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SPOTLIGHT ON HOW PLATFORMS ARE RESHAPING BUSINESS

Samsung, Motorola, Sony Ericsson, and LG—collectively controlled
90% of the industry’s global profits. That year, Apple’s iPhone burst

onto the scene and began gobbling up market share.
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] } ack in 2007 the five major mobile-phone manufacturers—Nokia,

By 2015 the iPhone singlehandedly generated 92% 20159 9f| ofo] Z-2 A A AntEE A[7Fe] 0]Q] 7he
of global profits, while all but one of the former Bl 92%E 22 ¥Z&3W o], 7|E 7|42 170 AAl
incumbents made no profit at all. gk A eJst e A o] o& WA Rt of o] HA

How can we explain the iPhone’s rapid domi- @S] o|¥% 51 & °| s °1 oA 4y
nation of its industry? And how can we explain ~ }&7}? =7|oF& H| R th& as8
its competitors’ free fall? Nokia and the others 222 H&3fjil{ojo} e Hek3| °]Z44 YL 7+
had classic strategic advantages that should U1t 3 A|F 2pFatet A= BE, A
have protected them: strong product differentia- 2%l 2% A28 et EF7F 2, 22 A, I
tion, trusted brands, leading operating systems, 2 @70 o4tz AFUA 2 2 5ol 2A |t
excellent logistics, protective regulation, huge A&k =
R&D budgets, and massive scale. For the most =73| A= &2 X 23
part, those firms looked stable, profitable, and
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well entrenched.

Certainly the iPhone had an innovative design g 2 A1 fapela} el g Hoj gl|
and novel capabilities. But in 2007, Apple was 1214352 A=Jch 22120079 FARH S ol
a weak, nonthreatening player surrounded by 2§53 ZH}HZ2 A 7|g Sl S U= 2
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As we’ll explain, Apple (along with Google’s oz dosZIR|Tt, of &2 (F2o] WA= 7
competing Android system) overran the incum-  F&¢! ¢=20]|= AAET o7 E AR D) EHEY
bents by exploiting the power of platforms and =~ &= ZtHgt &85t ZSHI A AL M= A
leveraging the new rules of strategy they giverise & ¥&EZ oI 8224 7|& FAES YA UL
to. Platform businesses bring together producers ~EHE H|ZU 2= AR} 28| REE ol 2o} 7}
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and consumers in high-value exchanges. Their

chief assets are information and interactions,
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which together are also the source of the value

they create and their competitive advantage. +90]|7] = 3t}
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Idea in Brief

PIPELINES, PLATFORMS, AND THE NEW RULES OF STRATEGY HBRKOREA.COM
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Understanding this, Apple conceived the
iPhone and its operating system as more than
a product or a conduit for services. It imagined
them as a way to connect participants in two-
sided markets—app developers on one side and
app users on the other—generating value for
both groups. As the number of participants on
each side grew, that value increased—a phenom-
enon called “network effects,” which is central
to platform strategy. By January 2015 the com-
pany’s App Store offered 1.4 million apps and
had cumulatively generated $25 billion for
developers.

Apple’s success in building a platform business
within a conventional product firm holds critical
lessons for companies across industries. Firms
that fail to create platforms and don’t learn the
new rules of strategy will be unable to compete
forlong.

Pipeline to Platform

Platforms have existed for years. Malls link con-
sumers and merchants; newspapers connect
subscribers and advertisers. What’s changed in
this century is that information technology has
profoundly reduced the need to own physical
infrastructure and assets. IT makes building and
scaling up platforms vastly simpler and cheaper,
allows nearly frictionless participation that

o] A& o]zt of 2 ofo| £} ofo| & A A
7} shke] Al g0t AH]| 2 i 7hA] 1 o] 4felekar o7
ot &2 o e, o $E2 Y AHAER ofF
7l FHA AN FoiAEE AN EN FE X
o BEof 72 E FEshe st A S AP HE A
ojt}. &l Fofst= AlEe] =7F F7ketel whet 1
7= F7Hth YIEHN S aafetn R2E o] 4
o| H}2 Z30E ko] siifo|ct. 2015W 1€71%] of &
o] YAE ol 1409 7} B A E P oo f AHLRE
o] A 0] 250 &2 & 7| SRt

FeH A=271Y Well EF v 2U2E TS5t

b Jagt i E 2] Al GAIE UEst L 7| S0 T
a3 BEE A AR oA EHES HESH=H A
st A= Heke| o B}-9-%] oh= A
ol A 22 Bl 2] & A olot.

