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Entry decision in the platform economy

Keywords: business model, multi-sided platform, entry decision, network effects
Abstract

The development of technology and the available technical means has always been one of the
most important factors in the development of innovation in societies and markets around the world.
One of the reasons why the above phenomenon is observed is that often the development of a
technology allows the practical applicationof innovative and revolutionary ideas which, at the time
of their conception and in the absence of this technology, could not be implemented or makes
possible new modes ofoperation and exploitation of traditional systems and practices which, until
the development of this technology, had a completely different purpose or very limited use.

It is a fact, after all, that, historically, some of the most impressive and importantdevelopments,
both in the standard of living of the social as a whole as well as in improving and changing the way
the market operates and the businesses, were triggeredby technological and technical achievements,
which gave the practical possibility for such ideas, systems and practices to evolve. Its evolution
technology and bringing humanity into the digital age through computers, of the internet and smart
mobile devices, however, eliminated geographic one’s restrictions and almost eliminated the cost
of information. So, we were led to real innovation of the modern collaborative economy, i.e., its
expansion of "sharing™ beyond the narrow confines of one's or one's social circle geographical area.

This paper aims to identify and analyze the competition issues that arise from the operation of
the economic model of the Cooperative Economy on traditional markets. Therefore, the use of
technology by businesses and especially the use of platforms and social media will be studied in
this paper, with the aim of entering the market. While actions aimed at protecting these platforms

for the public that use them will be analyzed.
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CHAPTER 1: Introduction

The Internet economy is essential to the daily activities of both businesses and consumers. Now
it is also a channel of cultural and artistic content. Online platforms are at the heart of this
ecosystem. It is key to development and social development at the local and global level. According
to the European Commission, between 2001 and2011 the information and communications sector,
of which online platforms form a part, accounted for 30% of GDP in the European Union and 55%
in the US.

The Commission expects the Digital Market to provide between 1% and 2.1% additional GDP
in the long term. In this environment, there is increased political and regulatory interest in the role
of platforms in Europe's digital economy. In May 2015 the European Commission published the

Digital Market development strategy, based on three pillars:

e Better access to consumers and businesses of digital goods and services in Europe
e Creating suitable conditions and space in digital networks as well as innovativeservices

e Maximizing the dynamic development of the digital economy

Under the second pillar, the Commission undertook to analyze the role of online platforms.
Transparency, use of information and competition practices were taken into account for this work.
Therefore, the use of technology by businesses and especially the use of platforms and social
media will be studied in this paper, with the aim of entering the market. While actions aimed at
protecting these platforms for the public that use them will be analyzed. In particular, the first part

of the thesis presents the bibliographic review, while the second part analyzes the research part.






CHAPTER 2: Literature Review

2.1 Online Platforms

2.1.1 Introductory Remarks

The rapid growth of the Internet as well as the emergence of financial entities have attracted the
attention of public institutions, legislators and regulators. In recent years, the OECD has published
two reports on the economic and social role of online intermediaries and the digital economy. The
French CNUMM published a report on net platform neutrality and more recently the European
Commission published a related advisory text.

Attention is focused on two objects:

*  Understanding and evaluating the benefits of the digital world

* Providing a framework for creating "an open and sustainable digital environment" which
can support the economy in the long term.

To this end, it is necessary to understand the elements of online platforms that can provide
benefits. This is essentially the main objective of this study. It is the first step in a broader
understanding of whether there are groups of platforms that may exhibit behaviors that require
intervention (regulation) and how these behaviors will affect the performance of the market and its
ability to bend competition (anti-trust).But this is outside the scope of the present study. Due to the
above two objects, a definition for online platforms is required. However, the more general concept
of online platform is quite vague. It includes websites or applications that not only differ but work
in a multitude of markets. Additionally, adopting a "usable definition" is made even more difficult
by the ever-changing nature of internet usage as well as the multitude of business models used

across digital platforms.

2.1.2 Defining online platforms
The diversity of online platforms in terms of activity, sector, business model and size is
overwhelming. Platforms range from small local websites to multi-million- dollar global

companies. They provide various services such as Internet search engines (Google, Yahoo, Bing),



online shopping points (eBay, Booking.com, Asos, Allegro, Amazon), video sharing platforms
(Deezer, Spotify, Netflix, Canal Play), social networks (Facebook, Twitter), collaborative financial
platforms (AirBnB, Uber, BlaBlaCar, Ulule, Crowdrube), online gaming (Steam), etc.

Finding a common denominator among these Internet "players" other than that they are all part
of the Internet is not obvious. Starting with the definition recently given by the European
Commission, it is shown that the concept of online platforms does not need political practice. It is

too vague and does not provide the necessary guidance for legal certainty.

2.1.3 The definition of the European Commission
In its last consultation, the Commission proposed a definition for online platforms: "an argument
that operates on two (or more) fronts of markets, which uses the Internet to enable two or more
distinct but interdependent groups of users to interact, with the aim of the creation of value in at
least one of the groups. Some platforms also qualify as service intermediaries.” First, the
Commission characterizes online platforms as "arguments operating in multi-sided markets", or
multi-sided platforms according to the academic literature.

It then clarifies that the Internet "enables interactions between two or more groups of users."
Then, according to the Commission, the platform is a digital intermediary that balances the supply
and demand for goods, services or information, as part of a monetary or non-monetary transaction
/ mediation. Additionally, user groups are assumed to be interdependent.

Finally, the Commission requires the online platform to create value for at least one of the user
groups. At first glance, the definition is clear: a website or application that meets these criteria can
be considered an online platform.

However, the Commission does not provide guidance in understanding the multifaceted
platform, what makes an online business an intermediary and what interdependence means.
Moreover, in the context of technological convergence, the separation between the Internet and
other communication networks is less clear.

It is surprising how the Commission asks those involved in the Internet economy if they agree
with the definition and, if not, how they could change it. The Commission's question reflects the

difficulties one encounters in clearly defining the online platform.



