

  
    
            
        
      
      
        
          
        

        
          
            
          
        
        
          
            
              
                
              
            

            
              
                
                  Äskettäin haettu
                

              

                
                  
                      
                      
                        
                      
                  

                
              
                Ei tuloksia
              

            

          

          
            
              

                
              
            

            
              
                Tags
              

              
                
                  
                      
                  
                
              

              
                

              

              
                Ei tuloksia
              

            

          

          
            
              
                
              
            

            
              
                Asiakirja
              

              
                
                  
                      
                  
                
              

              
                

              

              
                Ei tuloksia
              

            

          

        

      

    

    
      
        
          
        
      
              

                        
  
  

                
            
            
        
        Suomi
                        
          
            
            
              
                Koti
                
                  
                
              
              
                Koulut
                
                  
                
              
              
                Aiheet
                
                  
                
              
            

          

        


        
          Kirjautunut
        
        
        
        
        
          

  





  
    
      
      	
            
              
              
            
            Poista
          
	
            
              
              
            
          
	
            
              
                
              
              
            
          
	
          

        
	Ei tuloksia


      
        
          
        
      
    

  







  
      
  
    
    	
                                    
              Koti
            
            




	
                          
                
              
                        
              Muu
            
            


      
                  Internationalization of Finnish complementors through digital platform and ecommerce market in Russia : case Yandex
      

      
        
          
            
              
                
              
            
            
            
              
                Jaa "Internationalization of Finnish complementors through digital platform and ecommerce market in Russia : case Yandex"

                
                  
                    
                  
                  
                    
                  
                  
                    
                  
                  
                    
                  
                

                
                  

                  
                    COPY
                  
                

              

            

          

          
            
              

                
              
            
          

        

      

    

    
      
        
          
            
              
            
                          
                N/A
              
                      


          
            
              
            
                          
                N/A
              
                      

        

        
                      
              
                
              
                               Protected
                          

                    
            
              
            
            
              Lukuvuosi: 
                2022
              
            

          

        

        
          
            
            
                
                    
                
                Info
                
                

            
            

            

                        
  

                
        Lataa
          
              

          
            
              
                
                Protected

              

              
                
                
                  Academic year: 2022
                

              

            

            
              
                
                  
                
                
                
                  
                    Jaa "Internationalization of Finnish complementors through digital platform and ecommerce market in Russia : case Yandex"

                    
                      
                        
                      
                      
                        
                      
                      
                        
                      
                      
                        
                      
                    

                    
                      

                      
                        
                      
                    

                    Copied!

                  

                

              

              
                
                  
                
              

            

            
              
                
                104
              

              
                
                0
              

              
                
                0
              

            

          

        

      

      
        
                              
            
            104
          

          
            
            0
          

          
            
            0
          

        

      

    

  



  
        
                    
  
    
    
      
        Ladataan....
        (näytä koko teksti nyt)
      

      
        
      

      
      

    

  




  
      

                    Näytä lisää (   sivua )
        
  


  
      

                    Lataa nyt ( 104 sivua )
      



      
            
  
    Kokoteksti

    
      (1)LAPPEENRANTA-LAHTI UNIVERSITY OF TECHNOLOGY LUT  
 School of Business and Management 


Degree Programme in International Business and Entrepreneurship 


Eetu Paju 


INTERNATIONALIZATION  OF  FINNISH  COMPLEMENTORS  THROUGH 
 DIGITAL  PLATFORM  AND  ECOMMERCE  MARKET  IN  RUSSIA  –  CASE 
 YANDEX 


Examiners:  Professor Juha Väätänen 


Post-Doctoral Researcher Roman Teplov 



(2)ABSTRACT 


Lappeenranta-Lahti University of Technology LUT 
 School of Business and Management 


Degree Programme in International Business and Entrepreneurship 
 Eetu Paju 


Internationalization of Finnish complementors through digital platform and 
 ecommerce market in Russia – case Yandex 


Master’s Thesis 
 2021 


104 pages, 10 figures, 9 tables and 2 appendices 


Examiners: Professor Juha Väätänen, Post-Doctoral Researcher Roman Teplov 


Keywords: digital platforms, cross-border e-commerce, internationalization, Russia 


Digital platforms and e-commerce markets have been studied widely and researchers have 
 been interested to explain how the platforms facilitate transactions and innovations 


between the users and how the ecosystem of digital platforms operates. The study of digital 
 platforms is still missing information about Russian digital platform providers and the aim 
 of this research was to fill the research gap by studying Russian digital platform from the 
 perspective of a case company Yandex. The research explains how the company has 
 internationalized first to its closest markets and how it has later expanded one if its 
 products segments to multiple foreign markets. 


The research was conducted with a qualitative research method. The empirical part was 
 divided into two parts where the first part studies Russian digital platform provider Yandex 
 as the case company and the second part focuses on complementors of Yandex’s 


ecommerce platform by interviewing three Finnish companies which products are sold in 
the company’s ecommerce platform. The results of the study open Yandex’s product and 
service offering and explain how Finnish companies can try to benefit from the platforms 
offering. The digital platform of Yandex provides a possibility for Finnish companies to 
operate in Russia and in Russian-speaking market by offering numerous products and 
services to their complementors, advertisers and customers. 



(3)TIIVISTELMÄ 


Lappeenrannan-Lahden teknillinen yliopisto LUT 
 School of Business and Management 


Degree Programme in International Business and Entrepreneurship 
 Eetu Paju 


Suomalaisten yritysten kansainvälistyminen digitaalisen alustan ja verkkokaupan 
 kautta Venäjällä – case Yandex 


Pro gradu -tutkielma 
 2021 


104 sivua, 10 kuvaa, 9 taulukkoa ja 2 liitettä 


Tarkastajat: Professori Juha Väätänen, Tutkijatohtori Roman Teplov 


Hakusanat: digitaaliset alustat, kansainvälinen verkkokauppa, kansainvälistyminen, Venäjä 


Digitaalisia alustoja ja verkkokauppaa on tutkittu paljon ja aikaisemmat tutkimukset ovat 
 selittäneet, kuinka digitaaliset alustat helpottavat kauppatapahtumien ja keksintöjen 
 välittämistä käyttäjien kesken. Digitaalisten alustojen tutkimuksesta puuttuu tietoa 
 venäläisistä digitaalisista alustatarjoajista ja tämän tutkimuksen tarkoituksena on täyttää 
 kyseisiä puutteita tutkimalla venäläisen digitaalisen alustatarjoajan Yandexin alustaa. 


Tutkimus selittää kuinka case-yritys on kansainvälistynyt ensin lähimpiin markkinoihin ja 
 kuinka yritys on saanut kasvatettua yhden tuotesegmentin ulottumaan useammalle 


kansainväliselle markkinalle.  


Tutkimus on toteutettu kvalitatiivisena tutkimuksena ja sen empiirinen osuus on jaettu 
 kahteen osaan. Ensimmäisen osuus käsittelee venäläistä digitaalista alustatarjoajaa 
 Yandexia case-yrityksenä ja toinen osuus keskittyy alustavalla toimiviin 


suomalaisyrityksiin haastattelemalla kolmea suomalaisyritystä, joiden tuotteita myydään 
 Yandexin verkkokaupassa. Tutkimus avaa Yandexin tuote- ja palvelutarjontaa ja selittää 
 kuinka suomalaiset yritykset voivat yrittää hyötyä case-yrityksen tarjonnasta. Yandexin 
 digitaalinen alusta tarjoaa suomalaisyrityksille mahdollisuuden toimia Venäjällä ja 
 venäjänkielisellä markkinalla tarjoten useita tuote- ja palveluvaihtoehtoja 


yhteistyöyrityksille, markkinoijille ja asiakkaille. 
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1  INTRODUCTION  


The first chapter introduces the background of digital platforms and explains the purpose of 
 the research. After the research questions have been discussed the theoretical framework of 
 the study is presented. The chapter introduces the main definitions used in the research and 
 explains  the  research  methodology.  Limitations  of  the  research  are  discussed,  and  the 
 structure of the research is presented. 