C A
585

e
3%
ES

L=l e)
SR

ur0|uar°|o||A1 =y
Stk &
I;IJ— \—\— = QEX]-Q]- 'Tél-l‘l‘ﬁ
214710 E2h A2 HET e HE
2215 7|43} 2ato] o E ol S9iche
HY|e8 EPEL 151 I A SRS JY L

St Y BEm, BE o7t A op
o] o]Z| A U EST a7E 3t E A

ool glole 2 47, B4, masHe S P

L= K

N

= C}
)

r.\: me o o nd [

April 2016 Harvard Business Review Korea 47



SPOTLIGHT ON HOW PLATFORMS ARE RESHAPING BUSINESS

strengthens network effects, and enhances the =~ HL24 ZFo|A EAF| 7| & Fol&th EHE
ability to capture, analyze, and exchange huge BIZU2 A E E2|A 3& o= Qiot LH oA
amounts of data thatincrease the platform’s value 5l €28t} ofloju|dfib]of o] 2= 7| P& =FAl
to all. You don’t need to look far to see examples 32 150] £3 AAE L2 HA o34tk

of platform businesses, from Uber to Alibaba to

Airbnb, whose spectacular growth abruptly up-

ended their industries.

Though they come in many varieties, plat- HE Z}7) o2 FHiE M QI T EHE2 AR
forms all have an ecosystem with the samebasic & 237|272 E ZEAHAE A==z 9len, o
structure, comprising four types of players. The  71°l= Hl 7FA| £ 9] Zrojzp=0] Qleh. HA EHE
owners of platforms control their intellectual ~=-73= SHE2| A A AH4HAT} ]2 E Ao gt
property and governance. Providers serve asthe T F5AFe EHET AREAE AZA7|= AET 0]
platforms’ interface with users. Producers create 2 H&2 3ot AR ERE A AlFsh=4E0l
their offerings, and consumers use those offer- U AlH|2E T3, 26/} = IR ES o83ttt (&
ings. (See the exhibit “The Players in a Platform £ “EHE A=A Zo2E #=)

Ecosystem.”) EE Q] FAo] o BHA HAY AAE BSHAZ| L L

To understand how the rise of platforms is <*I oI35 SHE At o] At 4] dofl 24 At
transforming competition, we need to examine &= |5} H52 ¢l ‘Tho|Zafel’ v =1L A9} o F
how platforms differ from the conventional “pipe- I FEAIE AT = 2 871 Qle}. oho|Zajel vj=2Y &
line” businesses that have dominated industry & ¥2ALZ o]oj|= YA T2 FAFL=
for decades. Pipeline businesses create valueby ~ # 7FIE F&siti= AF A 712-Aks 2dolot.
controlling a linear series of activities—the classic ~ AF&9] & oA (dE S0 IFUYAZRH T2
value-chain model. Inputsatoneend of thechain ~ A&E) FUSHHE Y HAE AX & 27X E

(say, materials from suppliers) undergoa seriesof ~ Al'd Z-E, & ¢4 EL 2 viY s =t oS 2Y
steps that transform them into an output that’s 7] AFd-2 243 0 2 sto|Zafe] H|=Y At} 5hx|gh
worth more: the finished product. Apple’s hand- ~ A71°l 2EAE Ztsl Eaf YAEol= < 7=t
set business is essentially a pipeline. But combine &+ °t0|E 27AE HZAA|7|= sBElE o1 2R ZH7t
it with the App Store, the marketplace that con-  °Fd7h ZZA S Zo| A=A oloh
nects app developers and iPhone owners, and
you’ve got a platform.
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PIPELINES, PLATFORMS, AND THE NEW RULES OF STRATEGY HBRKOREA.COM

plenty of pure pipeline businesses are still highly
competitive, when platforms enter the same
marketplace, the platforms virtually always win.
That’s why pipeline giants such as Walmart, Nike,
John Deere, and GE are all scrambling to incorpo-
rate platforms into their models.

The move from pipeline to platform involves
three key shifts:

1. From resource control to resource orches-
tration. The resource-based view of competition
holds that firms gain advantage by controlling
scarce and valuable—ideally, inimitable—assets.
In a pipeline world, those include tangible assets
such as mines and real estate and intangible as-
sets like intellectual property. With platforms,
the assets that are hard to copy are the com-
munity and the resources its members own
and contribute, be they rooms or cars or ideas
and information. In other words, the network
of producers and consumers is the chief asset.