In order to understand the terms of the Commission's definition, and more generally any
definition of online platforms, the academic literature in economics and business is briefly listed.
In this way, it is understood that the terms of the definition raise question that remain unanswered.
In general, it seems that there is not just one definition for online platforms. Any attempts to create

a coherent definition do not provide the necessary guidance for regulation and competition.

2.1.4 Multifaceted platforms

There are four points in the literature that aim at a general definition of multifaceted platforms.
According to Rochet and Tirole (2006), who study card payment systems, in a multifaceted
platform “the volume of transactions is affected by the additional charge on one side of the market
and the equal reduction of the price paid on the other. The authors claim that the fundamental
principle for defining the platform is to balance businesses in overall profitability by applying
different access and usage taxes between user groups. Evans and Schmalensee (2007) state
that the multifaceted platform a) has two or more groups of consumers, b) who are interdependent,
¢) do not perceive its value among interactors, d) rely on the platform to create value, which it
would not exist in her absence. This definition highlights the importance of interdependence, e.g.
how the involvement of one user group affects the way other groups value the goods/services
provided. Moreover, Caillaud and Jullien (2003), and Armstrong (2006), who studied platform
competition, agree that the most common way to define a platform is by defining whether or not
there are important cross-group or indirect network effects between the two or more customer
groups participating on the platform.

Finally, according to Hagiu and Wright (2015), there are two important requirements that
characterize multifaceted platforms:

a) the platform must allow two or more distinct parties to interact directly;

b) each party must somehow have a link with the platform.

More specifically, direct interaction essentially means that the two parties who transact through
the platform retain control over the terms of the transaction. The association with the platform
means that all parties have invested in the use of this particular platform, without necessarily

implying an investment of a financial nature (e.g. providing data).



Depending on the criteria used, some digital intermediaries can be considered online platforms
in some cases and not in others. For example, Gumtree, an advertising website in the United
Kingdom, does not require any kind of nexus, and therefore cannot be considered an online
platform according to the third definition, but it meets the requirements of the other two.

Similarly, several platforms based on the European Commission's definition may not meet the
corresponding requirements. For example, there is no interaction between content providers and
users on Netflix, and no link is needed on the part of consumers on Vimeo, Dailymotion or

YouTube.

2.1.5 Mediator

Some definitions (e.g. OECD's) require online platforms not to maintain control over the
interactions they support. That is, they require digital platforms to be “pure intermediaries”.
However, in practice many platforms retain some control. This can be quite limited and concern
data that users enter when creating an account or when using the platform such as Facebook or
Twitter.

And the control can go even further and concern the control of specific aspects of the transaction,
such as the quality of the transaction and the provision of payment in Airbnb and BlaBlaCar.
Finally, Amazon and Netflix retain greater control over pricing and still market their own products.
If online platforms were required to be pure intermediaries, Airbnb, BlaBlaCar, Amazon, Netflix
or Facebook would not be online platforms. Additionally, several platforms act as both
intermediaries and resellers.

For example, Amazon provides a platform for businesses to sell their products and for
consumers to find products (Amazon Marketplace), but it also appears as a sales business on its
own platform. If a platform is required to function solely as a point of purchase, Amazon would be
exempt because of resale. The main question is whether resellers can be considered platforms. If
not, when the platform is a reseller, the overall entity can be considered as an online platform.

Finally, single organizations can operate under multiple business models as well as new (online)

business models that emerge and gain publicity very quickly. Some businesses that can be described



as physical intermediaries have expanded their presence through the development of online
platforms.

These include, for example, job centers, stock exchanges and retailers such as John Lewis in the
UK or El Corte Ingles in Spain. In the case of the stock market, online trading has replaced physical
presence. But this must mean that physical intermediaries can be characterized as online platforms

as long as they have a digital face.

2.1.6 Interdependence

Interdependence is central to the various definitions of online platforms. However, there is
disagreement on the nature of the interdependence that makes the online platform as business. This
is reflected in the differences in organizations' approaches to the definition of a digital platform.

The European Commission requires that online platforms “create value for at least one of the
groups”, while according to the OECD, “the value obtained by one type of user increases in
proportion to the number or quality of the other types of users. As a consequence, websites or
applications that are (partially) funded by advertising (such as Google Search) can be considered
intermediaries by bringing advertisers and users together.

This mainly concerns businesses that advertise products or services directly to consumers (e.g.
hotel ads that often appear in flight searches), or businesses that pay to have their products appear
on search platforms. For some consumers, advertising may bring benefits, while for others, it may

not.

2.1.7 Internet

Technological convergence is the idea that as technology evolves and grows, the various existing
technological systems develop in such a way that they serve the same purpose. Such convergence
breaks down the boundaries of the digital world and the definition of the digital platform. For

example, with a mobile phone, it is possible to use communication platforms such as Lync or



WhatsApp (and thus use data) to call friends or family, or to use the conventional telephone
function (via telephone networks). Both mean hands- free communications based on IP technology.

Similarly, the distinction between online messaging (e.g. via WhatsApp) and SMS messaging
is becoming less clear. Apple devices combine SMS and Internet messages (iMessages) through a
single interface. If stricter requirements are placed on the definition of the Internet (ADSL, VDSL,
cable, fiber optics), platforms that allow SMS or calls to be sent cannot be classified as Internet
platforms. However, as networks continue to converge, mobile operators such as BT, Orange or

Vodafone can potentially qualify as online platforms.

2.1.8 Classifications of online platforms

The previous paragraph presented the difficulties that govern the definition of online platform
as a clearer guidance is needed on what constitutes an online platform from a regulatory and anti-
trust perspective. Based on the policy content, the first step is usually the definition of the relevant
market and then the assessment of its purchasing power (through assessments) or the establishment
of dominance (in case of competition). In order to set the limits of a market in the European Union,
the regulatory authorities as well as the competition authorities, examine and evaluate the
competitive constraints that a company encounters, both from the demand and from the market.

