COURSE: BUSINESS MODEL INNOVATIONS
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Network Effects and

Multisided Platforms
e




Multi-Sided Platforms:
Powerbrokers In The Global Economy
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Today’s Discussion

n What Is A Multi-Sided Platform?

H When Do Multi-Sided Platforms Compete?
H The Nature Of Competition
n Search-Based Advertising

H The Digital Music Business

n The Catalyst Age



What Is A
Multi-Sided
Platform?
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Merchants paid 7% fee

Cardholders paid small fee roughly
equal to the value of the float

Profits entirely from the merchant side



Catalytlc Reactlon For Charge Cards




What Makes A Platform Multi-Sided

Reduces transactions costs between two or more groups of
economic agents

Significant indirect network effects between groups

Uses pricing, design, and openness to optimize positive
feedback effects




When Do Multi-
Sided Platforms
Compete?




How Many Multi-Sided Platforms
Compete

+

Indirect network effects

Scale economies

Congestion —
Platform differentiation —
Multi-noming —



Core Functions Of Multi-Sided

Platforms
Matchmakers Audience builders
Objective Objective
To facilitate transactions To increase efficiency
Yahoo! Personals _ Windows
Marché Bascite | CondéNasi | Symbian
MpySpace.com _ Sony PlayStation
Auction
Oduiba | Wall Stcetfournall | SAP enverprise sofiware



The Nature
Ot Competition




Competition When The Number Of
Sides Vary

Single-Sided Symmetric Two-Sided Three-Sided
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The Search-Based Advertising
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Search Pages
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Web Results 1 - 10 of about 11,300,000 for hotels in rome. (0.25 seconds)

400 Hotels in Rome Sponsored Links Sponsored Links
www_booking.com/Rome  Online hotels in Rome with reviews. Great rates. Mo reservation costs!

Hotels com Official Site
Cheap Rome Hotels Hotels.com Low Rates Guaranteed!
www. Expedia.com  Get Our Best Price Guarantee on All Hotels in Rome at Expedia. Call a Hotel Expert. 1-800-443-4167

www_hotels_com
Hotels in Rome. ltaly
Located in the Umbertine section of Reme, near the central Termini station and a few steps
away from the Teatro dellOpera, the hotel is ideally located to ...
www.booking.com/cityfitfrome_en_html - 75k - Jun 2, 2007 - Cached - Similar pages

ltaly And Accommaodation
View photos, maps, reviews, rates
and book: pay only on check out !
WWW VENere com

1971 Rome hotels. Compare hotels in Rome. ltaly. Rome hotel ... Holidav Inn Rome
Don't pay more than required for a Rome hotel. Compare all Rome, ltaly hotels easily on _\,.-— .
one website. Choose the best option and book your Rome hotel online. Convenient airport location.

" o Official site. Book online today.
www_europe-cities.com/hotels-rome.aspx - 82k - Cached - Similar pages o
P P www.holidayinn.com

Rome Hotels. Reservation of Hotels in Rome_ ltaly

Rome hotels, hotel reservations. A selection of best Hotels in Rome, ltaly listed by area
and rates. All our Hotels in Rome are located in the city center.

www.nycerome.com/ - 45k - Cached - Similar pages

Hotels in Rome lialy

Wide choice and Low rates

on Rome [taly Accommodation
www_hotelinroma.com

Rome Hotels, Rome ltaly. Rome Accommodation at Discounted rates ...
Rome Hotels, ltaly: Exclusive deals and wide choice of rome accommodation. Choose your
hotels in Rome or find accommaodation in our Rome Lodging Guides.
www.hotelinroma.com/ - 26k - Jun 1, 2007 - Cached - Similar pages

Hotels In Rome
Free reservations, instant booking
200 hotels, maps, no booking fee
www_rome-hotels._it

Rome, Rome Hotels, Rome Apartments, Accommodation in Rome apartments
Rome Hotels? Try our Rome hotel Apartments. Great accommodation in Rome by the day,
week or month. More space by far than an average hotel room.
www._eslworldwide.com/rome_hotels/index_htm - 41k - Cached - Similar pages

Your Apartment In Rome
Apartments & Villas Rental In Rome
Save up to 50% on hotel fees
www_rentalinrome_com

Rome Hotels: Read Rome Hotel Reviews and Compare Prices - TripAdvisor
Rome hotels, resorts, inns and B&Bs: Visit TripAdvisor, your guide to the best unbiased
reviews, travel articles and candid photos about hotels in Rome, ...