2. From internal optimization to external in-
teraction. Pipeline firms organize their internal
labor and resources to create value by optimizing
an entire chain of product activities, from materi-
als sourcing to sales and service. Platforms create
value by facilitating interactions between external
producers and consumers. Because of this exter-
nal orientation, they often shed even variable
costs of production. The emphasis shifts from
dictating processes to persuading participants,
and ecosystem governance becomes an essential
skill.

3. From a focus on customer value to a focus
on ecosystem value. Pipelines seek to maximize
the lifetime value of individual customers of
products and services, who, in effect, sit at the
end of a linear process. By contrast, platforms
seek to maximize the total value of an expand-

ing ecosystem in a circular, iterative, feedback-
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driven process. Sometimes that requires subsi-
dizing one type of consumer in order to attract
another type.

These three shifts make clear that competition
is more complicated and dynamic in a platform
world. The competitive forces described by
Michael Porter (the threat of new entrants and
substitute products or services, the bargain-
ing power of customers and suppliers, and the
intensity of competitive rivalry) still apply. But
on platforms these forces behave differently, and
new factors come into play. To manage them,
executives must pay close attention to the inter-
actions on the platform, participants’ access, and
new performance metrics.

We’ll examine each of these in turn. But first
let’s look more closely at network effects—the

driving force behind every successful platform.

The Power of Network Effects
The engine of the industrial economy was, and
remains, supply-side economies of scale. Massive
fixed costs and low marginal costs mean that firms
achieving higher sales volume than their competi-
tors have a lower average cost of doing business.
That allows them to reduce prices, whichincreases
volume further, which permits more price cuts—
a virtuous feedback loop that produces monopo-
lies. Supply economics gave us Carnegie Steel,
Edison Electric (which became GE), Rockefeller’s
Standard Oil, and many other industrial era giants.
In supply-side economies, firms achieve mar-
ket power by controlling resources, ruthlessly
increasing efficiency, and fending off challenges
from any of the five forces. The goal of strategy in
this world is to build a moat around the business
that protects it from competition and channels
competition toward other firms.

The driving force behind the internet economy,
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PIPELINES, PLATFORMS, AND THE NEW RULES OF STRATEGY HBRKOREA.COM

conversely, is demand-side economies of scale, &l 29| ZAlo|n, IEYZ aatetu= ¢

also known as network effects. These are en- T HIEHZ Tat= 24 HIEHA I} 8 A, ¢} 7H
hanced by technologies that create efficiencies &, 122 HIE]IE 7| =tE =0l e
in social networking, demand aggregation, app 3= FoI3h= 7= U A AHUAA
development, and other phenomena that help A= FAAA 2ot o 2 §apome S AT (A T

networks expand. In the internet economy, firms 3, Bl B SHEF F92E BS54 7ol Al 13}

that achieve higher “volume” than competitors & AT B 7HX|7} & Zopzlnh. 2 o] f=HE
(that is, attract more platform participants) of- 27t @255 382 89 dZol ¢ & °|$—JZI—T’—
fer a higher average value per transaction. That’s %2 A& 2= d €8 7Fs& HloH = & 5507

because the larger the network, the better the 7| Wzo|th F27F 245 ¢t B2 7Hx|7H A =,
matches between supply and demand and the ZHLE H B2 2= AU L o 27X E
FEoth B8 TheE E ol HedHAl T=d

ot
i

richer the data that can be used to find matches. =
Greater scale generates more value, whichattracts &l 22|t HEH I 37t AR 7|4 e =2e 3
more participants, which creates more value—an- = AAHEA ] 75% o]4t-& AFR| k= Lrefuiutel =

S
other virtuous feedback loop that produces mo-  HF¥ 2G| 9] 82%, Z8U A 2] 94%F XHA|5h=
nopolies. Network effects gave us Alibaba, which 7=, A7 Z|t &8 S34F 5| o] 2F0] i}
accounts for over 75% of Chinese e-commerce

transactions; Google, which accounts for 82%

of mobile operating systems and 94% of mobile

search; and Facebook, the world’s dominant so-

cial platform.
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The five forces model doesn’t factor in network 57k A8 RE2 Y EYT F3tet TR

effects and the value they create. It regards ex- F=5= 7|5 Z2fstA] F=tt. o] oA=& 7

ternal forces as “depletive;” or extracting value 8¢S TZAFI= ', B 7|YL=2RH I EE
from a firm, and so argues for building barriers 1= A22 7+53tch. T4 oF 23S 97] 9
against them. In demand-side economies, how- & FH& F=dfioF gtk F43tct. shx|gk =22t

