do this.
Here are some examples how platforms create value for their participants
and capture value for themselves:

(1) Asset sharing platforms (e.g. Airbnb) create value:

» Help the supply side (home owners/hosts): to increase utilisation of
their existing assets (unit/'room/house) in order to generate additional
income or to get more yield out of those than through other ways.

» Help the demand side (travellers): find cheaper, more individual, less
“clinical” accommodation. And to find accommodation at peak times
(e.g. when special events are on) when all hotels are booked out.

= Airbnb captures value by charging a percentage on each booking. On
the surface, they are being compared to the large hotel chains but on
their balance sheet, they look much more similar to an online travel
portal. They don’t need to worry about financing their lodging
inventory. By comparison, hotels chains design, build and own a large
amount of their real estate. Not only are they subject to the whims of
the commercial real estate cycles but also does it take much longer
and more capital to ramp up their supply (and write-offs/impairments
in downturns). (Though in good times, commercial real estate opens a
lot of financial engineering opportunities because it is excellent
collateral.)

(2) Social, media and content platforms (e.g. Facebook),
encourage exchange with friends through the creation of user-generated
content:

» The supply side: From a monetisation perspective, the supply side are
the users (you, me and 1.5b others). We are creating user-generated
content. Facebook doesn’t charge their users anything. But they use
this content to analyse it and place (targetted) advertisements. By
comparison, traditional media outlets, such as newspapers, hire
journalists to create content among which they place their ads. You
and | (and 1.5b other users) create the content for Facebook.



» The demand side: are advertisers (from a monetisation perspective).
They are able to run more targetted ad campaigns compared to
traditional media. They get access to an audience that is highly
engaged because of the updates from friends and family that they
care about.

» Facebook extracts value by giving advertisers the possibility for highly
targetted ads (and for getting access to the Facebook audience in
general). By voluntarily sharing our posts, our data and our likes, we
give Facebook around 2000 data points about us (demographics,
income, education, interests and many other things). Facebook’s
advertisers can thus use their money to advertise in a more targeted
ways than traditional (broadcast) channels allow.

(3) Facilitate the exchange of goods and services (e.g. Ebay):

» The supply side (sellers, online merchants): are composed of
individuals that sell pre-owned stuff, online merchants, small
businesses, etc. They derive value from getting started easily, save on
advertising, be able to use Ebay’s legal and commercial framework
and their payments platform Paypal.

» The demand side (buyers): can buy comfortably, have one starting
point for their shopping queries, know they get things cheaply as
many sellers don’t have the overhead of brick-and-mortar stores, have
a buyer protection framework by Ebay and so on.

» Ebay extracts value by charging by transaction. The benefits they
offer to both sides allows them to do so (though they also face the
problem that participants may take their transaction outside of the
platform). They do all this at much lower capex and overhead costs.
They don'’t hold any inventory themselves, let alone
develop/manufacture any products. Like malls, they
offer agglomeration benefits. And they don’t face location-specific
risks that has turned a large amount of malls into (well-
documented) dead malls.


https://insight.kellogg.northwestern.edu/article/how-malls-die-and-how-your-business-could-be-next
http://deadmalls.com/
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Economic value-add

The business model has to add value to the individual participants. But it
also has to have enough economic benefits as a whole in order to be able
to be relevant.

Let’s look at Uber. One economic benefit is that it helps to utilise better idle-
sitting assets.

= Average cost of ownership per year in the US: $8,558 ($23 / day)
= Cars are utilised only 5% of the time (72 mins/day) and parked 95%
of the day

On an aggregate level, in 2015 this has led to economic benefits of:

= “$2.9 billion in consumer surplus in the four U.S. cities included in our
analysis.” [Cohen, et al., pdf] This is for the four cities of Chicago, Los
Angeles, New York, and San Francisco. Based on this they estimate a
consumer surplus (=economic benefits) of $6.8 for the US in 2015
alone.