To do this, they assess how substitutable the products are from the point of view of the consumer
or the companies that provide the goods or services. The general concept of the online platform is
vague enough to provide a framework capable of ensuring legal certainty. But this does not mean
that some digital platforms cannot be compared on one or more dimensions. They can be classified
into platform groups that share certain characteristics.

Depending on these characteristics, there are also equal classifications. Several platform
categories have already been introduced. The OECD uses six categories based on the type of

services consumers can use through online platforms:

1) intermediaries accessible via the Internet,

2) data processing and uploading providers,



3) e-commerce intermediaries,

4) search engines,

5) websites that provide access to links of other websites,

6) participatory online platforms.

In the US, they categorize platforms based on their position in the value chain: manufacturing,
wholesale, retail, services. These classifications are established in specific contexts: the OECD
seeks to understand and calculate the benefits of online intermediaries, while the purpose of the US
administration is to collect national accounts.

With regulation or anti-trust in mind, an alternative approach is to establish a categorization
through the perspective of how comparable or substitutable applications and websites are.
However, this criterion is relevant as comparable or substitutable platforms differ from the
perspective of consumers or businesses.

* Classification based on the consumer's point of view : In a first approach, the focus is on
how consumers use online platforms, describing the online services offered or distinguishing their
activities. In its consultation, the European Commission chose the first of the two and defines 11
types of online service: Internet search, specialized search tools, maps, news aggregators, online
marketplaces, audio-visual and music, video sharing, app stores, social networks and collaborative
economy. Online gaming could also be added to the list.

*  Some platforms may fall into multiple categories. For example, many social networks such
as Facebook can be used either to access or share content, to communicate, to search for
information or even to purchase items. Similarly, consumers can compare products and read
reviews on comparison platforms such as Idealo, but also through many online marketplaces such
as eBay.

* Classification by business perspective: Another approach focuses on where online

platforms are used in the value chain. Such a categorization is based on



the business perspective. It focuses on recognizing the function within the business activity
through the advantages that online platforms bring.

Porter's value chain offers a general framework for describing any value chain and categorizing
business functions. According to Porter, business functions can be divided into primary or
secondary business activities. Primary activities form the value chain and include inbound and

outbound logistics, marketing and sales functions, and customer service.

Firm infritructum
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Figure 2. 1 - Porter's Value Chain: Understanding How
Value Is Created WithinOrganizations

Secondary activities are equally important but exist to support primary activities. They include
functions such as procurement, human resource management, information technology and

infrastructuredevelopment.
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CHAPTER 3: The economic role of online platforms

Despite the difficulties of identifying what generally makes a website or application an online
platform, the economics and business studies literature has analyzed in specific contexts the
advantages that online platforms bring to consumers and businesses. Through this presentation, the
role of online platforms in the economy is recognized and shown to bring consumers together with

producers, enabling transactions that would not otherwise be possible.

3.1 The advantages for consumers and businesses

The internet has reduced various costs, such as those relating to the creation, distribution,
acquisition and provision of goods and services. More specifically, platforms are characterized by
positive effects of the internet, which means that as the number of platforms increases, these effects
will increase on users. In the context of shopping platforms, these effects can be made on users
either directly or indirectly.

As a consequence, consumers can benefit from online platforms through a variety of
mechanisms that may not apply to all online platforms, but certainly to specific markets, which
may result in:

. Greater convenience and reduced search costs — for example, less search completion time
or simplified search processes.

. Lower prices due to increased supplier competition, driven by reduced entry barriers,
especially for small suppliers, increased transparency and easier procurement.

. More choice or variety, or greater product quality due to the breadth of online platforms
(such as e-commerce platforms) and their ability to bring together a large number of users who
want to interact.

. More relevant products, services and content. Online platforms such as comparison
websites can support greater transparency and more accurate results. Access to more information,

including ratings and reviews, improves consumers' ability to find what they're looking for.
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. Social benefits.
. Wider financial benefits

Accordingly, depending on the markets in which they operate, businesses can equally benefit
from online platforms, such as below:

. Market expansion — the infrastructure provided by online platforms such as crowdfunding
platforms allows businesses to operate across a wider range of buyers and sellers. This can evolve
into overcoming geographic restrictions.

. Lower costs (production, search and transaction) — online platforms such as e-commerce or
recruitment platforms can benefit from economies of scale. They provide consumers with ways to
search for potential products / services more efficiently (e.g., by increasing the number of recruits),
reducing the time and cost of searching for personnel and reducing transaction costs.

. Information development — online platforms, such as social media, improve a business's
ability to collect and organize information, such as through consumer feedback, allowing them to
observe aggregate patterns.

. Sharing the risk — for example, crowdfunding platforms allow businesses to pool small
investments within a large market to have the required capital, thus expanding financing options
for small and start-up businesses.

. Signaling — online platforms such as websites provide online ratings. This gives criteria for
a seller and offers buyers more information about the quality of the seller / product. In this way, a
better "engagement" of the consumer with the brand is achieved.

Cooperation through repeated interaction — similar to signaling, if buyers cannot ascertain the
quality of the product, the experience of other buyers can help them. Comparison websites or
review websites can play a central role in distributing these benefits.

Price discrimination — the structure of online platforms such as e-commerce platforms through
financial transactions allow businesses to offer discounts to specific consumers who would not

participate in the market under normal prices.

3.2 The economic functions of the platforms

12



Based on the aforementioned advantages, the OECD defines the economic role of online platforms
as follows:

. Infrastructure provision — this is seen by consumers and businesses as an improvement in
convenience and reduced transaction costs.

. Collection, organization and evaluation of information — this is found in both businesses
and consumers due to the reduction of search costs.

. Support social communication and information sharing — this is seen in businesses as
improved consumer feedback and in consumers as social benefits.

. Concentration of supply and demand — this comes across to consumers as a greater variety
of available products but also more relevant products and to businesses as the expansion of the
available market.

. Support market operations — this comes across to consumers as advanced competition
between product offerings through a wider range of choices, more relevant and at lower prices.

. Delivering trust — due to the benefits of improved consumer engagement.