Ao Ao M= ol F alo] EHE | =Y A0 7}

ever, external forces can be “accretive’—adding %
value to the platform business. Thus the powerof ~ XI1E B3l ‘E&o] =" 4= Qlc}. 28|22 353
suppliers and customers, which is threateningin 2+ 28B|Fe] FF o] JE2 SH Y AAIM= A3
22l 8 20| x|k EAF A= 5hte] AHAEe 2 of A
platforms. Understanding when external forces ~ &*|= ZEt}. JF &2l50] AA| AejA A 7HXE

may either add or extract value in an ecosystem  CISFA L ZaA[ZAA] nhefsh= o] S F ek 3

a supply-side world, may be viewed as an asset on

is central to platform strategy. Alojot.
How Platforms Change Strategy EE2 O'2A H=H2 HHEETL

In pipeline businesses, the five forces are rela-  TF0| =2kl B]ZU 20| X= 57Fx] A 2. Qlo] Bl F
tively defined and stable. If you’re a cement H&3tL 2 H512] o=t} ghefo] T4l 2|AH7t Adl
manufacturer or an airline, your customersand £ AZ AU AN, 247} AR S 4T 5]
competitive set are fairly wellunderstood,andthe & °[s& = Qlct. ol #qt ozt 5 d=tet 174, 3
boundaries separating your suppliers, customers, 212 %33

and competitors are reasonably clear. In platform & H/Z4Y
businesses, those boundaries can shift rapidly,as 2!

we’ll discuss.

Forces within the ecosystem. Platform par-  SEiA| L 221E. su|=el YAikat, 384 59 &
ticipants—consumers, producers, and providers— ~ H& A2 B st B|2Y2AE 3 7HXE
typically create value forabusiness. Buttheymay =&ttt SHA[R 4S9 217 ohE oA o &
defect if they believe their needs can be met bet- 32 & JAth=AZo] € 282 HUBIA 28
ter elsewhere. More worrisome, theymayturnon . B $8 && vh= 250] 2 E3E) &2 E9
the platform and compete directly withit. Zynga 213 2ol U4 & Qo= Holoh A7k= 9= 5
began as a games producer on Facebook but then 0|25 7|8ke 2 3t A 7HEALZ AJZH3iTt. Shx|gt
sought to migrate players onto its own platform. U&= AY ol-8AEE A7t 179 EAFL 2 ¢
Amazon and Samsung, providers of devices for A7 At k=20l E3HEF| 7|7]E FF5H
the Android platform, tried to create theirown <& °FFEZ A ZH2E S22 LFAAE o
versions of the operating system and take con- &HAES o732 HE 4

sumers with them. FozEo| T= 22 G2 713 of Erio] &

=

The new roles that players assume canbe ei- © A% +& I, oFHH 7R E 2ZAI7I= AL +
ther accretive or depletive. For example, con- = Ut & S0 &8|2Fet iz S EF | o|=2
sumers and producers can swap roles in ways & 7FAE St P02 A2 AT S HE
that generate value for the platform. Userscan ~ %th 25 S22 SHE o] g3t Algol YL &

ride with Uber today and drive for it tomorrow; ~ AA7F E|32, of ofu| A H] &2vof ShRE 52 of 3=}

52 Harvard Business Review Korea April 2016



PIPELINES, PLATFORMS, AND THE NEW RULES OF STRATEGY HBRKOREA.COM

o = === L
HIES|3, S|\t HFE FHFY=CE
mto|=ztel 7|HEL 22l MEE uZ kIHI* Z2 LIS P2l o2 7HX| S 20| Sk Rt J2Lt @EY TI¥E2
0|2 HSIOIM $5 O LIOp7} °H[H LHE 7150 £30H 02| 2552 Helot7LE 2MMs| X & e QF HIERISE
sl Histoz 2x10|1 QUL