There are several other economic savings associated with Uber. E.g. in
Australia a Productivity Commission came to the conclusion that taxi plates
(costing the taxi owner somewhere between $200,000-$300,000
depending on the location) translate into

= an increase in fares of $1.47 for a standard 8km trip. In return for no
benefit for the consumer.

The Commission states clearly that the regulations are not in the public
interest (this was in 1999 and yet nothing much has changed, though since
Uber has entered the country discussion may have been invigorated). ‘The
public or consumer interest has suffered an estimated $20.67 million
annual loss of wealth in 1993 [this refers to the city of Brisbane only], while
between $11 million and $19.1 million of this loss has been picked up by


http://www.bloomberg.com/graphics/2016-merging-tech-and-cars/
http://www.reinventingparking.org/2013/02/cars-are-parked-95-of-time-lets-check.html
https://cbpp.georgetown.edu/sites/cbpp.georgetown.edu/files/ConsumersurplusatUber_PR.PDF
http://www.pc.gov.au/research/supporting/taxi-regulation/taxiregulation.pdf

the politically powerful licence holder lobby and between $1.48 million and
$9.55 million has been lost to society with no group directly benefiting [the
deadweight loss]'.

Don’t confuse this section with the economic value add metric (EVA) known
in accounting. We are talking about an assessment of the market
opportunity. Admittedly, this will always be a stab in the dark when you do it
before you start. But even a crude assessment with an optimistic and a
pessimistic case is better than skipping any economic assessment
altogether.

o/

Indirect network effects

Every business model and industry has its own set of important business
management concepts. Many traditional businesses, for example, optimise
integrated supply chains and manufacturing processes (and supply side
economies of scale). For the platform business model, the concept of
network effects (also called demand-side economies of scale) is of utmost

importance.

“ Network effects are the effects that incremental participants
(and participation) have on the value of the network to other
participants.

In the context of multi-sided platforms (=platform businesses), it is essential
to realise that we distinguish between two different types of effects:



» Direct network effects: If only a few of your friends were on
Facebook, then its value for you would be low. But as the number of
users increases so does the value of the network for you and other
users. They are essential for social media platforms*. Direct network
effects, also called same-side network effects, are the effects
of participants on one side of the network on other participants on the
same side of the network.

» Indirect network effects are effects of one type of participant on
other types of participants. Take Uber. Drivers and passengers are on
different sides of the platform. Uber would create very little value for a
passenger if there were hardly any drivers. Waiting times would be
frustratingly long. Equally, for drivers, the platform would have little
value without a sufficient number of riders. Idle times for drivers would
make render the platform of little value. The value of the network
increases with the number of cross-side participants (participation).
Indirect network effects are also called cross-side network effects.

Both direct and indirect network effect can be positive (value-enhancing) or

. more
Examples (positive effects of B
mare supply side actors to the demand
demand side actors):

negative (value-diminishing).

Examples (positive effects
of more demands side
actors ta the supply side

Uber {more drivers): actors).

= lower prices”

* faster pick-ups

* wider geographical
coverage

Uber (more passengers):
* |ess idle time for drivers

Platform Airbnb (more guests):

Arbnb (more hoss}: interactions, «  higher utilisation

+ |ower prices

= more chaice

+ wider geographical
coverage

Ebay (more buyers):
* higher revenue &
margins

Ebay (mare sellers): » Economies of scale

» |ower prices

* mare choice Faypal {more users):

» more sales
* |ower unit fransaction

Paypal (mare merchants): costs

+ lower transaction costs
* increasing convenience

* most notable in surge pricing



Platform business models connect multiple sides (independent
groups of participants) to each other. This creates direct and indirect
network effects. They are crucial for the growth and the value
creation of the platform to its participants. The figure shows a few
examples of positive indirect network effects.

Platform businesses enhance positive network effects (those spurring
value) and try to mitigate negative ones (those that diminish the value of
the network to others, hence slow down value). For the success of a
platform, all same/cross-side effects need to be taken into account and
managed accordingly.