. It takes into account the needs of buyers / sellers / users / consumers — this is found in
consumers due to a greater variety of products available, more relevant products and in businesses
as an improvement and integration of information from consumer feedback. These functions reflect
the importance of online platforms in the market at an aggregate level, which varies and becomes
more specific depending on the relationship the group has with the platform.

As pointed out by the European Commission and the OECD, the Internet economy is central to the
daily activities of consumers as well as businesses. At the heart of this ecosystem, online platforms
play a key role. They bring advantages to consumers and businesses, bringing consumers and

producers together, enabling transactions that would otherwise not be possible.

3.3 Advantages of using the platforms

The boundaries of e-commerce are not determined by geographical and national borders, but more
by the coverage that computer networks have. Since most networks have global coverage, e-
commerce allows even the smallest suppliers to achieve a global presence and do business

worldwide. The corresponding benefit to the customer is global choice - a customer can choose
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from all potential suppliers the product or service they require, regardless of where they are

geographically located.

3.3.1 Improved competitiveness / quality of service

E-commerce allows suppliers to improve their competitiveness by "getting closer to the customer".
As a simple example, many companies are using e-commerce technology to offer improved levels
of support before and after the sale, with increasing levels of product information, instructions for
product use, and rapid response to customer questions. The corresponding benefit for the customer

is improved service quality.

3.3.2 Mass customization to customer requirements / Personalized

products and services
With online interaction, suppliers are able to gather detailed information about each customer's
individual needs and design products and services for those individual needs. This results in
customized products that are comparable to those offered by specialist suppliers, but at mass market
prices. A simple example is an online magazine that is "cut and sewn" to fit the reader with each

access emphasizing the articles that interest him and excluding those he has already read.

3.3.3 Reduction or elimination of distribution networks / Rapid response

to needs

E-commerce often enables the dramatic reduction of traditional supply chains. There are many
well-established examples of companies in which goods are shipped directly from the manufacturer
to the final consumer, bypassing traditional wholesale and retail networks (Typically the
contribution of e-commerce is not that it makes such direct distribution possible—since it could be
done with printed catalogs and telephone or mail orders—but that such direct distribution becomes
practical in terms of cost and time delay).

The extreme example occurs in the case of products and services that can be delivered

electronically, where the distribution network will disappear entirely. This has massive implications
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for the entertainment industry (film, video, music, magazines, newspapers), the information and
education industry (which includes all forms of publishing), and companies involved in the
development and distribution of software for computers. The corresponding benefit to the customer
is the ability to quickly obtain the exact product they need, without being limited to what is in stock

at the local supplier.

3.3.4 Substantial cost reduction / Substantial price reduction

One of the main contributions of e-commerce is the reduction of transaction costs. While the cost
of a business transaction that requires human interaction can be measured in euros, the cost to do
a similar transaction online can be on the order of a few euro cents or even lower.

Therefore, any business process that involves routine interactions between people offers the
potential for substantial cost reduction, which in turn can translate into substantial price reductions

for customers.

3.3.5 New business opportunities / New products and services

Beyond redefining markets for existing products and services, e-commerce also offers the
opportunity to develop entirely new products and services. Examples include online support and
support services, directory services, service services (ie establishing initial contact between
potential customers and potential suppliers) and many types of online information services.

While all of these opportunities and benefits are distinct, they are to some extent related to each
other. For example, improvements in competition and quality of service can partly come from mass
customization to customer requirements, while the reduction of distribution networks can

contribute to cost reduction and price reduction.

3.4 Disadvantages of using electronic platforms
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3.4.1 Security in the use of personal data

During the process of an order, some information is requested from the users, such as their address,
their email, their credit card number, date of birth, etc. and anything else deemed necessary for the
transaction. But the problem is that on the internet many specialized users, the so-called hackers,
can steal and use these data for their own benefit.

So, they usually create illegal databases where they sell these data to other companies who use
them mainly for advertising purposes, such as sending mass messages etc. but without the
customer's permission. Many times, the same information is also used for highly illegal actions

such as forgery and financial theft of the people who made the order.

3.4.2 Security issues in financial transactions

The amounts spent on Internet shopping are estimated to be in the billions of dollars annually.
Already you can buy anything on the Internet - from a book to a car. Someday shopping over the
Internet will be as common as shopping through the mail or visiting retail stores.

The most common way to pay online is by credit card. But there is a major problem with online
shopping: the Internet is not a secure network! As packets of information travel across the Internet,
anyone in their path could process them.

So, a skilled user could steal the card number and make a purchase. Various payment methods
have been developed to solve this problem. Most use processes and protocols designed to make
Internet financial transactions as confidential as possible, using encryption technologies that ensure
no one can steal your credit card number.

Dozens of organizations, including Microsoft and Netscape, the major credit card companies,
and Web standards bodies are developing schemes that offer secure encrypted financial transactions
on the Internet. There are two secure transaction schemes available.

The first hides personal financial information, such as credit card numbers, so that it can be
transmitted over the Internet without allowing others to read the data. The second method creates
a system of cyber-dollars, i.e. electronic money that only authorized merchants can redeem for real

money.
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The Secure Electronic Transaction (SET) protocol has been adopted by VISA, MasterCard,
American Express, Microsoft, Netscape, etc. It describes a way for users to shop online and charge
their credit cards. The support of this method by the most important financial and IT companies
gives it a very good possibility for its transformation in the future into a standard for making online
purchases.

In addition to the method of secure transactions using credit cards, a number of companies rely
on the use of cyber-dollars which allow consumers to purchase goods and services anonymously.
With this method the user uses the digital equivalent of money to make purchases and thus does
not need to send personal information to the Network. By using this electronic payment method
consumers can purchase electronic coins and use them to make purchases.

Credit card and e-liquid systems have their advantages and disadvantages. Credit card hiding
systems are convenient and do not require customers to change their purchasing habits.
Transactions are charged to the credit card and appear on the statement sent to the cardholder just
like any other purchase. Electronic money requires more actions on the part of the user since he

must first acquire it before using it. Nevertheless, they better ensure privacy in online shopping.