QI Hinversion2 QR A '% o &get 7Hgolct. 27122 017 71YQ| LIF AIAR 2|0 7|HERE SAFRE QS SREIL 7t
O 22 O|ZE SSFH 0| 27 AMdS ZYE AANT Z4E 2R A4 HIEQIFQ )\fE*OIEf”f1 AFEA HESHESE St= 25X
MBS 7IES0l XI.:.% UX| = Rok= M3kt FARLIEIE XI2ch= 20| HOFX| 2 Tt 71&8 Yot ULt o] ZHE FOAE2
THS2REH YA ZUE OLOICIHE A0M  Ag|=C|Ack= EIME WiHRlE 2240t A 71Ia-f0||A‘I—'?'—E1 7HE HzeHoll 0127 |7HK| 2=
R5IC). O|XE 71| & #80| 182 FOY= OAMASED OLLI2) DAS ZF NS HILE & UL O] WAMES Sl 7I”ES,
X SHIet =22 HIFE|E B0 QAIASTMA|E ZEHCE DAS0| DO HiE  OIE S0f 0l2] AIde| =85 2ot 3A| 2Xlg
It 7|1 YE2 26| FIROE Y2 tith™el  CIRIQIS JHESH | flsh &=ist7| W Olct. ME7{Lt 2|AL o ZH2 HE/JZZREH
HSIE 70 UL 7Igel IFEC| RME2 255 THE2H2|0ff 2ot ZAS F1E 4 UA| ECf. O
02 OIM| LIR0IM 2t2fa 22 HEAINM A2 X[GHIE &8sl LR AME Aoz YRE JloHH M XgS &E5H
LHELH= MIAIX] 7HERHS 2I0[SHA| =Lt =7t ULt 7|EE AZER0f A2l SAP E|H, ME[E 4 Arks BAIZL ELL
LH|IRME AAZ HIAIXIE S0 BESH= = HEAS0| AR HE{A 2| 22Xt sHEXMS Fot 2F= WSH2R HAISE M1
YAMMA| = ZSEIC 0K OAHEIS2 FOYE= LR AARE A2t HeiX 2| H2IE RS I3 245 0] Y27t U
OS2 5t0F A4 OC|ojof XY A OZBALY| &3 HERISOIAEA] FHLZACE. Of 20| OLLI0{E" R E 2HE|Sh= YEHR HHY
013l SEHE 22|10 SRS HFSITH HERIE Sl YRE SR Ji1|—.5 e, ALt 20| Bl HO|= YWOIE, OFLIEH HIERIZ
221l ot THIHGEH|Q! | T = AHIAEO0l  M4akd0] JidE D X2 HIE2 E0ISAUCL HOAIE0| 210 U= K CHE AMMOIE 240
LS AEIUQ| QHES A4l = IS S| 58 B0 = HEHoR BE 71EH HgE  J2GI0] ZOICH Abad DH2|0{EL} B2, NBC
ASEHE ME0| T2S U E BR7I0 L& HE SIAFR 7|15l el 252 7t 222l moj=2tel 7HX| A0 EUES
O|2M AHIRIE2 AMME BS EL20|A| Sk YR JEHE SHE S2 ‘BME SAHRE F7IUCEHH HojH|HHLE 2H, RREE 22
QtES MEHStD, oM M7= YAR0 EECE.  Salf /R0 7SS IBM, 1Y, JPEA Z2 MZALR| 2342 AOICt,

travelers can stay with Airbnb one nightandserve 7t th2dll thE 1 4-E flsff 45
as hosts for other customers the next. Incontrast,  °©Ith Bt =2 EHE F53-E0] 7]'7~|E Ej==27t
providers on a platform may become depletive, ¥ % & €olth E5|u ERE 2fA e HFAsH
especially if they decide to compete with the 7|12 ZA3cH 6L It FAKES EREF 9
owner. Netflix, a provider on the platforms of °llX 2HZE F85h= 719U WEH L= A0 A
telecommunication firms, has control of consum- ~ &-oh= ZEl29F 48|z} 7HAS 2H8-S 2|4 A ofgict.
ers’ interactions with the content it offers, soitcan ~ TekA AEE A7 ESE A{2EQ =t A%
extract value from the platform ownerswhilecon- &&= U7t A S22 826 7HX] & Fobd = Qloh.
tinuing to rely on their infrastructure. watx] EHE 7|92 15 A <tellA 74|

As a consequence, platform firms must con- £ £°l= 852 FE5| Aefske Al 2y ez

stantly encourage accretive activity within their ~ 7FIE ®ol7h= A Y 4= Y A= 5= A

ﬂl

ecosystems while monitoring participants’ activ- 31k 3ttt o= 2] BhAlof] T3t Rizdst AlQto]| Bz
ity that may prove depletive. Thisisa delicategov- & Bl 2ol =2& Ho|t}.
ernance challenge that we’ll discuss further.