And to complete the picture here, it is prof Hagiu who warns of over
reliance on network effects.

* Some economist are presenting this as indirect network effects. They say
that writers are on the other side than readers. Such a distinction may
make sense on platforms where there is a considerable distinction between
writers and readers (e.q. Wikepedia, Medium). It can also make sense in
social network depending on the question you are trying to answer.

Transaction costs

Platforms make transactions cheaper and simpler. Citing Professor
Andrei Hagiu again:

““ “At the most fundamental level, there are two types of basic
functions that [platforms] can perform:


https://hbr.org/2016/04/network-effects-arent-enough

» reducing search costs, incurred by the [platform’s] multiple
constituents before transacting,

» and reducing shared costs, incurred during the
transactions themselves.

Any feature or functionality of a [platform] falls into either of these
two fundamental types.”

Now, economists, like prof Hagiu, have a much wider understanding of
these terms. But from a business management perspective, the below is a
great starting point. | have added post transaction costs. These occur
infrequently but in people’s mind, they are powerful barriers to entering

transactions.

Search costs

occur before a
transaction starts

Search cost on side of consumer:
Actual costs
Time & effort researching,
Skills/knowledge
(Lack of) awareness

Search cost on side of the business:

Inefficiency
Being findable
Building reputation

Transaction costs

S
&

' i3
occur during a

[
o
transaction between
buyer and seller

Transaction costs:
Communication
Payment
Quoting
Scope clarification
Legal uncertainty and costs
Distribution & transport costs
Performance measurement
Dispute resolution
Order fulfilment
Receipt & acceptance
Transaction risk mitigation
Any other friction

Post transaction costs

Costs that occur after the
transaction is finished may impact
future transactions

Cost of any materialised risks:
Dissatisfaction
Poor guality
Misunderstanding
Accidents
Fraud
Damage

Platforms enable transactions between the supply and the demand

side by reducing search and transaction costs (i.e. making

transactions simpler and cheaper).
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Search costs matter

One key characteristic of the platform business model is the reduction of
search cost for its participants. Search costs can mean a lot of things,
including having to spend time and effort. Platform businesses reduce
search costs almost by existence. If you want to buy something online, you
know you can jump on eBay and most likely find what you are after.
Chances are you have not of the sellers you are going to buy from. Same
holds true for the seller. For them it might be very difficult, to get found in
the wilderness of the internet. But once they join eBay, they know that this
platform aggregates search for online purchases.

When the demand side searches, the results can be executed and
displayed in a rather crude way. Based on keywords, location or ratings.
The early platforms like Craiglist can do this as well. But more advanced
platform businesses constantly improve their search and matching
algorithms in order to add more value.

Here is one example that shows you the sophistication that search
algorithms move towards.

Airbnb

Have you ever searched for something on an online platform and after
spending a few minutes abandoned your search? You may have found
something that you liked but one of the details did not match your
expectations. Whenever this happens, it is a missed opportunity for the
participants and the platform.

Airbnb has noticed that transactions sometimes fail because they don't fit
the host’s preferences for gap days in-between bookings. Based on this
insight they have fine-tuned their search algorithms.


https://medium.com/airbnb-engineering/how-airbnb-uses-machine-learning-to-detect-host-preferences-18ce07150fa3

The algorithm learns based on previous preferences which type of booking
requests different types of hosts are more likely to accept. The search
algorithm promotes those more likely to lead to a conversion in the results
(e.g. by displaying them higher up in the search results). The analysis has
found that hosts in large markets prefer to have as little gap days as
possible (whereas those in small markets prefer — or at least not mind —
some gaps).