1.1  Background 


Digital marketplaces and platforms have raised the interest of researchers since late 1990s 
 and  the  early  studies  provide  an  understanding  on  how  digital  markets  match  buyers  and 
 sellers and facilitate transactions between users (Bakos, 1998). The later studies broadened 
 the view of digital platforms and researchers started to study platforms from the perspective 
 of  two-sided  and  multi-sided  markets  (Rochet  &  Tirole,  2003;  Evans,  2003).  Platform 
 studies  have  described  platform  providers  as  companies  that  facilitate  transactions  or 
 innovations between multiple sides (e.g., Teece, 2017; Cusumano et al., 2020; Gawer, 2020). 


After  digital  platform  companies’  product  and  service  offering  has  expanded  enormously 
 and companies have started to offer both, transactions and innovations in the same platform, 
 researchers have introduced a concept of hybrid platform company which matches some of 
 the  largest  digital  platform  companies  such  as  Google,  Apple,  Amazon  and  Microsoft 
 (Cusumano et al., 2020). 


The  research  studies  digital  platforms  and  ecommerce  providers  in  Russia  from  the 
perspective  of  selected  case  company  Yandex.  The  reason  for  choosing  the  topic  is  that 
Russia has played an important role in Finnish foreign trade, but its importance has reduced 
during the past years. Finnish export reduced to EUR 3.011 billion which is approximately 
5  %  of  total  Finnish  export  in  2020  (Tulli,  2021).  This  makes  Russia  now  only  the  sixth 
important  trade  country  for  Finland  when  measured  by  export.  The  reduce  has  been 
significant  as  in  early  2010s  Finnish  export  to  Russia  accounted  annually  approximately 
EUR 5 billion which at that time was nearly 10 % of total Finnish export (Tulli, 2018). The 
biggest reasons of the reduce are seen to be sanctions that started in 2014, depreciation of 
the rouble and the fall of the oil prices (SVKK, 2018). Because of this, one of the goals of 
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this research is to discover whether the digital platforms operating in Russia can provide a 
 possible channel for the market entry for Finnish companies. 


The importance of digital platform providers in today’s economy cannot be denied as seven 
 out of ten world’s largest companies by market capitalization are based on digital platform 
 business  model  (Global  Finance,  2020).  The  current  studies  explain  well  the  concepts  of 
 digital platforms, but there is a research gap on Russian digital platforms and how foreign, 
 and especially Finnish companies, can utilize the possibilities of Russian digital platforms. 


Some of the studies discover Russian digital platform from the perspective of competition 
 between national and foreign multi-sided platforms (Eferin et al., 2019) but do not discuss 
 the possibilities of Russian digital platforms to the foreign companies. 


1.2  Research questions 


As the Finnish-Russian trade has decreased and the importance of Russian trade for Finland 
 has reduced over the years, (Tulli, 2021) it is important to discover what kind of possibilities 
 Russian  digital  platforms  and  ecommerce  marketplaces  offer  for  Finnish  companies.  The 
 topic has not been studied that well yet and there is a clear research gap in the literature that 
 needs  to  be  filled  to  be  able  to  explain  the  possibilities  of  Russian  digital  platforms  and 
 ecommerce market to Finnish companies. The topic is broad and because of that it is studied 
 from the perspective of a selected case company, Yandex, which is one of Russia’s biggest 
 digital platform providers.  


The  research  aims  to  explain  the  benefits  of  Yandex’s  digital  platform  for  Finnish 
companies.  Digital  platform’s  goal  is  to  create  value  to  its  users  by  serving  two  or  more 
groups  of  customers  (Evans  2003).  The  users  of  the  MSPs  are  looking  to  minimize  the 
transactions  costs  and  make  transactions  easier  between  market  sides  (Hagiu,  2006).  The 
research will concentrate on digital platform provider and on the supply side of MSP which 
is looking to receive value from the demand-sides participants (Veisdal, 2019). Therefore, 
the main objective of the research is to understand how Finnish companies can utilize the 
possibilities of Russian digital platform provider Yandex. The main research question of this 
thesis is: 
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How Finnish companies can benefit from Yandex’s digital platform?  


The sub-questions are formed to support the research question and their main purpose is to 
 give an understanding of the platform provider’s product and service offering and examine 
 behavior of Finnish companies operating in Russian market. The research contains two sub-
 questions that are: 


1.  What is Yandex’s product and service offering? 


2.  How Finnish products end up to Yandex’s digital marketplace? 


1.3  Theoretical framework 


The theoretical framework presents how the topic of digital platforms is approached in this 
research.  The  research  focuses  on  the  case  company,  Russian  digital  platform  provider, 
Yandex.  The theoretical framework  is  built  on digital platforms that are studied from  the 
perspective  of  digital  platform  ecosystems  and  from  the  perspective  of  the 
internationalization.  Digital  platform  ecosystems  consider  ownership  and  governance 
structure, value-creating mechanisms and complementors. The internationalization explains 
how digital platform companies can internationalize and how the internationalization of the 
complementors is facilitated by the digital platforms. The aim of the theoretical framework 
is  to  provide  a  strong  background  information  of  the  studied  topic  and  by  this  be  able  to 
study digital platforms from  the  perspective  of  both  sides, digital platform providers  side 
and the complementors side. The theoretical framework of this research is presented in figure 
1. 
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Figure 1. Theoretical framework of the study. 


The most important literature used in the research is presented in table 1. Digital platform’s 
 part contains some of the early studies of the topic. Especially Roche & Tirole and Evans, 
 both  studies  from  2003,  have  been  mentioned  by  many  researchers  in  numerous  articles. 


Hagiu (2014) has explained well the strategic decisions used in digital platforms and for this 
reason the study is seen as important part of digital platforms. Ecosystem’s part considers 
digital  platform  ecosystems  from  the  perspective  of  platform  ownership  and  governance, 
value-creating  mechanisms  and  complementors.  The  mentioned  authors  have  published 
numerous  articles  on  digital  platforms  and  their  ecosystems.  Internationalization  part 
includes two book publications that are concentrating on international business. The articles 
used in internationalization part explain the internationalization models. 
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Table 1. The most important literature of the study. 


Part  Literature  Author 


Digital Platforms 


Platform  Competition  in  Two-Sided 


Markets  Rochet & Tirole (2003) 


Some  Empirical  Aspects  of  Multi-sided 


Platform Industries  Evans (2003)  


Strategic  Decisions  for  Multisided 


Platforms  Hagiu (2014) 


Ecosystems 


Dynamic Capabilities and (Digital) Platform 
 Llifecycles.  Entrepreneurship,  Innovation, 
 and  Platforms.  Advances  in  Strategic 


Management  Teece (2017) 


The Rise of the Platform Enterprise  Evans & Gawer (2016) 
 Long  Range  Planning.  Digital  platforms’ 


boundaries:  The  interplay  of  firm  scope, 


platform sides, and digital interfaces  Gawer (2020) 


The Future of Platforms  Cusumano et al. (2020) 


Internationalization 


International business : the new realities  Cavusgil et al. (2020) 


Global Marketing  Hollensen (2020) 


The  internationalization  of  the  firm  –  four 
 Swedish cases 


Johanson  &  Wiedersheim-
 Paul (1975) 


The  born  global  firm:  A  challenge  to 


traditional internationalization theory  Knight & Cavusgil (1996) 


1.4  Definitions 


The main definitions used in the research are digital platforms, multi-sided platform, digital 
platform ecosystem, complementors and cross-border ecommerce. The main definitions are 
presented in this chapter and the purpose is to provide an understanding of the concepts to 
the reader. Main definitions are explained more deeply in chapter two where the literature 
part of the research is introduced.  
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 Digital platform 


“An extensible  codebase  to  which complementary third-party modules  can be added” (de 
 Reuver et al, 2018). 