Forces exerted by ecosystems. Managers of ~ EHZA| AX{|0]|A] 2dSH= 291, sho] =zl B]2Y
pipeline businesses can fail to anticipate platform 22| #2|AE-2 A5 FHsf Hol= Aty Fokete]
competition from seemingly unrelated industries. A& 3 AASHA 2 4= et 22U A3
Yet successful platform businesses tend tomove ~ HE 714S2 79 1= glo| MELR FHLE =E0]
, OFF TRlo] itk AR Y A ZoF2 = &
AEste S 2 132 Ao 2 A7

A= A2t 2ot SGAA|, SLEdolH, -

e

aggressively into new terrain and into what were

J

d

once considered separate industries with little

R Ty

warning. Google has moved from web search
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into mapping, mobile operating systems, home T332t 24 A S22 AMY IS FAZT o] 2

automation, driverless cars, and voice recogni- < 7= H3l=Z Qldf shte] EHE 0| 71E YA S0l

tion. As aresult of such shape-shifting, a platform  A™dh= 23719 A= A2t vi = A= 7}
—'

can abruptly transform an incumbent’s set of 55t 22| = A|A| o B3t 3t Bfo| W A9} HATH=

competitors. Swatch knows how to compete with & ¢ttt 3HA|2h o] Al = °H E3t& ZHAsfof gttt %
Timex on watches but now must also compete =~ H&= A2 =27 ULt o DA HAY
with Apple. Siemens knows how to compete with = 'H Y2 &R|Tt 2|3 :IL:L"I ALY AREZ HE
Honeywell in thermostats but now is being chal- ~ {A YIAEZRE =4S 23 3o},
lenged by Google’s Nest. AL st AF2 o2 Al 7 }7~| i
Competitive threats tend to follow one of three ~ HS T=& Z3Fo] ok A, 18 H% *ﬂ Ely
[e)

patterns. First, they may come from an estab- HIEHI B3-S 7171 S H EAFl|A H] 22+
lished platform with superior network effects . |52 ZA1}0] TAF o|-§3f FAl IAF &7
that uses its relationships with customerstoenter At &#°F=2 X AFth. A Fofl o2 7]50] %ol
your industry. Products have features; platforms ~ H&°ll= 2 AFUE7} lolA o] AFUEZH =
have communities, and those communities can 2 &-&F & ith. 20| 28| A B2 Q=2
be leveraged. Given Google’s relationship with A4 7= HEHI7F 2=A Al83h= 7], 28
consumers, the value its network provides them, AFREUEUS IRt 129 B2 12T o, Zl A
and its interest in the internet of things, Siemens ~ °| g 7| 7|49 T2 Eno|d A1 2 &S
might have predicted the tech giant’s entry into 3= S A| ZEHF o 2=2H7| A2 0
the home-automation market (though not nec-  Hzk= Zoloh). &4, o8 FA YA = U EY=Z a3}

essarily into thermostats). Second, a competitor S &85 S5 22 A|2hS A9 A= H 3|

e kot >m e r

|r

-

may target an overlapping customer base witha = 2243 74 & = gk 71 At EA] oA
distinctive new offering that leverages network = 3t oflofu|lin| 2} $-1] o] = o] o] 7} 12| 3f
effects. Airbnb’s and Uber’s challenges to the ho- ~ GETH oHA|2te 2, Al B|Atet FUTH {3 9 H|o]
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Walgreens are all launching platforms based on

tel and taxi industries fall into this category. The Bl +Hsh= EHE0| A Al 2] A1E 21|
final pattern, in which platforms that collect the  3F8 1 Sh= 30| UBht=tl, o] s o] ot
same type of data that your firm doessuddenlygo AU Y= EAIt} o ® tlo| & M ENS| 7HX|7}H &
after your market, is still emerging. Whenadata 28l &2] o|si@ARFE0] Zt7] 2 Hlo]§ A 5-4 ot
setis valuable, but different parties control differ- £ F-&E5= A5 AZolztd, d4d2] 23 2
ent chunks of it, competition between unlikely =~ @ Ateloll& o] Lojd 4= Qlch. A= °| At
camps may ensue. This is happening in health ~ ©] @270} GAol|A Hojz| 1 ot HF52 e 35U
care, where traditional providers, producers of A2t ¥ Z-2 Yof=2=7]7] BAGA], 212l2 €3
wearables like Fitbit, and retail pharmacies like &2 2|oF&F & Hﬁl’\l'—ﬂ}ll 5242 283 17l
2]
the health data they own. They can be expected =< H= Helo] HloE A Es 280l IA
to compete for control of a broader dataset—and 2t GAIE 2|2 A E Zes7] flof HAS HY A
the consumer relationships that come with it. 22 ditH
Focus. Managers of pipeline businesses focus Z3. gho|ZmaRl Bj2Y2 9 S22 & F

on growing sales. For them, goods and services  °ll 28& ¥&Th 2S0f7l 2H|2bof|A| AlS-H A4S
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delivered (and the revenues and profits from
them) are the units of analysis. For platforms, the
focus shifts to interactions—exchanges of value
between producers and consumers on the plat-
form. The unit of exchange (say, a view of a video
or a thumbs-up on a post) can be so small that
little or no money changes hands. Nevertheless,
the number of interactions and the associated
network effects are the ultimate source of com-
petitive advantage.