Preferences for calendar gaps differ across markets

4%
Increase BIG MARKETS:

Hosts prefer no calendar gaps

\

average

acceptance rate

4%
decrease

0 2 4 6
# of gap days in calendar

Optimising Airbnb’s matching algorithm for host preferences taking
into account gap-day preferences [Source: Airbnb Data Science blog]

After implementation of these host preferences into the search algorithm,
conversion rates went up by over 3.75%. At the scale of the Airbnb
platform, this translates into significant incremental revenues and/or search
effort reduction for the participants (thus improving the value of the
platform). It also shows the value-add of online platform business models.
These types of optimisations could not be achieved in offline platforms (i.e.
local classifieds) and even not in the old-style online classifieds.


https://medium.com/airbnb-engineering/how-airbnb-uses-machine-learning-to-detect-host-preferences-18ce07150fa3

How can we help you?

From your feedback, | know what you want help with. And we have tailored
our premium resources to help you with this:

1. Grow your career: Understand the business models that are
disrupting your industry and show your colleagues right path

2. Create an app: Develop the business model first (or at least in
parallel) before you waste years "developing" an app

3. Build a pitch deck: everybody can build pretty slides. But can you
answer the questions that VCs will ask you?

4. Develop a business idea on the side of your full-time job

5. Students: gain knowledge that will help you a lifetime, not just to pass
an exam

6. VCslinvestors: the business model secrets of the most successful
companies

Transaction costs

When search cost reduction helps matching two (or more) parties, lower
transaction costs help them to enter an exchange between the two parties.
Reducing transaction costs can even be more complex than search costs. |
will keep it short at here but more transaction cost examples here.

Airbnb has helped to reduce a lot of the transaction costs that would have
put barriers in the way of offering and taking up lodging:

» booking management,


https://innovationtactics.com/platform-business-model-5/

= communication between host and guest,
» secure payment transaction,

» affordable insurance,

» servicing (in some locations),

» safety of transaction via identification,

» reviews of accommodation,

= and more

When comparing the transaction cost reductions among various platforms
you will always see some overlaps (rating, payment, communication) and
platform-specific ones (see here for more examples).

©

Strategy

| would love to call this strategic positioning. But this term is taken up by an
important concept of good old professor Michael Porter. Well, | could call it
“strategic positioning on the demand-supply spectrum”, which would well
describe it. But I will refrain from such a convoluted description. So, let’s
call it ... strategy.

The efforts of developing the platform are often more concentrated on one
side. For some platforms this is on the demand side, for others, it is on the
supply side. Platforms like Uber and Airbnb have created a whole new
supply (sub-)category. Yes, sure, Taxis have long existed. But ride-hailing
as such has not. The difference is that a taxi company is a registered
business entity. The Uber driver is just an individual providing a commercial
ride to a stranger.



Thus, Uber had to expend significant efforts in order to make sure the new
supply is safe, complies with laws, is insured, can process payments,
locate the passenger and so on. Ooops, does that sound a lot like our
transaction cost list from above?

No coincidence here. In economic theory, companies have a competitive
advantage against individuals endeavouring the same (yes, economists
really wonder about such weirdly-intriguing questions) by internalising most
relevant transaction costs (this is where the wider definition of this term
comes into play) and leveraging economies of scale on these transactions.
Platforms help to reduce the advantage of companies to individuals (or
very small entities). This is why | say that Uber’s key achievement is to
develop a new supply (sub-)category.

Getting the demand side on board is not cheap. But it involves less efforts
(still talking about Uber here). It is largely running some expensive
marketing campaigns and providing free ride vouchers. (Cost of customer
acquisition, CAC, is the major hurdle for start-ups.)

Similar to this example, you can distinguish between a 5 different
approaches (and | am happy if you identify more, just let me know):

1. Create a new demand network (for an existing supply): Platforms
like Yelp, Expedia, Groupon create new demand (or demand network)
to an existing supply. Often they do this by aggregating demand
through reduction of search costs (e.g. time & effort) on the demand
side. They monetise this in different ways. Expedia gets bulk
discounts with hotels and then often bundles their offerings with
flights. But they are not leveraging network effects as much as other
platforms. Yelp creates truly a new demand network. They then offer
the supply side (restaurant, shops) enhanced access to this demand
network. Note, that these platforms can get started without directly
interacting with the supply side. By building a demand network they
make themselves very attractive — and unignorable — to the supply
side. Search platforms, deals platforms and demand aggregation
platforms follow this strategy.