3.4.3 The problem of supplier-consumer identity

A key problem in online shopping is not knowing the identity of the consumer or the supplier. Thus,
the case of fraud by the supplier or by the customer is increased. Typical was the creation of a
commercial store on the Internet under the name of a well- known multinational company in which
customers were deceived and made purchases with their credit card, but without ever receiving the
products they ordered. Customers complained to the company they thought they were buying from,
but it was never discovered who was behind this particular scam.

Accordingly, there are many examples of customers who make purchases without giving their
real information. This often happens from young people or from competing other companies whose
goal is to create computer and bureaucratic problems for rival companies. Many times, this is also

done in a computerized way.
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3.4.4 The problem of information overload

According to research on e-commerce users, users of the network usually do not easily find what
they are looking for or find an excessively large volume of similar topics. The reason is that many
organizations give as keywords for their site, many words similar to it and not exact to it, with the
aim of traffic only.

The result is information overload and ultimately non-functionality in the search. This problem
is addressed by the continuous development of search engines and the increasingly effective use of
search criteria and filters. But this creates additional problems since it increases the degree of

complexity of the search method.
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CHAPTER 4: Business Models

4.1 Description

The development of technology has greatly affected the business both in operational day-to-day
activities and at a strategic level. In particular, it has enriched the way and means available to the
modern entrepreneur with options even to the level of creating a business plan.

Although there are many explanations on business plans the transaction of value leys on the
basic. According to Osterwalder, A. and Pigneur, Y. (2010), the description of the ways a business
creates, delivers and captures value consists a value driven business model and helps with
understanding the core of businesses strategic activities. Furthermore, business models, especially
digital business models, have been explained by referring to the transactions between the parties.

As shown below there are various business models that describe the basic transaction flow. In
the case of production, the supplier sells inputs (raw materials) to company A which processes and
results in the final product/service which it gives to the final customer (side B). A variation of this
model is vertical integration where the supplier and the manufacturing company are under the same
ownership and sell the final product/service to side B.

Accordingly, in the reseller business model side A sells the product or service to the reseller,
who without processing and tampering with his product, sells to the final side B. In this case side
A and B do not come into contact, while the reseller earns a share of money from making the
transaction.

Finally, in the case of the multi-faceted platform, the value offered by the platform lies in the
realization of the direct communication and transaction of the two sides A and B. The two sides
find a common point at which they can come into contact while the platform is responsible for
smooth conduct of transactions. In some cases the creation of a safe party as it checks the
authenticity and accuracy of the data added by the two sides, or even secures the monetary
transactions. For example, the nannuka company is a platform where parents and guardians of
children add ads for babysitting, supportive study, etc, so professionals can be informed and have

the opportunity to make an offer. The choice and the communication of the parties continues
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without the further mediation of the platform. Such a business plan is commission-based, either as
a subscription or as a percentage of the professionals' profits, while another platform can be paid

from both sides.

A. Hagiu, J. Wright / International Journal of Industrial Organization 43 (2015) 162-174
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Figure 4 1 — Multi-sided Platforms- Science Direct

Clearly, over the years, a multitude of such platforms have been developed that are used in
everyday life, such as efood and Wolt, companies which bring restaurants in contact with
consumers, or doctoranytime, which has a database of doctors whose potentially patients can be
informed about services and costs and book an appointment immediately.

What seems strange about this business model is its massive spread and the head start that some
of these businesses have, that traditional businesses don't have. It is clear that Uber has the largest
network of taxi services without owning a vehicle, or it seems strange that Airbnb does more
property rental transactions than Hilton without owning a single property. But this is the nature of
multisided platforms’ business models.

Despite the above examples, the platforms may not be exclusively about communication but on
the contrary do not allow the communication of the parties but purely the monetary transaction.

Such companies are bank cards visa, mastercard etc but also companies such as viva, ticketmasters,
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ticketservises which carrying out the monetary transaction between costumers and production

companies for theater and concerts performances.

4.2 Decision Making Dynamics

As shown above, since there are many different models in which a company can use, the choice of
the business model has occupied the international literature. Especially when it comes to choosing
between the platform and other more traditional versions of business models such as reseller or
vertical integration.

The general methodology used in the literature is based on an exogenous factor that
differentiates business models quite a bit. For example, Hagiu.A and Wright. J, (2015) isolated the
Marketing processes as an exogenous variable as in the reseller business model the marketing
processes are controlled by the reseller and not by the producers, in contrast to the multisided
platform business model in which the producer exclusively owns the marketing processes. This
difference is actually related to the structure of each business model and is an important choice for
the decision of the business model to be followed.

In other words, if an entrepreneur has the option of making his products or services available in

a reseller or platform model, the importance of marketing activities may play a decisive role in
making his choice. The above study showed that the decision between granting control over
marketing decisions is related to the level of information possessed by each side.
Specifically, in the event that the reseller has more information and can draw up better marketing
strategies, the business model of the reseller is chosen. In the opposite case where the producer or
professional himself possesses better information and therefore practices more efficient marketing
procedures, he chooses to make his products or services available through some platform in order
to control Marketing and better manage and promote his products.

Additionally, the two authors conducted another research (Hagiu.A, Wright. J, 2015) on the
choice of platform business model versus vertical integration. As mentioned above in vertical
integration side A and the intermediary operate under the same ownership and offer
products/services to side B. The key tradeoft of choice was chosen to be the need for coordination

of professionals and their motivation. More specifically, in vertical integration the professionals
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work under a common ownership regime which protects the excessive number of professionals
competing with each other, however in the event that the professionals take part in one platform
(as side A) even though they may exceed the demand for services with result in adverse
consequences (surplus supply, reduction of prices, etc.) however, it ensures the motivation of
professionals to compete.