Multi-sided platform (MSP) 


Evans (2003) defines multi-sided platforms (MSPs) as markets which have “two or more 
 different groups of customers that businesses have to get and keep on board to succeed”.  


Digital platform ecosystem 


"a  digital  platform  ecosystem  comprises  a  platform  owner  that  implements  governance 
 mechanisms  to  facilitate  value-creating  mechanisms  on  a  digital  platform  between  the 
 platform owner and an ecosystem of autonomous complementors and consumers." (Hein et 
 al, 2019). 


Complementors 


Cusumano  &  Gawer  (2002)  define  complementors  as  “companies  that  make  ancillary 
 products that expands the platform’s market”. This research views Finnish companies as 
 complementors to Yandex’s digital platform. 


Cross-border ecommerce (CBEC) 


Cross-border ecommerce is a term used by researchers when international trade that happens 
 on  international  ecommerce  platforms  is  studied  (Herrera-Gomez  et  al.,  2014;  Ma  et  al., 
 2018; Miao et al., 2019). 


1.5  Research methodology 


The research has been conducted with a qualitative research method. The empirical part of 
the research is collected with two methods. The first empirical part presented in chapter four 
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is collected from primary sources that are the case company’s press and financial releases 
 and  information  received  from  the  company’s  website.  The  data  is  supported  with  some 
 secondary sources that are available from the existing Internet sources. The second empirical 
 part  that  is  presented  in  fifth  chapter  is  collected  with  semi-structured  interviews.  The 
 companies  selected  for  the  interview  are  Finnish  companies  which  products  are  sold  in 
 Yandex’s ecommerce marketplace.  


The strength of this research is the empirical material which is approached from two different 
 perspectives. The first empirical part concentrates on the case company and is collected from 
 the existing sources. The second empirical part is collected from three selected Finnish case 
 companies which products are sold in Yandex’s ecommerce marketplace. A more detailed 
 introduction about the research design and methods is presented in the third chapter.  The 
 chapter introduces data collection methods, the interviewed case companies, data analysis 
 methods and reliability and validity of the research. 


The two-sided approach was selected because it was important to understand how the digital 
platform provider, Yandex, grows vertically and horizontally and enables complementors to 
join its platform and how the platform facilitates internationalization of complementors. The 
most  accurate  information  about  Yandex’s  operations  is  available  in  Yandex’s  press  and 
financial releases where the company explains its actions and justifies the reasons behind 
actions  taken.  Complementors  part  was  collected  with  semi-structured  interviews  which 
enabled  to  understand  more  clearly  how  products  of  Finnish  complementors  end  up  to 
Yandex’s  marketplace.  Semi-structured  interview  allowed  to  collect  more  detailed 
information about Finnish complementors than any other method available as there was a 
possibility  to  ask  additional  questions  from  the  interviewed  companies.  Thus,  it  was 
evaluated that the best way to approach this topic is to use existing information provided by 
Yandex and broaden the perspective of complementors side by conducting semi-structured 
interviews with selected Finnish case companies. 
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 1.6  Limitations of the research 


The research studies Russian digital platform and ecommerce market by focusing on one of 
 Russia’s biggest digital platform providers, Yandex. From digital platforms side the topic is 
 narrowed to Yandex and other providers of the Russian digital platform market are discussed 
 briefly.  The  purpose  behind  the  limitation  is  to  understand  deeply  the  procedures  of  one 
 digital platform provider. The other limitation concerns the companies that are interviewed. 


Interviewed case companies must be Finnish and their products are already sold in Yandex’s 
 marketplace. One of the sub-questions is related to how the products of Finnish companies 
 end up to Yandex’s marketplace and this can be answered only by interviewing companies 
 that products are represented in the digital marketplace. 


1.7  Structure of the research 


The research contains in total seven chapters. The chapters are introduction, literature review 
 (theoretical  framework),  research  design  and  methods,  Russian  digital  platforms  &  case 
 Yandex, findings, discussion and conclusion. The structure of the research is presented in 
 figure 2. The introduction chapter provides a background on the chosen topic and introduces 
 the research questions. Theoretical framework, main definitions and research methodology 
 are introduced in the first chapter.    


The second chapter introduces the existing literature and explains what the existing literature 
 knows about digital platforms. The theoretical framework is built on second chapter. The 
 chapter  provides  the  key definitions and describes the  digital platform  ecosystem and the 
 differences of different platforms. The third chapter focuses on research design and methods. 


The  data  collection  methods  and  the  interviewed  case  companies  are  presented  in  third 
 chapter. The chapter also introduces the data analysis methods and discusses the reliability 
 and the validity of the research. 


The empirical part is divided into chapters four and five. The reason of the division is that 
the empirical part has been collected with two different methods. The first empirical part is 
collected from the existing primary and secondary sources and it describes Russian digital 
platform  and  ecommerce  market  and  introduces  the  case  company  Yandex.  The  second 
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empirical part is collected with semi-structured interviews and provides an outlook to the 
 case company from different perspective.  


The last two chapters of the study are discussion and conclusion. The sixth chapter discusses 
 the findings of two empirical parts from the perspective of existing literature and answers 
 the research questions. The last chapter concludes the research, discovers the limitations and 
 offers suggestions for future research. 


Figure 2. Structure of the research. 
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2  LITERATURE REVIEW 


This chapter introduces the literature review of this thesis. The purpose of this chapter is to 
 describe the literature of digital markets and digital platforms and explain how they operate. 


Chapter introduces the multi-sided platform and the increasing value of network effects to 
 the platform. Key definitions of ecosystems are explained, and the main building blocks and 
 characteristics  of  digital  platform  ecosystem  are  presented.  The  chapter  explains  the 
 difference  between  transaction  and  innovation  platforms  and  why  some  of  the  platform 
 providers  are  viewed  as  hybrid  companies.  The internationalization  process  is  considered 
 from  the  perspective  of  digital  platforms  and  detailed  information  about  cross-border 
 ecommerce is explained. The chapter ends with strategies used in the platform business and 
 brief outlook of the future expectations of the digital platforms is provided.  


2.1  Digital platforms 


Digital  platforms  are  everywhere  and  many  of  the  world’s  largest  companies  such  as 
 Amazon, Facebook, Google and Uber are digital platform providers. Digital platforms have 
 changed the business and shaped the way of how people work, socialize and create value in 
 the  economy  (Kenney  &  Zysman,  2016).  The  importance  of  digital  platforms  in  today’s 
 economy has made them interesting for researchers and many studies have been conducted 
 on digital platforms. Recent studies have studied platforms from three different perspectives 
 that are products, technological systems and transactions. The term was first used by product 
 development  researchers  to  describe  projects  that  created  new  products.  Technological 
 perspective  saw  platforms  as  valuable  points  of  control  in  an  industry  and  competition 
 between platforms made it possible to measure the success and failure of the company. The 
 term  was  absorbed  in  the  early  2000s  by  industrial  economists  to  characterize  services, 
 products, firms, or other groups that are operating their transactions between several groups 
 of  agents  (Gawer,  2009).  Digital  platform  can  be  defined  as  “An  extensible  codebase  to 
 which complementary third-party modules can be added” (de Reuver et al, 2018). 