2. Create a new supply category: Platforms like Uber, Airbnb,
Freelancer, Taskrabbit, first generation game consoles are creating a
new supply category. This may be embedded in an existing industry
but genuinely deserve the label being a new category of supply. This
often requires significant efforts of reducing transaction cost in order
to make individuals competitive with larger firms (e.g. hotel) within the
same industry.

3. Create an incremental, competitive supply network (and connect
them to a new demand network): Alibaba has helped many existing
small firms in China to connect domestically and internationally to a
new demand network. Many of these firms would have had no chance
to have an advertising budget to be ever found (=search cost). Many
of the actors may have existed before, but the network is new.
Equally, no established transaction framework existed. To a certain
degree, eBay has done the same. They have connected this to a
demand network. Note the difference to strategy 1. Strategy 3
engages heavily the supply side first, whereas strategy 1 does not so.
In some cases, strategy 1 almost ignores direct interactions with the
supply side until monetisation starts to play a role. The difference to
strategy 2 is that strategy 3 starts with an existing supply, e.g. offline
stores and online stores that just don’t happen to be able to reach a
very wide demand network on their own. As the network grows,
previously non-existing players join.

4. Look for underserved networks and give them what you feel they
are after. Get users on board and then take it from there. This may be
on the demand or supply side which is why | have put it into the
centre. You may not know what your endgame is but once you have a
lot of users, you can monetise access to them in some way. | would
add some of the social networks to this as the do not really fit the
supply-demand model. They build large user bases for which they
charge advertisers for targetted access.

5. Add a new side to your existing single-sided business: expand
your existing assets and infrastructure to bring a new side onboard.
Again, this may be on the demand or supply side which is why | have
put it into the centre.



Platforms bring together demand and supply side. But in most cases,
the value creation efforts are more concentrated on one side. This
doesn’t mean more value is created for that side, it just denotes
where the efforts of developing the platform lie.

Airbnb has decided to use the approach 2, thereby creating a new supply
category. Expedia is in also in the hospitality and lodging industry. But they
have chosen approach 1: which is to generate incremental demand and
use it for volume discounts. They do not worry about creating new supply
themselves. For any given idea, you can play with these fundamentally
different options. If you are not sure, you may be able to start with
approach 4 and experiment.
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Sharing Economy platforms are a way of building a platform centred

around physical goods & assets.

Check out our Sharing Economy Super Bundle to learn more

alo

Getting to critical mass

Once you get started you need to get to critical mass.

“ critical mass: “The point where the value of the network
exceeds the cost of joining for most users. Once a network
reaches sufficient size, its network effects start to pull in new
users and growth takes off.” [Source: “Modern Monopolies‘]


https://innovationtactics.com/platform-business-model-complete-guide/bundle-uber-airbnb-wework-case-studies/?product_id=66004
https://innovationtactics.com/bundle-uber-airbnb-wework-case-studies/?product_id=66004
https://innovationtactics.com/bundle-uber-airbnb-wework-case-studies/?product_id=66004
https://www.applicoinc.com/modernmonopolies/

Here 8 tactics that have helped some of the most successful platforms to
get to critical mass:

» Tactic 1: Accelerate early supply (with subsidies)

» Tactic 2: Accelerate early demand (with subsidies)

» Tactic 3: Tap/piggy-back onto an existing network

» Tactic 4: Attract high-value users (or celebrities)

» Tactic 5: Start as useful single-sided platform

» Tactic 6: Extend your existing assets

= Tactic 7: start in a niche or micro market, then expand
» Tactic 8: provide certainty through commitment

Some of this seems to be overlapping with the previous section on the
overall strategy. But the tactics shown here can be applied at the same
time, switched on and off temporarily until critical mass is reached. Uber is
a platform business that develops a new supply (sub-)category within the
transport industry (called ride-hailing).