The most common for this decision to appear is in cases where professionals offer services,
specifically to legal firms, consultancies, taxi companies, etc. For example, in a taxi company using
vertical integration the taxi drivers are specific in number and operate under common regulations
as opposed to taxi drivers entering a platform where they operate autonomously operating
essentially as freelancers which offers them the motivation to work more efficiently with the
motivation to achieve better reviews, upgrading their profile etc.

The decision to choose between business plans is a two-way street. On the one hand, there is
the choice of starting a business as a platform or as a reseller or vertical integration company, on
the other hand, there is the choice of the professional to participate in a platform or integrate into a
company with a different, traditional business model. The expected financial results are clearly
considered a key variable for making the decision, but the financial results (expected profits) are
affected by many factors some of them are exclusively related to the platform environment such as
network effects.

The network effects is such an important factor that, as the aforementioned research shows, it
determines the outcome of the decision between vertical integration and platform. If the network
effects are so strong as to cause increased demand for professionals, they are willing to enter the
platform and compete with each other for a potentially significantly increased number of

practitioners, i.e. increased competition.

4.3 Network effects

It is the precise description of the business model of the multisided platform and the nature of its
activity (interaction between independent parties) that gives rise to network effects, i.e. the creation

of an expanded network of communication and transactions that each side benefits by increasing
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the number and two sides. Although network effects have been seen in earlier markets (before the
digital age), the platforms are dramatically enhanced.

More specifically, there are two categories of network effects, the same-side network effects and
the cross-side network effects. The former (same — sided also direct, demand — side) appear when
the value of the product / service increases with the increase in the number of participants in it.
Such examples are social platforms (facebook, viber, linkedin), where the participant in such a
communication platform benefits by finding more users on it. The larger the base of customers -
subscribers a platform has, the more popular it becomes and the more value it acquires. And the
second ones, (cross — side also indirect) appear where there are two sides that interact and the
increase in the value of the platform for participants on one side is positively affected by the number
of participants on side B. (Ronteau, S. et al, 2022) For example a subscriber of Uber, on the demand
side it benefits as the number of taxi drivers increases (side B) and correspondingly a subscriber
taxi driver benefits with the increasing number of users - customers requesting taxi services.

In fact, when the results are evident, the choice of entering the platform is related to the
expectations of the customers (both sides) for their positive or not effect on the requested quantity.
Hagiu.A, Wright. J, (2015) stated that a different balance appears and indeed very fragile in the
members' expectations. Indeed, in the event that the customers of a platform have divine
expectations for the increase of members of the other side, they decide to join the platform, but this
creates a supply (or demand) which attracts a large number of participants of the other side who
request the product (or offer).

Continuing the example of Uber, it seems that taxi drivers having positive expectations for the
participation of customers looking for taxi services, enter the platform with the result that there is
a sufficient offer that attracts consumers to enter the platform knowing that it is very likely to find
cab services immediately. Accordingly, consumers (those requesting taxi services) on one side of
the platform, provided that they have positive expectations for the growth of the platform, enter it
as they believe that the supply (taxi drivers) will increase, while at the same time the increase of
their number increases the demand for taxi services, creating an emerging audience with excess
demand, i.e. an attractive market field.

In the literature it has been observed that the business plan of the multisided platform is preferred

for goods of low value in relation to the reseller mode which is preferred for the sale of goods of
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higher value. Especially when network effects are weak. Regarding goods whose prices move in
the intermediate range, hybrid models are observed, etc. Resende et al . (2018).

Furthermore, the literature has been concerned with the form of demand and whether it affects
the final decision of the business model. Indeed, it appears that in the case of linear demand with
multiple suppliers the platform's business model prevails in the intermediary's decision as suppliers
earn more as platform members compared to if they were resellers. However, if demand is better

determined by the Cobb Douglas utility function, the reseller mode is preferable (Chen, L. 2019).

4.4 Competitiveness Threats

Among the topics that emerge in entrepreneurship in a platform environment is that of the platform
entering the position of the seller, but also vice versa the entry of sellers in the creation of their own
platform or a network of exclusive distribution of its products (e.g. eshop). Platforms have seen
their entry into own-label products, which is clearly a move that brings a lot of results to both the
platform and the rest of the sellers.

Although it seems paradoxical for a platform to enter the production process and make its own
label products available on it, it is a strategy that is observed and a resounding example is the
Amazon platform. The move of a platform owner to enter the market (on the one side, seller side)
clearly upsets the other sellers, who are nevertheless its customers, as it increases the competition
in an insidious way. The platform has a lot more information (Big Data) about consumer
preferences, their purchasing behavior, etc., which gives the platform an edge to compete with its
own customers.

On the other hand, such a tactic increases supply, lowers prices and benefits consumers. The
platform, however, in order to enter the competition should have a significant benefit, much more
than the loss, and for this reason a platform attempts to compete only with some specific products.
In particular, the platform enters markets with products that are quite successful (increased demand,
profit margin) and products that do not need significant investment for innovation to develop.

In the final result it seems that this strategy has a double influence. On the one hand, producers
are discouraged and either quit the platform, or have a disincentive to design, develop and produce

blockbuster products. On the other hand, for producers who have the infrastructure to do so,
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competition is enhanced and greater levels of innovation are achieved to discourage the platform
from entering of the market. (Zhu, F. Liu, Q. 2018).

In the example of Google, the potential threat of developing apps itself and making them
available resulted in incumbent developers reducing efforts to innovate while increasing the price
of apps (as a disincentive to enter the market), while it was found how they are shifting their efforts
to innovative ideas in applications that will be unaffected by Google's imminent entry into the
market. A possible result is a move by Google to exploit opportunities to turn against itself by
putting a brake on its development. On the contrary, it is urged that the company moves to enter
the complementary market in products that are not so profitable in order to increase the
attractiveness of their development and reap profits. (Wen, W. Zhu, F. 2018)

In contrast to direct competition, in the case where the platform has its own products, the
literature has broadened the concept of competition as a platform is free to modify its prices (either
paid as a percentage of sales, or as a fixed amount , or otherwise fee) when it deems it necessary
and feasible. This is also a competitive move by the platform against the supplier side. Despite all
the studies on the effects of the platform's decision to compete with suppliers, no research has

shown that the other side, that of consumers, makes it difficult. (Zhu, F. 2019).
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CHAPTER 5: Risk and Dangers

5.1 Security contracts and organization risks

The European Union Agency for Cybersecurity (ENISA) has investigated security breaches and
identified the most serious security risks associated with cloud computing. They belong to the

following categories:

. Security agreements and business risks such as vendor lock-in, loss of dominance,
compliance issues and acquisitions of cloud service providers.