rome-hotels tripadvisor. com/Hotels-g187791-Rome_Lazio-Hotels html - 182k - Jun 1, 2007 -

Carhad - Similar nane

Hotels In Rome

Late Deals on Hotels and B&Bs.
Up to 70% off. Book Online & Save!
www_LateRooms_com/Rome
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How Bidding Works

Revenue Per Search (RPS) = Price per click * Clicks per search

Price goes up with scale because a platform with more advertisers:

= has greater likelihood of having advertisers who value
a search highly

= has more competition among advertisers for valuable searches

= clicks go up with scale—platform has the right ads to deliver to searchers




The Digital
Music Business




iTunes-iPod Business Model

Music Publishers

(Protected music) Unprotected Music

IPod




Growth In iPod And iTunes

Number of iPods shipped (millions) Number of iTunes sold (millions)
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Three Factors Will Lead To More
Catalysts

n The web is a convenient meeting place
n It is easy and cheap to communicate

n Software platforms power many catalysts



The Catalyst Age And Competition
Policy

More dominant firms in sectors as multi-sided platforms form
and grow

More dominant firms as high-tech, multi-sided platforms
displace low-tech

More consolidations as multi-sided platforms seek demand
and cost-scale economies made possible by technology




What does a platform-based
ecosystem look like?

1
T —— | Ecosystem — e Ecosystem: Interfaces to other

I
I Platform
| Platform I : platforms, data sources (bank feeds,
|‘
: 1 partnership : tax records, payment systems) and
- mpatibl Vi
: Platform S/een)gaernfriigcei | compatible devices
| P —|—>| * Platform: architected system which
: | | facilitates housing of components
| | | | 4 : and easy navigation by customers to
] g 9 R q
: o : compile their ideal solution set
|
: :2 § %’- | :; : — e Pillars: categories of components to
| > S o : S : assist with customer navigation
| Ly | ”* Components: best-of-breed
T House .
| 1 I (curated) products, services,
| [ [ [ j components I )
| I I I ) ] ) | learning modules, tools and apps,
H Third-party .
| i <+ | which help along the path of many
| Component Component Component Component 1 | components | .
| F | customer journeys
| 1 Co-created |
L e -
[ D * _--" components | * Customer Solution Set: Platform-
e e mandatory, platform-advised, and
-~ 4‘ - ry, p ’
Device Agnostic Customer Journey Support customer-selected component
[ car Accident combination which mass customises
AT R e or personalises the customer
experience at a granularity that no
py— ected — segment-based business model can
t - 5
andatory Customer-selecte aChleVe

Customer Ideal
Solution Set




Platforms create digital
“enmeshment”?
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|
|
1
1
|
|
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|
|
I .
20th Century 2010-2018 Starting Legal ! Unconscionable,
! lllegal
o |
Effection Engagement Enmeshment ! Entanglement
1
*  Customer to product(s) 1. Customer to service 1. Customer to platform ! 1. Customer co-dependency
experience components i 2. Third line forcing
. 2. Frictionless !
Product sales 2. Customerto . ' 3. Uncancellable contracts
3. Context sensitive cohorticommunity I o
4 ds based sell 3. Constantly connected/part : 4. Refuse, difficult to
. . Needs based selling : ;
Branch manager of daily life ! close/switch
5. Asyncronous I
communications 4. Real time/synchronous '
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1
5. Cognitive solutioning !
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institutional options with distinct
economics

TWO DIMENSIONS DEFINE STAKED ARCHITECTURES: UNCERTAINTY AND ECONOMIES OF MASS

STACKED ARCHITECTURE

o Communities

A

Platforms
B8

B

Traditional
oligopolists

c

UNCERTAINTY

Infrastructure
orgamzations

D)

— ECONOMIES OF MASS —1
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platforms and ecosystems is the
norm rather than the exception

KEY POIN THE NEW TECHNOLOGY STACK

PRODUCT CLOUD

Smart Product Applications
Software applications running on remote servers that manage the menitoring,
control, optimization, and autonomous operation of product functions

Rules/Analytics Engine
The rules, business logic, and big data analytical capabilities that populate
# the algorithms involved in product operation and reveal new product insights «