Early studies on digital markets go back to 1990s. Bakos (1998) has defined the three main 
functions of digital markets as matching buyers and sellers, facilitation of transactions and 
providing  an  institutional  infrastructure.  Components  that  are  included  in  process  of 
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matching buyers and sellers are determining product offerings, search, and price discovery. 


Facilitation of transactions comes after buyer and seller have agreed on a transaction and the 
 goods sold must be shipped to the buyer and the payment is set to be transferred to the seller. 


The institutional infrastructure part contains the laws, rules and regulations that are applied 
 to the transactions. 


Rochet & Tirole (2003) theorised the concept of two-sided markets in early 2000s when they 
 recognized that many markets with network externalities include two sides that benefit from 
 operating on a common platform (Rochet & Tirole, 2003). Evans (2003) defined multi-sided 
 platforms (MSPs) as markets which have “two or more different groups of customers that 
 businesses have to get and keep on board to succeed” (Evans, 2003). Two-sided markets, 
 which can also be named as multi-sided markets, are letting end-users to interact through a 
 one or several platforms and the revenues are made by charging both sides of the platform 
 (Rochet & Tirole, 2006).  


Parties of the MSPs are the owner of the platform, consumers, product or service developers, 
 sellers and advertisers (Rochet & Tirole, 2003). Supply- and demand-side are the two main 
 groups of participants in MSPs. Demand-side typically receives services from the supply-
 side participants and supply-side receives value from the demand-side participants (Veisdal, 
 2019).  Rochet  &  Tirole  (2006)  describe  in  their  example  the  two-sided  markets  with 
 videogame platforms which try to attract gamers to get developers to design games to their 
 platform which can be sold to gamers (Rochet & Tirole, 2006).  


Evans (2003) summarized that a platform has a possibility to increase social surplus when 
 three conditions are fulfilled: 


1.  Platform serves two or more distinct groups of customers 


2.  Member  of  one  side  benefits  when  the  demand  is  coordinated  with  one  or  more 
 members of another group 


3.  The  coordination  of  customers  is  more  efficient  when  it  is  facilitated  by  an 
intermediary  
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Hagiu (2006) explains that information technology has made MSPs grow bigger and more 
 powerful. Users of the sides are interested in MSPs as they minimize the transaction costs 
 and  make  transactions  easier  between  market  sides  (Hagiu,  2006).  The  other  aspect 
 discovered  in  favour  of  MSPs  is  that  MSPs  are  adaptable,  they  handle  complexity  and 
 capture value which make them one of the most powerful business models (Abdelkafi et al, 
 2019). 


Figure 3 illustrates how MSP differ from product platforms or resellers. MSP allows direct 
 interaction among platform sides and all sides connected to MSP are also customers of the 
 MSP.  These  characteristics  do  not  apply  to  product  platforms  as  the  end-users  are  not 
 customers of the platform providers. In resellers case the sides do not have direct interaction 
 between each other (Hagiu, 2014). 


Figure 3. Multi-sided platform compared to reseller and product platform (Hagiu, 2014). 


Network  effects  is  something  that  is  mentioned  frequently  when  platforms  are  studied. 


Economists determine the network effects as a situation where two groups are attracted to 
each other (Eisenmann et al, 2006). The network effects are a situation where the users of a 
specific  platform  are  benefiting  from  the  increasing  number  of  the  platform  users.  In  a 
positive  network  effect,  every  new  user  of  the  platform  is  increasing  the  value  of  the 
platform.  Simultaneously  every  old  user  of  the  platform  is  benefitting  from  the  situation 
(Seppälä et al, 2015). An early example of network effects is telephone which was useless 
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to its users if nobody else had it. Telephone became more valuable when other users started 
 to  use  it  (Evans  &  Schmalensee,  2016).  As  bigger  networks  typically  create  more  value, 
 users are ready to pay more to access these platforms. This leads to a situation where margins 
 are improving, and the revenues of successful platforms are increasing due to network effects 
 (Eisenmann et al, 2006). 


Literature knows two types of network effects which are direct and indirect network effects. 


Phenomenon  of  direct  network  effect  occurs  when  the  more  people  are  connected  to  a 
 network, the more valuable it becomes to each person of the network (Evans & Schmalensee, 
 2016). MSPs are typically characterized by indirect network effects (Helfat & Raubitschek, 
 2018). Indirect network effects, also referred as cross-side network effects, occur in MSPs 
 when the value created to customers on one side of the platform increases with the number 
 of participants on the other side of the MSP. eBay is a good example of indirect network 
 effects as sellers receive more value from eBay when the number of buyers is increasing and 
 vice versa (Hagiu, 2014). Indirect network effects are usually positive, but they may turn 
 negative  if  the  platforms  other  side  contains  low  quality  providers  that  will  decrease  the 
 value of the other side (Helfat & Raubitschek, 2018). 


Hagiu (2014) explains that indirect network effects may create high barriers to entry as some 
 of successful MSPs are in privileged situation due to their powerful networks within industry 
 that  are  hard  to  be  challenged.  Also,  the  chicken-and-egg  problem,  which  is  one  of  the 
 difficult challenges for many MSPs, steps into picture. It is hard to attract new users without 
 having users on the other side (Hagiu, 2014). Indirect network effects may lead to winner-
 take-all  dynamics  where  the  platform  companies  are  fighting  to  the  end  and  only  one 
 platform company will survive to serve the market (Eisenmann et al, 2006). 


Stallkamp & Schotter (2019) have extended the typology of network externalities to within-
country and cross-country network externalities. Extension was introduced as some of the 
platforms may include network effects that are mostly local, while some of the companies 
are  serving  customers  around  the  world.  It  is  explained  that  for  instance,  job  seeking 
platforms  usually  contain  within-country  network  externalities  as  they  aim  to  match 
jobseekers and employees within the same country. Cross-country network externalities are 
an  opposite  this  is,  and  they  can  be  found,  for  instance,  from  international  ecommerce 
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marketplaces as they aim to match users and buyers over boarders and by this create value 
 to both sides of the platform. 


It  is  believed  that  in  the  future  it  will  be  harder  to  maintain  strong  network  effects  and 
 dominant market shares because of multihoming (platform users and complementors are able 
 to operate through many platforms for the same purpose instead of using one platform) as 
 the  total  number  of  platforms  has  been  exploding  (Cusumano  et  al.,  2020).  However, 
 multihoming might not actualize if the multi-homing costs are high for one side of the users. 


In this situation market is likely to be served by a single platform (Eisenmann et al, 2006). 


2.2  Ecosystems 


The ecosystem itself has been defined by Adner (2017) as “the alignment structure of the 
 multilateral  set  of  partners  that  need  to  interact  in  order  for  a  focal  value  proposition  to 
 materialize” (Adner, 2017). Existing literature reviews the ecosystems from three different 
 perspectives which are business ecosystem, innovation ecosystem and platform ecosystem 
 (Jacobides et al, 2018). The key definitions of the three different ecosystem perspectives are 
 collected into table 2. 


Table 2. Key definitions of ecosystems. 


Concept  Definition  Author 


Business 
 ecosystem 


"Community of organizations, institutions, and individuals that 
 impact the enterprise and the enterprise’s customers and 
 supplies" 


Teece (2007) 


Innovation 
 ecosystem 


"the collaborative arrangements through which firms combine 
 their individual offerings into a coherent, customer-facing 
 solution” 


Adner (2006) 


Digital 
 platform 
 ecosystem 


"a digital platform ecosystem comprises a platform owner that 
 implements governance mechanisms to facilitate value-creating 
 mechanisms on a digital platform between the platform owner 
 and an ecosystem of autonomous complementors and 


consumers" 


Hein et al 
 (2019) 


Moore (1993) suggests that companies should be viewed as a part of a business ecosystem 
instead  of  seeing  them  as  a  member  of  a  single  industry.  In  a  business  ecosystem,  co-



(22)15 


operation and competition of companies enable the development of new innovations which 
 leads to evolution of new products and satisfying of customer needs. Jacobides et al (2018) 
 adds that in the ecosystem companies are interacting among each other and their activities 
 depend on other companies’ activities. In Teece’s (2007) view the business ecosystem is an 
 environment which is monitored by the company. The importance of being a member of the 
 ecosystem was highlighted  by  Ceccagnoli et al (2012) when the  business performance  of 
 small independent vendors was studied. Authors concluded that, on average, it was likely 
 that sales of mentioned companies increased when they were part of the ecosystem.  