. Mitigate cloud and operating system vulnerabilities through technical risks such as data
loss, loss of encryption keys, and concurrency between client operations.

. Legal risks, such as data protection and software licensing.

. Risk such as network problems, unauthorized access to information centers and natural
disasters (Betcher T., 2010).

Analyzing the security risks that exist when businesses migrate to cloud computing services, a
comparison should be made regarding the risk descriptions listed below:

. Risks to business opportunities must always be fully understood. Cloud services include
key benefits such as convenient storage and access from multiple devices, as well as easy
connectivity and multiple instant collaboration points. Therefore, the risk analysis should also be
compared with the data stored in the cloud.

. Risks often differ significantly depending on the type of cloud architecture.

. This risk should be weighed against the cost of the service, as the cloud customer may

transfer the risk to the cloud provider.

5.2 Loss of governance

With a cloud infrastructure, customers don't have to trust their vendors with certain things that

could compromise security. ISPs usually include a service level agreement (SLA) in the terms of
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their agreement with their customers to determine the service level (SLA) being sold. Clearly there
was a security breach. It is common for cloud service providers to outsource their services. Similar
to terms of service, cloud provider controls change. This can have disastrous consequences for the

company.

5.3 Multi-cloud vendor lock-in

Moving to the cloud can bring many benefits to the company, such as increased flexibility, agility
and cost savings. Despite all these positives, many companies considering moving to the cloud
have concerns. And one of the primary issues is vendor lock-in. When the company's IT base is in

the hands of an outside vendor, these concerns are valid.

5.3.1 Reasons for fear of cloud vendor lock-in

The fear of cloud vendor lock-in has many causes. First is the loss of control over the data and
infrastructure that power business applications. Not having full control over aspects like security,
uptime and overall infrastructure management can be daunting. Then there is the reliance on one
supplier for so many critical needs.

Servers, data, networking, user management and more are all in the hands of one company, so
provider dependency is huge. And if something goes wrong, it can be very damaging to the
business. Also, there may be a fear that a cloud provider cannot meet the customer's current or
future needs. The cloud service provider - CSP may not meet service level agreements or cause a
data breach at some point.

Even worse, the risk of the supplier leaving or going out of business is something that should
always be on customers' minds. The difficulty and cost of switching to a new vendor looms large
on every I'T manager's mind when deciding to move to the cloud and selecting a new cloud service

provider.

Application transfer risk

28



If an application is built on one provider that leverages many of its offerings, refactoring that
application to work natively on another provider can be an extremely expensive and difficult
process. For example, suppose a company has developed a business intelligence platform on
Microsoft Azure. It can leverage core cloud services such as compute, storage, databases, and
networking. But the app also includes Azure machine learning, data analytics, and bot services.

The changes that need to be made at this very point to switch to a new provider are dramatically
numerous. One reason for this difficulty is the lack of standard interfaces and open APIs. Each CSP
has its own specifications and standards, which make it very difficult to switch from one to another.

Another reason is that technology and customer needs change so quickly. Providers' customers,
and partners are constantly demanding product changes and improvements. The faster an
application's functions are added and processed in the 22 clouds, the longer the relationship will be

with the provider and the difficulty of switching to a new one will be greater.

Multi-cloud strategy

More and more enterprises are moving to a multi-cloud computing environment, where multiple
CSPs can be leveraged to power applications. For example, Amazon EC2 can be used for
computing power and Redshift for the data warehouse, while IBM Bluemix's Watson can be used
as the Al platform.

By using multiple clouds, a business depends less on one CSP for all its needs. Another
advantage is that offerings from each cloud provider can be selected so that optimal services can
be applied to applications. There are also some disadvantages to the multi-cloud approach, such as

increased burden on development teams, greater security risk, and more.
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CHAPTER 6: Conclusion and future research

Undoubtedly the topic of networks, business models and strategic decisions of the various
parties involved is a broad topic, has been researched and continues to be interesting as it is ongoing
and many different topics are emerging to explore.

The literature so far tries to cover questions concerning the operation and choices of the parties
in various alternative forms of business plans, the right time to enter a platform, the different
conditions of demand, control of external factors, expected profits, etc.

With regard to the entry decision of an interested party into a platform from the supplier's side,
it was stated that there are alternatives, such as the reseller mode, vertical integration and others,
and researches were mentioned which is the appropriate option. using each time a criterion.

What seems to be of interest is the effect of indirect network effects on the formation of
suppliers' expectations. An accurate assessment of network effects will shape more realistic
expectations for both suppliers wishing to enter a platform (especially when it is a newly developed
one) and the stakeholder wishing to build a platform.

In addition, a multi-criteria analysis for the decision in which several parameters will be
included and not exclusively one at a time, is of particular interest. While the estimation of the
elasticity of each factor would be very helpful in practice. Thus, science will be able to respond
with a decision model for strategy formulation which can be applied to any product with special

characteristics.

31



List of References

Armstrong, M. (2006). Competition in two-sided markets. The RAND journal of economics, 37(3),
668-691.

Bushry, M. (2005) E-Commerce, Firewall Medi.

Caillaud, B., & Jullien, B. (2003). Chicken & egg: Competition among intermediation service
providers. RAND journal of Economics, 309-328.

Chen, Linfeng, Merchant, Platform, or Hybrid Mode? (January 23, 2019). Available at SSRN:
https://ssrn.com/abstract=3320936 or http://dx.doi.org/10.2139/ssrn.3320936

Choi, S.Y, A.B Whinston, (1997). The Economics of Electronic Commerce, Indianapolis:
Macmillan Technical Pub.