Identity and Application Platform External |n.tegra-ti?"
Security An application development and execution environment enabling the rapid Information with Business
Tools that creation of smart, connected business applications using data access, Sources Systems
manage user visualization, and run-time tools A gateway for Tools that
authentication information integrate data
and system ) Product Data Database L from external from smart,
e, 6 A big-data database system tha_t enables aggregation, normalization, sources—such as R
well as secure and management of real-time and historical product data R e e
the product, commodity and core enterprise
connectivity, and energy prices, business systems
product cloud social media, such as ERP, CRM,
layers and geomapping and PLM

that informs

CONNECTIVITY product
capabilities

Network Communication
* The protocols that enable communications between the product and the cloud

PRODUCT

Product Software
An embedded operating system, onboard software applications,
an enhanced user interface, and product control components

* «

Product Hardware
Embedded sensors, processors, and a connectivity port/antenna that
supplement traditional mechanical and electrical components




The Business Model Canvas has become the “standard” visual
representation of business models

Key points Business Model Canvas

PARTNER
NETWORK

KEY
ACTIVITIES

KEY
RESOURCES

OFFER

CUSTOMER
RELATIONSHIPS

DISTRIBUTION
CHANNELS

CUSTOMER
SEGMENTS

COST STRUCTURE

REVENUE STREAMS




PSP/Xbox “give away” expensive consoles to hardcore
gamers and obtain royalties from game developers

Key points Business Model Canvas

PARTNER KEY OFFER CUSTOMER CUSTOMER
NETWORK ACTIVITIES RELATIONSHIPS SEGMENTS
High Hardcore
Performance Gamers
Console
KEY DISTRIBUTION
RESOURCES CHANNELS
Console Game
Audience Developers

COST STRUCTURE \ HEVENUE.:STHEAMS
Hardware Sales at gZLoss

Royalties




Wii attracts a large group of casual gamers with relatively
Inexpensive consoles and royalties from game developers

Key points

Business Model Canvas

W

PARTNER KEY OFFER CUSTOMER CUSTOMER
NETWORK ACTIVITIES RELATIONSHIPS SEGMENTS
“Family”
Console Casual
gamers
Access t
KEY console DISTRIBUTION
RESOURCES CHANNELS
users & ame
cheap game Developers
development
costs \
COST STRUCTURE

ofitable Hardware Sales

\<EVENUE #rF;A;\?/




Freemium as a business model: providing the service for free to
some customer segments to subsidize other customer segments

Key points Business Model Canvas

PARTNER KEY OFFER CUSTOMER CUSTOMER
NETWORK ACTIVITIES RELATIONSHIPS SEGMENTS
Free basic Automated
Infrastructure service q Large base of
de\{elopment & an ma.SS free UsSers
maintenance customized
KEY DISTRIBUTION
RESOURCES ) CHANNELS
Premium Small base of
service :
aying users
Platform Paying
COST STRUCTURE REVENUE STREAMS
- Cost of , Free basic services
Eloxsetg service for Cost of service
premium for free users Paid premium services
users




Managing strategy and innovation in an uncertain world requires
executives to think in terms of platforms rather than products

KEY POINTS

FROM PRODUCTS TO PLATFORMS

Narrow Way of Thinking About Focus and e T - mm;:__ﬁ
Competitive Advantage at the Product Level - GMin the 1820s - Apple before mid-2000s

Push >
Strategy Scale > Products
Efficiency >

Broader_\f\'ay of Thinking About Agility and Exampes: JveinynsEn
Competitive Advantage at the Ecosystem Level - Microsoft - Google, Adobe
= Inted

= Cisco, Qualcomm, et al.

< Pull, Don't Just Push >
Capabilities, Platfo!'ms
Not Just Strategy Scope, Not Just Scale & Services,

Not Just Products
<Flexibility, Not Just Efficien cy>




A Platform Ecosystem is comprised of the Platform, its
Complements and the Network Effects

KEY POINTS THE PLATFORM ECOSYSTEM

number of users

(E.g., VHS player,
Windows-Intel PC,
Apple iPhone,
Barbie doll)

number of advertisers, content
providers, channel partners, etc.




Types of Platforms and ““Platforms within Platforms”

EXAMPLES OF FOUR INTERCONNECTED PLATFORMS

KEY POINTS

| 'ﬁ"ﬁ"ﬁ'\

“Value-Added Services” Development Ecosystem

In-House for Business In-House for Consumers Enterprise Costomers
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