Innovation ecosystems study tries to understand how interdependent users are interacting in 
 the ecosystem with a destination to create new innovations for the end users. The aim of the 
 innovation ecosystem members is to commercialize with innovations and create value for 
 their users (Jacobides et al, 2018). Innovation ecosystems may be effective when they work. 


They enable companies to combine their offerings into a one solution which creates more 
 value than any of the ecosystem members would have achieved alone. However, it must be 
 reminded  that  being  a  member  of  the  innovation  ecosystem  has  been  a  costly  failure  for 
 many of the companies. The reason behind failure is that the companies are depending their 
 success on other members of the innovation ecosystem. If  some of the ecosystem members 
 cannot perform well and there is lack of coordination among the ecosystem, other members 
 will suffer (Adner, 2006). 


Platform ecosystem is studied from the perspective of the platform and how the different 
members  of  the  platform  ecosystem  are  positioned  to  the  platform.  Platform  ecosystem 
includes different members such as the platform provider, providers of the complementary 
products and other participants of the platform (Ceccagnoli et al, 2012). Hein et al (2019) 
have divided the digital platform ecosystem into three building blocks that characterize the 
ecosystem  of  the  platform.  Building  blocks  are  platform  ownership  status,  value-creating 
mechanisms  in  the  ecosystem  and  autonomy  of  complementors.  Figure  4  visualizes  the 
digital platform ecosystem (Hein et al, 2019). The following sub-chapters describes the three 
building blocks of the digital platform ecosystem.  
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Figure 4. Building blocks and characteristics of digital platform ecosystems (Hein et al, 2019). 


2.2.1  Platform ownership and governance 


There are several ways to divide the power within platform ecosystem. First one is to have 
 a centralized platform ecosystem which means that one owner controls the ecosystem and 
 makes decision on governance mechanisms. Facebook and Apple iOS are good examples of 
 ecosystems  where  the  power  is  centralized.  Centralized  platforms  can  adjust  governance 
 mechanisms  and  make  quicker  decisions  which  can  help  the  growth  of  the  ecosystem. 


Second option is to form a “consortium” which means that the platform is owned by group 
 of  actors  that  establish  the  governance  mechanisms.  In  consortium  one  actor  governs  the 
 platform, but the power and decision-making are distributed among multiple stakeholders. 


The third one is decentralized ecosystems that are governed by peer-to-peer communities. 


The  decision-making  is  moved  to  users  who  gain  voting  rights  by  making  stakes  to  the 
projects. Rights allow users to participate in platform improvements (Hein et al, 2019). 
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The design of the platform governance mechanisms is not a simple task. The challenge is to 
 build a governance structure where the platform owner gives enough room for its participants 
 to operate and grow. If the platform is missing evolvability and cannot meet the requirements 
 of  the  market  changes,  its  customers  and  complementors  cannot  be  convinced  that  their 
 financial  investments  can  bring  long-term  returns  (Wareham  et  al,  2014).  One  of  the 
 important  elements  of  platform  is  governance,  which  platform  owners  need  to  take  into 
 consideration when platform is established and ruled. Appropriate model of governance may 
 ensure a rapid adoption of the platform by buyers and sellers (Bruun et al, 2002). Platform 
 governance  can  be  defined  as  “who  makes  what  decisions  about  a  platform”.  Platform 
 owners’ challenges are defining a model where owner retains the control but at the same 
 time gives enough control for developers to encourage platform innovation (Tiwana et al, 
 2010). 


Parties,  that  have  access  to  the  platform  are  specified  in  rules  which  are  included  in 
 governance structure. Platform owners must define in rules how many providers are allowed 
 to  operate  on  each  side  and  how  open  the  platform  is  to  external  provides.  The  rules 
 determine  how  interaction  between  parties  is  handled  on  different  sides  of  the  platform  
 (Helfat & Raubitschek, 2018). Hagiu (2014) divides platform rules into two major categories 
 which are: (1) Rules regulating access to the MSP: Who is allowed to join? and (2) Rules 
 regulating interactions on the MSP: What are the various sides allowed to do? The rules 
 might  be  strict  or  loose  depending  on  MSPs  governance  strategy.  For  instance,  MSP 
 applying tighter governance rules may favour quality instead of quantity. In this case MSP 
 must consider the benefits of the quality against the costs of tighter rules (Hagiu, 2014).  


Tiwana  et  al,  (2010)  explain  that  platform’s  governance  can  be  studied  from  following 
perspectives: (1) decision rights partitioning, which discovers how the decision-making is 
divided among the platform owner and developers, (2) control, which “refers to the formal 
and  informal  mechanisms  implemented  by  a  platform  owner  to  encourage  desirable 
behaviours  by  module  developers,  and vice  versa”  and  (3) proprietary  versus  shared 
ownership,  which  opens  the  ownership  of  the  platform  as  platforms  can  be  owned  by  a 
single firm or shared by multiple owners. 
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A firm operating with a platform business model must consider whether it wants to open its 
 platform or keep it closed. While closed technologies are restricted and controlled by a single 
 party,  open  technologies  allow  access  to  all  users  and  are  placed  in  the  public  domain 
 (Boudreau,  2010).  The  advantage  of  open  platform  model  is  that  it  can  use  external 
 innovation  as  complement  to  internal  innovation  (Chesbrough,  2003).  The  platform  is 
 defined to be open when there are no restrictions on participation in its use, development or 
 commercialization. If any restrictions are applied to, for instance, licensing fees or technical 
 standards,  they  should be  reasonable  and  applied  in  a  same  way  to  all  participants  of  the 
 platform (Eisenmann et al, 2008). 


The platform openness has been studied from the perspective of suppliers, customers and 
 complementors (Thomas et al, 2014; Van Alstyne et al, 2016). Broekhuizena et al (2019) 
 adds that the openness decisions research should also take product categories and channels 
 into consideration. According to Broekhuizena et al (2019) these two points are important 
 parts  of  value  creation when the  platform  attractiveness  is determined by users, suppliers 
 and  customers.  For  this  reason,  their  definition  for  the  platform’s  openness  is  “granting 
 access  and  authority  to  suppliers,  customers,  and  complementary  service  providers,  and 
 toward the inclusion of categories and channels.” (Broekhuizena et al, 2019). 


2.2.2  Value-creating mechanisms 


Transaction platforms and innovation platforms are the two basic types of platforms (Gawer, 
 2020). Evans & Gawer (2016) explain that transaction platforms and innovation platforms 
 are the two principal ways of how platforms create value. However, in their research authors 
 mention that platforms have similarities and because of this they have separated platform 
 companies into four types which are transaction platforms, innovation platforms, integrated 
 platforms and investment platforms (Evans & Gawer, 2016). Cusumano et al. (2020) used 
 later a term of hybrid companies instead of integrated platforms. 


Teece  (2017)  defines  that  transaction  platform  “facilitates  exchanges  by  otherwise 
fragmented  groups  of  consumers  and/or  firms”  (Teece,  2017).  Transaction  platforms 
facilitate the buying and selling process of the products or services and create value because 
of this. Other value creation method is when transaction platforms enable their users to create 
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and share information and content (Gawer, 2020). They operate as intermediaries and enable 
 buyers  and  sellers  to  make  exchanges  that  would  not  otherwise  happen.  Transaction 
 platforms become more useful when the number of participants and functions grow. Platform 
 owners  receive  revenues  by  charging  for  advertising  or  collecting  transaction  fees 
 (Cusumano et al., 2020). 