But to get to critical mass, Uber uses a number of the above tactics:

» Tactic 4 every time they enter a new city by ‘recruiting’ among
previous taxi drivers.

» Tactic 1 by subsidising them in some cases for just being available
rather than performing a ride (until demand follows suit).

» Tactic 2 by handing out free-ride vouchers to potential passenger and
running free and paid campaigns in the city.

» Tactic 7 by only entering city-by-city (a lesson platforms have learned
from OpenTable’s expansion to as many cities as possible from the
beginning just to roll back after years of not getting to critical mass).



8 Proven tactics to get your platform business model to critical mass.

Engage!

Network effects need to be actively fostered. It will not be enough to just
remove friction. Engaging is essential to keep participants come back to
the platform. Having just participants that rarely engage is not sufficient to
achieve network effects. Here are some thresholds that platforms have
realised are crucial for users staying active on their platform:

» Facebook realised a key engagement driver is for new joiners to find
10 connections within first 14 days. Based on this, Facebook imported
contacts from people’s mail, suggested connections and further
engaged users with games, media, etc.

» Uber realised a high rate of drop-out rate of driver prior to completing
25 rides. A much-noticed New York Times article described “How


https://www.nytimes.com/interactive/2017/04/02/technology/uber-drivers-psychological-tricks.html?_r=0

Uber Uses Psychological Tricks to Push Its Drivers’ Buttons” to push
through this threshold.

» OpenTable has found they need to have at least 25 restaurants to
choose from in a given area (suburb-size) to give people enough
choices. Based on this insight, OpenTable changed their overall
approach. Instead of diluting their efforts across many cities, they
retracted from all cities but four and focussed on getting to 25 per
relevant area in those 4 cities.

» Medium, Wikipedia, like many other user-generated content platforms,
have confirmed the: 1-9-10 Rule: 1% of participants write, 9% edit;
90% read only.

When you start a platform, try to determine what engagement drivers and
their critical thresholds.

Related articles

Create a Sharing Economy App

We strongly believe that your early
decisions will set your startup and app on a
trajectory that will decide where you will


https://www.nytimes.com/interactive/2017/04/02/technology/uber-drivers-psychological-tricks.html?_r=0

end up in 2, 5 or 10 years time. Or as we
argue here, you can't experiment your way
from Turo or Zipcar to Uber.

Uber

Like Airbnb, Uber is a Sharing Economy
company who are also using the Platform
Business Model. Click here to learn more

Airbnb

Like Uber, Airbnb is a Sharing Economy
company using the Platform Business
Model. Click here to learn more


https://innovationtactics.com/how-to-create-a-sharing-economy-app-and-biz-model/
https://innovationtactics.com/business-model-canvas-uber/
https://innovationtactics.com/business-model-canvas-airbnb/
https://innovationtactics.com/wework-business-model-canvas/
https://innovationtactics.com/what-is-disruptive-innovation-and-its-playbook/

Disruptive Innovation

Learn what disruptive innovation is and

whether Airbnb is disrupting hotels or not...

Please check out our homepage which will give you a great overview of all
our articles.

4>
Design

We have been talking about the platform business model without any
technical gobbledygook so far. Big thing! And | am going keep it that way.
This doesn’t mean that the technical design details of platforms are
unimportant. The technical (and technological) design plays a role. But it is
the part that can be copied most quickly.
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On our innovation pages, we are not covering technical implementation
details. They would already by obsolete by the time | would publish
them. There is more value looking at the principles behind. These stay
relevant much longer and can be transferred to your technical area much
better.

Technologies play a role. But not as big as tech magazines suggest. There
is little correlation between the first inventor of a particular platform and
who takes the longer-term victory on that technology platform. Facebook
was not the first social platform, Uber was not the first ride-hailing platform,
Google was not the first search platform. And the list could add all
companies mentioned in this article. None of them was the first in their
category.