With platforms, a critical strategic aim is strong
up-front design that will attract the desired par-
ticipants, enable the right interactions (so-called
core interactions), and encourage ever-more-
powerful network effects. In our experience, man-
agers often fumble here by focusing too much on
the wrong type of interaction. And the perhaps
counterintuitive bottom line, given how much we
stress the importance of network effects, is that it’s
usually wise to ensure the value of interactions for
participants before focusing on volume.

Most successful platforms launch with a single
type of interaction that generates high value even
if, at first, low volume. They then move into ad-
jacent markets or adjacent types of interactions,
increasing both value and volume. Facebook, for
example, launched with a narrow focus (connect-
ing Harvard students to other Harvard students)
and then opened the platform to college students
broadly and ultimately to everyone. LinkedIn
launched as a professional networking site and
later entered new markets with recruitment, pub-
lishing, and other offerings.

Access and governance. In a pipeline world,
strategy revolves around erecting barriers. With
platforms, while guarding against threats remains
critical, the focus of strategy shifts to eliminating
barriers to production and consumption in order

to maximize value creation. To that end, platform
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executives must make smart choices about access
(whom tolet onto the platform) and governance (or
“control”—what consumers, producers, providers,

and even competitors are allowed to do there).

Platforms consist of rules and architecture. Their
owners need to decide how open both should be.
An open architecture allows players to access plat-
form resources, such as app developer tools, and
create new sources of value. Open governance al-
lows players other than the owner to shape the
rules of trade and reward sharing on the platform.
Regardless of who sets the rules, a fair reward sys-
tem is key. If managers open the architecture but
do not share the rewards, potential platform par-
ticipants (such as app developers) have the ability
to engage but no incentives. If managers open the
rules and rewards but keep the architecture rela-
tively closed, potential participants have incen-
tives to engage but not the ability.

These choices aren’t fixed. Platforms often
launch with a fairly closed architecture and gov-
ernance and then open up as they introduce new
types of interactions and sources of value. But ev-
ery platform must induce producers and consum-
ers tointeract and share their ideas and resources.
Effective governance will inspire outsiders to
bring valuable intellectual property to the plat-
form, as Zynga did in bringing FarmVille to Face-
book. That won’t happen if prospective partners
fear exploitation.

Some platforms encourage producers to cre-
ate high-value offerings on them by establishing
a policy of “permissionless innovation.” They let
producers invent things for the platform without
approval but guarantee the producers will share
in the value created. Rovio, for example, didn’t

need permission to create the Angry Birds game
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on the Apple operating system and could be con-
fident that Apple wouldn’t steal its IP. The result
was a hit that generated enormous value for all
participants on the platform. However, Google’s
Android platform has allowed even more inno-
vation to flourish by being more open at the pro-
vider layer. That decision is one reason Google’s
market capitalization surpassed Apple’s in early
2016 (just as Microsoft’s did in the 1980s).

However, unfettered access can destroy
value by creating “noise”—misbehavior or ex-
cess or low-quality content that inhibits in-
teraction. One company that ran into this
problem was Chatroulette, which paired ran-
dom people from around the world for web-
chats. It grew exponentially until noise caused
its abrupt collapse. Initially utterly open—
it had no access rules at all—it soon encountered
the “naked hairy man” problem, which is exactly
what it sounds like. Clothed users abandoned the
platform in droves. Chatroulette responded by re-
ducing its openness with a variety of user filters.

Most successful platforms similarly manage
openness to maximize positive network effects.
Airbnb and Uber rate and insure hosts and driv-
ers, Twitter and Facebook provide users with
tools to prevent stalking, and Apple’s App Store
and the Google Play store both filter out low-qual-
ity applications.

Metrics. Leaders of pipeline enterprises have
long focused on a narrow set of metrics that cap-
ture the health of their businesses. For example,
pipelines grow by optimizing processes and open-
ing bottlenecks; one standard metric, inventory
turnover, tracks the flow of goods and services
through them. Push enough goods through and
get margins high enough, and you’ll see a reason-
ablerate of return.