The  sides  of  transaction  platforms  can  include  buyers  and  sellers,  service  providers  and 
 service users, loaners and renters, viewers and digital content generators. In most cases, sides 
 also include advertisers. If a firm wants to build a successful platform, it needs to find many 
 members that are willing to exchange the products or services between each other (Gawer, 
 2020). The development of Internet has shaped transaction platforms. For instance, in the 
 late 1990s, banks were operating as transaction companies when product was sold, and buyer 
 needed to  complete the credit card payment to the  seller (Bakos, 1998). In today’s world 
 good examples of transaction platforms are, for instance, Airbnb and Uber (Gawer, 2020). 


Innovation platforms differ from transaction platforms as their main target is to create value 
 to their sides with new innovations (Gawer, 2020). Teece (2017) defines innovation platform 
 as “provides a base technology and distribution system to which other companies can add 
 their own innovations, increasing the value for the system as a whole” (Teece, 2017). The 
 benefit of the platform is that innovators can develop their products or services anywhere in 
 the  world  and  add  their  innovations  to  the  platform  (Evans  &  Gawer,  2016).  Platforms 
 become more attractive to the users when product or service offering is growing. Users also 
 appreciate the quality of the products and services. The value is created by selling or renting 
 of products and services. Platforms which are operating free of charge are usually generating 
 revenues from advertisers (Cusumano et al., 2020).  


Teece  (2017)  argues  that  innovation  platforms  fit  perfectly  to  his  original  Profiting From 
 Innovation (PFI) framework (Teece, 2017) that proposed that innovators may fail to benefit 
 from their innovations because they are not able to reach correct customers (Teece, 1986). 


According to Teece (2017) mentioned issue has reduced as innovation platforms are helping 
innovators  to  reach  mass  of  buyers  and  sellers  (Teece,  2017).  Well-known  examples  of 
innovation platforms are Apple iOS and Google Android (Gawer, 2020). 
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Hybrid companies have introduced a new way of doing business as they have managed to 
 combine transaction and innovation platforms into one business model. Most of the current 
 hybrid companies have operated earlier as innovation platforms but managed to turn their 
 companies  into  hybrid  companies  by  integrating  transaction  platforms  into  company’s 
 business  model  (Cusumano  et  al.,  2020).  Gawer  (2020)  argues  that  the  main  reason  of 
 combining transaction and innovation platforms is that companies are trying to offer to their 
 users more interesting experience. The change in business strategy also offers companies a 
 possibility to generate new revenues from different types of transaction fees (Gawer, 2020). 


Cusumano et al. (2020) have predicted that hybrid model will become a dominant strategy 
 for platform businesses in the future. Most of the global companies, such as, Google, Apple, 
 Amazon and Microsoft are operating with hybrid strategies. Figure 5 demonstrates what kind 
 of  companies  are  on  transaction  and  innovation  sides.  Most  of  the  hybrid  companies  are 
 well-known big companies that are operating worldwide.  


Figure 5. Basic platform types (Cusumano et al., 2020). 


2.2.3  Complementors 


Cusumano  &  Gawer  (2002)  define  complementors  as  “companies  that  make  ancillary 
products that expands the platform’s market” (Cusumano & Gawer, 2002). A complementor 
has  a  different  relationship  with  platform  company  than,  for  instance,  a  customer  or  a 
supplier. The complementary products can make platform companies products work better 
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or increase the sale of the products. The effectiveness of complementors is explained by an 
 example from a car industry where credit card companies have borrowed money to the car 
 buyers. The car industry understood that they can sell more cars if people will be able to 
 borrow money. Credit card company, the complementor, increases the sales of the car sales 
 company by borrowing money to the customers (Nalebuff & Brandenburger, 1997). 


The complementors are used as most of the platforms do not have the possibility to produce 
 everything, especially the complements, in-house (Cusumano & Gawer, 2002). Attendance 
 of  the  complementors  increases  the  degree  of  innovation  on  the  platform  and  the  more 
 innovative the complements are, the more value is created for the platform and its users. A 
 big  number  of  complementors  with  high  quality  products  or  services  may  create  a 
 competitive  advantage  for  the  platform  and  make  it  harder  for  new  entrants  or  rivals  to 
 challenge the existing platform (Gawer & Cusumano, 2013). 


Sometimes the platform owner competes against existing complementors by bringing their 
 own complementary products to the platform. Zhu & Qihong (2018) studied Amazon.com’s 
 data and discovered that in many cases Amazon is targeting the product spaces of successful 
 products. The same study found out that Amazon is more likely interested to target product 
 spaces  that  do  not  require  big  sales  efforts  to  grow.  This  means  that  platform-specific 
 investments made by complementor are in big role when the platform owner is considering 
 the entry decision to the product space with its own products. Complementors can reduce 
 the  risk  by  making  complex  products  or  selling  products  that  require  platform-specific 
 investments to grow (Zhu & Qihong, 2018). 


2.3  The platform lifecycle 


Moore (1993), the introducer of the business ecosystems, divided ecosystem lifecycle into 
four phases which are birth, expansion, leadership, and self-renewal (Moore, 1993). Teece 
(2017) argues that the same lifecycle can be applied to the platforms even though many of 
the platforms fail to move from the one stage to the next one. The platforms can still build 
their business and framework based on the platform lifecycle (Teece, 2017). The platform 
lifecycle is presented in table 3. 
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Table 3. The platform lifecycle (Teece, 2017).


Stage  Description 


Birth  A value proposition is devised to capture value from an innovation 
 Expansion  Scale and refine the business while closing out rivals 


Leadership  Engage customers and partners and maintain the position within ecosystem 
 Self-Renewal  Introduce new ideas 


In  the  birth  phase  everything  is  starting.  Entrepreneur  has  discovered  the  business 
 opportunity  and  starts  to  design  a  business  model.  Strategic  decisions  of  internalizing  or 
 externalizing of complementary activities are taken. If the complementary activities generate 
 data  for  the  platform,  it  might  be  useful  to  internalize  the  process  so  the  value  can  be 
 captured. The business owner  discovers the needs of acquisitions that might facilitate the 
 expansion of the platform. Needed personnel is hired and the experience of the personnel 
 can be used for in-house development. When the business model is successful it solves a 
 problem of a certain group and attracts customers to pay the price that covers the costs and 
 turns business profitable (Teece, 2017). 


In  the expansion  phase  the  business  model  is  implemented  and  ready  to  be  used.  In  this 
 phase the platform governance is decided and management sets parameters for metrics that 
 measure the business success. If time and conditions allow, the platform development should 
 be tested and the feedback from the market collected. Digital platforms may require rapid 
 fixing  and  speed  is  important  in  situations  where  winner-take-all  outcomes  might  occur 
 (Teece, 2017). 


Moving to leadership phase means that the platform is in strong and steady position, but it 
still  needs  to  protect  itself  from  possible  threats  which  may  occur  from  other  platform 
operators’ actions. In this phase platform must be ready to sense new opportunities and be 
ready  to  modify  or  even  replace  its  existing  business  model  if  needed.  At  this  point  new 
markets niches may be targeted, or product offering can be extended. There might be several 
platforms that are in leadership phase and usually they are monitoring competitors’ actions 
closely.  Because  of this there is  a big probability that new models or  innovations will be 
copied rapidly by other leadership platforms (Teece, 2017). 
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In  self-renewal  phase  the  platform  is  sensing  future  possibilities  and  new  ideas  are 
 generated.  The  platform  is  developing  new  ideas  while  running  its  existing  business. 