Opening up your platform to integration of 3rd party elements will be one of
the most critical design decisions. But it is not really a yes/no decision. |
have explained in great detail here and here, that preventing collaborative
innovation will often lose big time. The decision thus will often be to which
degree, what and how.

Because on the other end of the spectrum, governing the platform to
reduce negative network effects plays a very big role. Opening too widely,
to the wrong parties or in the wrong way invites havoc. And that to a
degree that will bring the platform down. If this wasn’t exactly what you
expected in the “design” section, check out the links mentioned for more
details. It will make a lot of sense.

Related articles
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Search & Social

Search platforms and social networks are
undisputed masters in creating network

effects. Learn from:

Google
Facebook

Twitter

Snapchat
Pinterest

Creating App biz models

How to develop a business model for
your App. Our firm belief is that a huge
amount of apps fail because there is no
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clear thought behind the business model. If
you are developing an app, make sure to
think about the business model in parallel.
This is an epically long article on the topic
using search / social media platforms as an
example. This 10-step guide can be applied
to most types of apps & their business
models.

Demand aggregation

Demand-aggregating platforms establish
themselves as middlemen between existing
businesses and consumers, take:

= Groupon

= Yelp
= Apple News+

Check out our homepage for more...
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Revenue models

Monetisation on platforms is a balancing act. The aim of the platform
business model is to create value for the participants by enhancing network
effects. As you have seen, this is done by removing friction and keeping
the participants engaged. But imposing any sort of fees will introduce new
friction (there are though few cases where this can be used to weed out
negative network effects — but this is very rare).

What can go wrong when the monetisation is set up poorly? Ask Mr Rupert
Murdoch. In 2006 he bought an already floundering MySpace (previously
the web page with the highest annual traffic). He promised dramatic
monetisation targets (10-folding previous revenues) to his shareholders. It
ended up being what a senior MySpace manager called “the last nail in the
coffin®. The platform lost ground to Facebook and is now a minor player in
the platform universe.

Here are your 4 options to monetise according to Prof Parker et al.:

1. Charging a transaction fee: whenever monetary exchange is
involved in the transaction between the participants, charging a
transaction fee is a viable approach. This can be a fixed fee
depending on the type of transaction. Or it can be a certain
percentage of the transaction value. Uber and Airbnb apply the later.
And given most their payments go through the platform, it is quite
invisible to the participants. This approach can discourage transaction
when the transaction size is large. If you ask for a large project
through Freelancer, a 10% transaction fee can incentivise participants
to take their transactions outside of the platform. Same applies to
many service platforms where the parties interact with each other
closely (either online or face-to-face during the transaction). Less so
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in Uber where the benefit is to utilise the nearest driver upon very
short notice. Trying to prevent communication prior to the transaction
was one of the reasons for eBay’s struggled in China (among other
factors) with unfavorable outcomes for eBay. And it was one of the
reasons why Alibaba chose a different monetisation approach.

2. Charging for access: LinkedIn doesn’t charge individuals anything
(in the basic access). But it does charge recruiters who want to use
the platform for job advertising/recruiting. This form of monetisation is
charging for access to an audience. Dating sites often do the same.

3. Charging for enhanced access: Many social media platforms allow
companies access to their audience. But even large companies get
lost in the amount of interaction on the platform. To get through to a
targetted audience, these platforms (e.g. Facebook, Yelp, Twitter,
Google), charge for standing out in the crowd. For advertising
companies, this has some benefits compared to traditional broadcast
advertising that gets displayed to a lot of irrelevant audience. These
platforms charge for enhanced access to relevant audiences.

4. Charging for enhanced curation: Lynda.com and Skillshare.com
offer access to high-quality courses (so at least ambition), for a
monthly subscription fee. You can go online and find lots of good free
courses (Khanacademy) as well as paid ones. And there are great
ones among them. But you might search for a long time. And also risk
coming across high-paid, low-quality stuff. This monetisation model
charges for access to higher value curation.

Our articles are intro. Expert knowledge is here ...

Do
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