As pipelines launch platforms, however, the
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numbers to watch change. Monitoring and boost-
ing the performance of core interactions becomes
critical. Here are new metrics managers need to
track:

Interaction failure. If a traveler opens the Lyft
app and sees “no cars available,” the platform has
failed to match an intent to consume with sup-
ply. Failures like these directly diminish network
effects. Passengers who see this message too of-
ten will stop using Lyft, leading to higher driver
downtimes, which can cause drivers to quit Lyft,
resulting in even lower ride availability. Feedback
loops can strengthen or weaken a platform.

Engagement. Healthy platforms track the par-
ticipation of ecosystem members that enhances
network effects—activities such as content shar-
ing and repeat visits. Facebook, for example,
watches the ratio of daily to monthly users to
gauge the effectiveness of its efforts to increase
engagement.

Match quality. Poor matches between the needs
of users and producers weaken network effects.
Google constantly monitors users’ clicking and
reading to refine how its search results fill their
requests.

Negative network effects. Badly managed plat-
forms often suffer from other kinds of problems
that create negative feedback loops and reduce
value. For example, congestion caused by un-
constrained network growth can discourage par-
ticipation. So can misbehavior, as Chatroulette
found. Managers must watch for negative net-
work effects and use governance tools to stem
them by, for example, withholding privileges or
banishing troublemakers.

Finally, platforms must understand the finan-
cial value of their communities and their network
effects. Consider that in 2016, private equity mar-

kets placed the value of Uber, a demand economy
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2016%°]| Zejolsl of| ] APg2 GMEL
92 718 7 =2 971i.

firm founded in 2009, above that of GM, asupply 2192l 719 GMETH &4 715t AS 42|24 2
economy firm founded in 1908. Clearly Uber’s W3] $H 2 FAREE o] 2|Ate] 7Hx| et A& A
investors were looking beyond the traditional fi- AP T AFA U A7 E} 2] T o2 wAAE
nancials and metrics when calculating the firm’s 2 It o= & B th= A SA .

worth and potential. This is a clear indication that

the rules have changed.
BECAUSE PLATFORMS require new approaches to ZXE2 M0 tidt 2L 24 & Q2 gt
strategy, they also demand new leadership styles. Wzl AR 2lEi4] 13 HA| 2FHo Y& 24
The skills it takes to tightly control internal re- = @&t A5k o] 223 582 o7 Y AE
sources just don’t apply to the job of nurturing S/35h= dofl= A3 23siA| gt
external ecosystems. =7 EHEVYES FALHA R AFH e 2
While pure platforms naturally launch withan ~ S%3h= 8, 452/ ¢l sho] =2l 7| g S Hh=
external orientation, traditional pipeline firms Al 2% 4 AF2 Y2 AFRAS Fdshof &
must develop new core competencies—andanew T 7|1 AYS EH 2 SHES A, Helsta, w2
mindset—to design, govern, and nimbly expand Al EXA1717] $IsiA] olct. o]y ok S| &
platforms on top of their existing businesses. The ~ 3h= 22 AU AA S A=tshe YR AF 7IHS
inability to make this leap explains why some tra- 2 A GA=0] EAF A olA ES2l= ol R E AT
ditional business leaders with impressive track  SH&t 0]t]o] A& FHE 0|52 244 E¢= njo]

records falter in platforms. Media mogul Rupert 3
Murdoch bought the social network Myspaceand =~ 22, 12X #2FJF 02 3Tt Atk 4EiA|
managed it the way he might have run a news- S S5 2& 252 $I3 7HE AS571 20
paper—from the top down, bureaucratically, and = Y& &2 <& SA5te ¥oll & A 2=2=F
with a focus more on controlling the internal op- 2= OFo|&H 0| A AR El= EE0] ZoFx S
eration than on fostering the ecosystem and cre- &= AlS3)%th

ating value for participants. In time the Myspace o| MY MZ& HIHA 0 2 HISHA| Rt B
community dissipated and the platform withered. & ZHOlX 78 o= M| 2| FAA| 2t BlA|of o] =

The failure to transition to a new approach ex- 7|17 A8A 2 H|Z2Y27F & Qe 2 AAh& A
plains the precarious situation that traditional B3l &Tt. S| Z2ll 7| GE9] vlefol= 243 =23
businesses—from hotels to health care providers ~ ©| JE0| |2k AE1e] 42| = glof Helct. o] TS
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to taxis—find themselves in. For pipeline firms,
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o

ot ok

the writing is on the wall: Learn the new rulesof =~ !

a

strategy for a platform world, or begin planning

your exit. ©
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