Dehghani, M., Tumer, M. (2015). A research on effectiveness of Facebook advertising on
enhancing purchase intention of consumers. Computers in Human Behavior. 49 (1), 597-600.

De Vries, L., Gensler, S., Leeflang, P.S.H.. (2012). Popularity of Brand Posts on Brand Fan Pages:
An Investigation of the Effects of Social Media Marketing. Journal of Interactive Marketing. 26
(2), 83-91.

Electronic Commerce and Business Laboratory (2014), Research: Electronic Commerce in Hellas.
Forsgren, Mats. (2000). Some Critical Notes on Learning in the Uppsala Internationalization
Process Model.

Frazer W.K., Patterson, P. (1998), "Internationalization of services: the service exporting decision”,
Journal of Services Marketing, VVol. 12 No. 4, pp. 294-311.

General Secretariat of the National Statistical Service of Greece, Technology Use survey of
Information and Communication from Households (Electronic Commerce): Year 2011.

Golder, S.A., Wilkinson, D. Huberman, B.A. (2007). “Rhythms of social interaction: Messaging
within a massive online network,” Third International Conference on Communities and
Technologies, at
http://www.hpl.hp.com/research/idl/papers/facebook/facebook.pdf.

Gronroos, C. (1999). "Internationalization strategies for services", Journal of Services Marketing,
Vol. 13 No. 4/5, pp. 290-297.

Hagiu, Andrei and Wright, Julian, Marketplace or Reseller? (January 31, 2014). Management
Science, Vol. 61, No. 1, pp. 184-203, January 2015, Available at SSRN:

32



https://ssrn.com/abstract=2794585 or http://dx.doi.org/10.2139/ssrn.2794585

Hamill, J. (1997). The Internet and international marketing, International Marketing Review, 14(5),
300- 311.

Hamill, J. (1997). "The Internet and international marketing”, International Marketing Review,
Vol. 14 No. 5, pp. 300-323.

Hansson, L., Wrangmo, A., Segilen, K.S. (2013). Optimal ways for companies to use Facebook as
a marketing channel. Journal of Information Communication and Ethics in Society. 11 (2), 112-
126.

Inglezakis, loannis D. (2003). The legal framework of electronic commerce, Sakkoula
Publications,Athena

Kiulafas, Kyriakos K. (1994). Administrative Marketing in Retail Trade, Contemporary
Publishing,Athena.

Mangold, W.G., Fauld, D.J.. (2009). Social media: The new hybrid element of the promotion mix.
Business Horizons . 52 (1), 357-365.

McKay, J. and Marshall, P. (2004). Strategic Management of e-Business, John Wiley & Sons,
Brisbane.

Michaelidou, N. Christodoulides, G., Siamagka, N.T. (2011). Usage, barriers and measurement of
social media marketing. Available:
https://www.researchgate.net/publication/291839910 Usage_barriers_and_measurem

ent_of social_media_marketing.

Osterwalder, A. and Pigneur, Y. (2010) Business Model Generation: A Handbook for Visionaries,
Game Changers, and Challengers. Wiley, New Jersey.

Resende, Joana & Laussel, Didier & Belhadj, Nada. (2018). Marketplace or Reselling? A
Signalling Model. SSRN Electronic Journal. 10.2139/ssrn.3122522.

Paschopoulos, Arsenis and Skaltsas, Arsenis. (2000). E-Commerce: new environment, news tools,
new leaders, Keydarithmos Publications, Athens.

Porterfield, A. (2010). 3 New Studies Prove Social Media Marketing Growth. Available:
https://www.socialmediaexaminer.com/3-new-studies-prove-social-media- marketing-growth/.
Porterfield, A. (2010). 3 Studies Show Facebook’s Marketing Potential.

Available: https://www.socialmediaexaminer.com/facebook-marketing-studies/.

33



Rammal H.G., Rose, E.L. (2014). New perspectives on the internationalization of service firms.
International Marketing Review. 31 (6), 550-556.

Ramsaran-Fowdar, R.R., Fowdar, S.. (2013). The Implications of Facebook Marketing for
Organizations. Contemporary Management Research. 9 (1), 73-84.

Ronteau, Sébastien, Laurent Muzellec, Deepak Saxena, kot Daniel Trabucchi (2022). ‘Preface’.
Preface, VII-VIII. De Gruyter,. https://doi.org/10.1515/9783110762556-202.

Siomkos G. and Tsiamis I. (2004). Strategic electronic marketing, Stamouli Publications, Athens.
Terpstra, V., Yu, C-M. (1988). Determinants of Foreign Investment of U.S. Advertising Agencies.
Journal of International Business Studies. 19 (1), 33-46

Trusov, M., Bucklin, R.E., Pauwels, K. (2009). Monetary value of word-of- mouth marketing in
online communities. Available:
https://www.researchgate.net/publication/233894756_Monetary value_of word-of-
mouth_marketing_in_online_communities

Tjortzakis, Konstantinos M. and Tjortzakis, Alexia K. (2001). Wholesale and retail marketing of
commerce: principles, strategies, applications, case studies, Rosili Publications, Athens

Wen, Wen and Zhu, Feng, Threat of Platform-Owner Entry and Complementor Responses:
Evidence from the Mobile App Market (June 1, 2018). NET Institute Working Paper No. 16-10,
Available at SSRN: https://ssrn.com/abstract=2848533 or http://dx.doi.org/10.2139/ssrn.2848533
Zhu, Feng, and Qihong Liu. "Competing with Complementors: An Empirical Look at
Amazon.com." Strategic Management Journal 39, no. 10 (October 2018): 2618-2642.

Zhu, Feng. "Friends or Foes? Examining Platform Owners' Entry into Complementors' Spaces."
Special Issue on Platforms. Journal of Economics & Management Strategy 28, no. 1 (Spring 2019):
2

34