Companies like Amazon and Facebook are good examples of “super-platforms” that have 
 many sub-platforms under one brand and have managed to sense new business opportunities. 


The  business  models  of  both  companies  have  changed  during  the  years,  for  instance, 
 Amazon is known as an e-commerce marketplace but has now expanded its business to new 
 fields such as having own grocery stores under its brand. As many of the platforms will face 
 the need for renewal at some point, the search for new business opportunities and alternatives 
 should be an ongoing process (Teece, 2017). 


2.4  Platform strategies 


Many  researchers  have  mentioned  the  chicken  and  egg  problem  (e.g.,  Bruun  et  al,  2002, 
 Rochet & Tirole, 2003) when platforms have been studied. Chicken and egg problem refers 
 to a situation where the platform owner must solve how to raise the interest of both sides of 
 the platform and get them on board. How the platform can attract sellers to join the platform, 
 if buyers are not interested about the platform? Or how to make buyers join if there are no 
 sellers? (Bruun et al, 2002). 


Evans (2003) argues that there are two ways to solve the problem. First one is providing of 
 free  service for  one  of  the  platform  sides.  This  method is  typically  used  at  the  beginning 
 when the platform business is started. Evans provides an example of Microsoft that lowered 
 the prices of Xbox hardware to get consumers on board. The other option is to “invest in one 
 side of the market to lower the costs to consumers on that side of participating in the market”. 


Evans refers again to Microsoft that develops tools that enable developers to code the games 
 and  applications  using  Microsoft  systems  (Evans,  2003).  Bruun  et  al  (2002)  argue  that 
 instead of members, the transaction volume is more important. Thus, the platforms should 
 target customers that are believed to make lots of transactions and get them on board in early 
 stage (Bruun et al, 2002). 


Pricing strategy is an important part of platform strategies and the platform provider must 
take into consideration. Platforms may operate with fixed fees or charge for each transaction 
separately. The main difference between the two charging models is that in fixed fees the 
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cross-side  network  effects  are  stronger  as  user  sides  are  more committed to  the  platform. 


Per-transaction  charging  has  believed  to  bring  higher  profits  because  of  weaker  network 
 effects (Armstrong, 2006). 


Researchers argue that the pricing model of the platform should subsidize at least one side 
 of the platform. By this the platform provider can bring multiple sides on board (Rochet & 


Tirole, 2003, Caillaud & Jullien, 2003). Subsidizing is described to be one of the key pricing 
 strategies for platforms and it works as “divide-and-conquer” nature. Subsidizing means that 
 one side of the platform is subsidized (divided) while the loss is recovered from the other 
 side of the platform (conquer) (Caillaud & Jullien, 2003). Subsidy side is typically a group 
 of  users  which  is  attracted  in  volume.  Subsidy  side  is  important  for  developing  strong 
 network effects and for this reason platform providers offer cheaper prices for this side. The 
 other side is treated as “money side” that pays higher prices than it would pay if it was treated 
 as  an  independent  market.  Eventually  this  leads  to  cross-side  network  effects:  when  the 
 platform owner attracts enough users to subsidy-side, money-side is ready to pay a lot to 
 reach  this  side  of  users.  The  same  applies  conversely:  when  the  money-side  is  attractive, 
 users will sign up in bigger numbers. Platform owners challenge is to determine a correct 
 price for both sides: how much one group can be subsidized and how high price the other 
 group is ready to pay to gain access to the users of the platform on the other side (Eisenmann 
 et al, 2006). Bolt & Tieman (2007) have studied heavily skewed pricing in two-sided markets 
 and concluded that many markets are applying pricing policy where the price is much higher 
 on  one  side  of  the  market.  The  main  purpose  of  skewed  pricing  strategy  is  profit 
 maximization. 


Hagiu  (2014)  has  mentioned  three  useful  pricing  principles  which  business  executives 
should take into consideration. The first one applies to any product or service and is that a 
higher price should be  charged  from the  group  that  has  less price  sensitivity.  The second 
point  is  to  charge  more  from  the  side  that  benefits  more  from  the  other  side.  Example  is 
provided  from  business  conference  where  invited  speakers  are  not  usually  charged  while 
participants  pay  for  the  attendance.  The  third  point  is  to  charge  more  from  the  side  that 
extracts more value from the other side. For instance, restaurant online booking system that 
matches  customers  with  restaurants  and  charges  a  fee  from  restaurants  while  booking  of 
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table  costs  nothing  for  consumers.  The  pricing  structure  for  MSPs  and  examples  of 
 subsidized sides are summarized in table 4. 


Table 4. Pricing structure for multi-sided platforms (Hagiu, 2014). 


MULTI-SIDED PLATFORM  LOSS-LEADER SIDE  PROFIT-MAKING SIDE 
 Advertising-supported media (newspapers, 


Facebook, Google)  Users  Advertisers 


Alibaba.com, eBay, Amazon  Buyers  Sellers 


Payment systems (American Express, Visa)  Users  Merchants 


Video game consoles  Users  Game developers 


PC operating systems (Windows, Mac OS)  Application developers  Users 


Ticketmaster  Venues/event organizers  Users 


Fandango  Movie theaters  Users 


Gawer  &  Cusumano  (2008)  described  two  basic  strategic  approaches  for  the  entry  into 
 platform market – coring and tipping. Coring as strategy means that a company creates a 
 new  platform  in  a  market  that  has  not  existed  before.  In  coring,  a  company  identifies  or 
 designs  an  element  (a  product,  a  service,  or  a  technology)  and  makes  it  essential  for  the 
 ecosystem and for the market. In platform ecosystem coring means that the platform will 
 become a “core” of an ecosystem where users will make transactions. The platform leaders’ 


goal in coring is to provide for its ecosystem users circumstances where they are interested 
 to make investments now and in the future. The complementors must receive enough profit 
 from  their  innovations  and  feel  comfortable  that  their  own  proprietary  knowledge  is 
 protected.  


Story of Google Inc. provides a good example of successful coring. The company was started 
as a search engine which did not bring revenues to its owners in the beginning. The platform 
leadership was accomplished after Google realized how companies can make money from 
using the Internet. Google connected advertisers to user searchers and advertisements started 
to  appear  when  users  were  performing  searches  in  Google’s  search  engine.  The 
advertisements  were  focused  and  linked  to  user  searches  which  was  at  that  time 
revolutionary  and  changed  the  way  how  advertising  was  done  and  users  were  reached 
(Gawer & Cusumano, 2008). 
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As  second  strategy  Gawer  &  Cusumano  (2008)  have  introduced  tipping  which  describes 
 how  market  moment  can  be  used  to  win  platform  wars.  Tipping  requires  actions  from 
 technological  and  economic  side  of  the  platform.  These  actions  include  sales,  marketing, 
 product development and coalition bundling. In technological actions of tipping companies 
 are trying to attract users by developing unique features that are hard to be copied by other 
 platform providers. Economic actions may require forming a coalition which helps to win 
 the platform wars against competitors. Pricing might require subsidy mechanisms that leads 
 to more attractive prices that tempt to draw users from other platforms. At the same time, 
 the platform should be more attractive to complementors than the other platform providers 
 offering is. With these actions’ platform providers try to fight the other platforms and win 
 the platform wars. 


Operating system of Linux provides an example of market tipping by becoming one of the 
 accepted back office operating systems. This led to Linux’s popularity among community 
 of  open-source  programmers  and  many  of  the  important  companies,  including  Windows, 
 wanted Linux to interoperate with their hardware. Several powerful companies, such as IBM 
 and  Hewlett-Packard,  bundled  the  product  of  Linux  with  their  hardware  and  provided 
 support services for Linux. Coalition with big service providers made Linux widely accepted 
 among users and made it possible to grow in its market. Microsoft used tipping in 1990s by 
 designing own browser, the Internet Explorer, which was bundled into Windows. When PCs 
 with Windows were sold, users were “forced” to use the Internet Explorer which eventually 
 dropped the sales of Netscape’s browsers, that was market leader at that time. This has been 
 criticized to violate antitrust law as Microsoft advised PC manufactures not to bundle the 
 Netscape browser into their systems. However, as Gawer & Cusumano (2008) describes this 
 provides  a  good  example  of  how  “one  dominant  platform  can  be  a  powerful  distribution 
 mechanism for a company that wants to enter other platform markets” (Gawer & Cusumano, 
 2008). 


2.5  Internationalization 


Internationalization of a company is studied in this research from two different perspectives. 


The first perspective considers internationalization from the perspective of a digital platform 
company and the second perspective studies internationalization from the perspective of the 
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complementors of the platform. Cavusgil et al. (2020, 50-51) have explained that firms have 
 numerous  motives  when  they  are  starting  to  think  about  international  markets  and 
 internationalization of the company. Firms may seek for new opportunities on new markets, 
 they  might  be  planning  to  earn  higher  margins  and  are  looking  for  better  profits,  or  the 
 motive can be customers that firms are looking to serve better (Cavusgil et al. 2020, 50-51). 


The expansion of a company to the new markets can be described as a situation where the 
 company grows horizontally.  A  company grows horizontally when it expands  to  the  new 
 markets  and  discovers  new  possibilities.  The  foreign  market  entry  requires  a  lot  of 
 background research and the markets are screened before the final decisions are made as the 
 company should have a clear understanding of the market before it can take its products to 
 the  new  market  (Hollensen,  2020,  268).  Hollensen  adds  (2020,  266)  that  there  are  many 
 general characteristics that may affect the choice of the targeted market. For instance, the 
 companies may target markets that are close to their domestic market by location or markets 
 where language barriers do not exist (Hollensen, 2020, 266). The Uppsala model introduced 
 that the growth process of a company in international market includes different stages that 
 are depending on the company’s international experience and knowledge acquired from the 
 international  markets.  It  was  pointed  out  that  the  companies  are  typically  approaching 
 markets that are geographically closer (Johanson & Vahlne, 1977). 


The Uppsala model is considered more as a traditional way to internationalize (Knight & 


Cavusgil, 1996). The Uppsala model was introduced with four stages model and it considers 
 that the companies internationalize with following stages: 1. no regular export activities, 2. 


export via independent representatives, 3. establishment of a foreign sales subsidiary and 4. 


starting of a foreign production/manufacturing units (Johanson & Wiedersheim-Paul, 1975). 


The theory has been criticized in today’s business world as many of the companies do not 
follow the traditional internationalization path (Knight & Cavusgil, 1996). One challenging 
theory is a network approach where the internationalization process requires establishment 
of the networks in foreign markets and by this the company can gain the access to external 
resources  (Johanson & Matsson, 1988). The other one introduced is a born-global concept, 
which  in  some  cases  may  apply  also  to  the  digital  platform  companies.  Born-global  is 
described as a concept where the companies start the export activities within two years from 
establishment  of  the  company.  It  is  noted  that  many  of  the  born-global  companies  are 
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technologically orientated and have a new way of doing business that creates value to the 
 existing industry (Knight & Cavusgil, 1996). 


The companies must make some  key decisions before the  foreign  market  can  be  entered. 


Cavusgil et al. (2020, 354) mention that a company may enter a foreign market with three 
 different  strategies  that  are  countertrade  (export  and  import)  contractual  relationships 
 (licensing  or  franchising)  and  equity  or  ownership-based  activity  (typically  foreign  direct 
 investment). From the mentioned strategies countertrade is a strategy where  the company 
 has low control of its operations in the foreign market and the commitment to the market is 
 limited.  The  control  over  operations  grows  when  the  company  selects  to  internationalize 
 through contractual relationships. At this point the market commitment grows and risks that 
 may occur from the foreign market entry are growing. Ownership-based activity commits 
 the  company  fully  to  the  foreign  market  and  with  this  strategy  risks  are  highest,  but  the 
 company controls its operations in the foreign market (Cavusgil et al. 2020, 355). Internal 
 (firm size and international experience)  and external (sociocultural distance, country risk, 
 market size) factors are having a big impact on selected market entry mode (Hollensen, 2020, 
 319-320). 


Complementors of the platform may seek to move to international markets without foreign 
 direct  investment,  which  means  that the  complementors  must  start  export  activities  when 
 they are moving to the markets outside of their home country. Exporting is typically divided 
 into two modes that are indirect and direct export (Hollensen, 2020, 333). Indirect export 
 involves  intermediaries  located  in  firms’  domestic  market.  These  intermediaries  are 
 responsible for finding buyers from the target market, shipping products and getting paid. In 
 comparison, direct  export  involves  intermediaries  located  in  the  foreign  target  market. 


Intermediaries  of  the  target  market  are  taking  care  of  supply-chain,  documentation  and 
 customer service. In this mode exporters have greater control over the export process, the 
 profits  might  be  higher,  and  exporters  have  a  closer  relationship  with  customers  in  the 
 foreign market (Cavusgil et al. 2020, 399, Hollensen, 2020, 333). 


Like  many  other  sales  channels,  digital  platforms  also  involve  direct  and  indirect  export 
activities when sellers and buyers need to be connected. One of the most visible channels 
that  facilitates  transactions  between  sellers  and  buyers  and  enables  companies  to 
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internationalize  are  ecommerce  platforms.  Researchers  use  a  term  of  cross-border 
 ecommerce  (CBEC)  when  they  study  international  trade  that  happens  on  international 
 ecommerce  platforms  (Herrera-Gomez  et  al.,  2014;  Ma  et  al.,  2018;  Miao  et  al.,  2019). 


CBEC  has  brought  sellers  and  buyers  closer  to  each  other  and  has  become  an  important 
 channel  for  advancing  international  trade  (Mou  et  al.,  2018).  As  CBEC  usually  includes 
 direct or indirect exporting, it provides a possibility to sell company’s products to the foreign 
 markets with low investments and small commitment to the market (Hollensen, 2020, 348). 


CBEC  opens  also  new  product  offerings  to  the  customers  located  in  the  foreign  markets 
 (Terzi, 2011). This has increased the value created to the customers by CBEC (Mou et al., 
 2018). 


As  noted  earlier,  CBEC  has  lowered  the  foreign  trade  barriers  due  to  low  investments 
required by companies. This has made foreign market entry possible especially for SMEs 
that operate with small resources but are interested to find new customers from international 
markets (Ma et al., 2018). Previous research has underlined the benefits of the Internet in 
SMEs internationalization and stated that it provides for SMEs a low-cost gateway to global 
markets  (Hamill  &  Gregory,  1997).  The  development  of  ecommerce  marketplaces  has 
changed the international business and internationalization of SMEs has become more easier 
as trading of goods and services has been facilitated by ecommerce (Hånell et al, 2018). As 
addition to this, the Internet complements and replaces some of the traditional international 
marketing functions of SMEs such as online promotion, market research, communication, 
and transactions (Samiee, 1998).  Jean & Kim (2019) have studied the role of platform in 
SME internationalization and have argued that platforms may offer benefits for enhancing 
export marketing capabilities. According to Westerlund (2020) internationalization of SMEs 
relies  especially  on  creating  new  partnerships  and  integrating  companies’  systems  and 
services with large international digital platform providers. Shaheer & Li (2018) have stated 
that due to digitalization, companies’ average penetration time to international markets has 
reduced from multiple years to a few weeks.  
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