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THE EVOLUTION OF PLATFORM BUSINESS MODELS:

EXPLORING COMPETITIVE BATTLES IN THE WORLD OF PLATF ORMS

Abstract: In recent decades, multi-sided platform businegsdets have become an important
avenue for value creation and capture, but the@henon itself remains under-theorized.
We address this gap and present new, empiricalydinsights into how platform business
models evolve in a context of fierce competitiohrdugh a longitudinal, qualitative study of
twelve multi-sided platforms that operate undeidlenging industry conditions, we discover
that success in platform battles can plausiblyXmptagned by a combination of complexity in
the business model design, and the simultaneousfusieovation and imitation to create
highly intricate systems of activities. We furtltgscuss how our findings open several new
avenues for future platform research.

INTRODUCTION
The emergence of wireless and Internet technoldgedrought opportunities for the
creation of new organizational forms (Eckhardtlet2918; lansiti and Lakhani, 2017;
Mclintyre and Srinivasan, 2017; Parker and Van Alef\2018; Teece, 2018). Firms like
Alibaba and Uber have adopted new ways of struzgutrm and industry boundaries by
shifting organizational design away from sellingghucts towards the facilitation of
economic exchanges between two or more (relate)grsups (e.g., riders and drivers in
case of Uber). Such multi-sided platforms mediater interactions and therefore differ from
firms that control a linear series of activitiesvasl as from manufacturing platforms that
orchestrate a network of suppliers to build a fgroflrelated products (Gawer and
Cusumano, 2014; Thomas et al., 2014). Moreover peoed to intermediaries outside the
digital economy (e.g., insurance brokers, some iey@st stores), these multi-sided
platforms can introduce new transaction mechanism® rapidly and at much lower cost.
A noteworthy factor in the growth of multi-sidedagforms in the digital economy is
fierce rivalry between platforms that target thensauser base. There is the micro-blogging
site Pownce, out-performed by Twitter. The socetlvork Orkut, which was very popular in

Brazil but (despite being operated by platform &apgle) did not survive competition with



Facebook and Myspace. The transportation netwat&car, which pioneered the peer-to-
peer ride-sharing model, lost in competition withdd and Lyft. Looking at the platform
landscape, Van Alstyne and Parker (2017, p. 283lade: “For every successful platform,
there are many more that struggle or simply domkenit” — dynamics that may eventually
give rise to a winner-take-all outcome (Boudread d&ppesen, 2015; Cusumano et al., 2019;
Gawer, 2014; Zhu and lansiti, 2012).

Yet, despite this recognition that competitive dyines play a critical role in the
development and growth of multi-sided platform&rénhas been surprisingly little
systematic empirical inquiry into this aspect o flatform phenomenon. While a deeper
understanding of how to create viable multi-sididfprms in a context of fierce competition
is needed, prior platform research has largelyewgt competitive interactions in the
process of creating and growing new organizatiforahs that mediate transactions between
user groups, and mostly focused on single desiganpeters that give users a good reason to
join and keep using the platform: notably, the ttagaof new features and add-ons that
attract users (e.g., Gawer and Cusumano, 2008xdibyation of activities that enable
frictionless platform access (e.g., Parker et2811,6), and the choice of mechanism to match
users effectively (e.g., Wei and Lin, 2017). Thetelies echo the logic of Katz and Shapiro
(1985; 1994) and view network effects as a souf@@mpetitive advantage in platforms,
since “consumers place a higher value on platfamtts a larger number of users” (Cennamo
and Santald, 2013: p. 1331). While this streamlatfgrm research has vastly enhanced our
understanding of platform characteristics, a famusndividual design parameters is
problematic for both theory and practice for astedao reasons. First, a focus on specific
design elements that promote the growth of the lbase may explain and predict network
effects, but not the underlying mechanisms that teahe creation of such design elements

or interdependence between them. In other word&knees a good deal about the nature of



single pieces in a platform “puzzle”, but how theges emerge under conditions of intense
rivalry and fit together remains undertheorizedc@®wl, since multi-sided platforms operate
“in a setting that calls for highly interdependdetisions” (Helfat and Raubitschek, 2018, p.
1391), the creation of a successful platform mayire holistic thinking, i.e., attention to the
entire architectural recipe rather than just tgkeinngredients (Andries et al., 2013;
Casadesus-Masanell and Ricart, 2010; Zott and AQit0). As an example, a multi-sided
platform like Airbnb needs to make decisions abwlther to include a rating system for
guests or not, how precisely to link travelers witsts, and who provides insurance for listed
properties, often simultaneously. Yet, the impiimas$ of such interdependent decisions for
platform success are unknown.

This article, then, addresses two research quastiorst, how can we describe and
analyze interconnected and interdependent decigiahge development of multi-sided
platform designs? A second question relates tadseyn of a platform in its competitive
context — how do some multi-sided platforms succéedde competitive battle for market
leadership, while many more perish?

To answer the research questions, a level of asaf/seeded that allows us to
describe the design of a platform firm’s set of idary-spanning exchangestoto, and
permits the analysis of dynamic changes thereirgsponse to competition. We argue that
this level of analysis is the business model —yat&m that is made up of components,
linkages between the components, and dynamics’af\&nd Tucci, 2000, p. 4). On the one
hand, the business model identifies transactiotnpes, establishes the value proposition(s)
for each partner, and describes how a focal firrmeets to them (Baden-Fuller and
Mangematin, 2013; McGrath and MacMillan, 2000). 8@ other hand, it defines how value
is delivered, monetized, and shared among tramsaptrtners (Johnson et al., 2008; Teece,

2010). The business model, therefore, refers toWeeallgestaltof interlinked boundary-



spanning transactions and interdependent actithetsenable value creation and capture
(Zott and Amit, 2008). We follow prior research asahceptualize a business model as a
system of activities that can be described thralggign elements, namely activity content,
structure, and governance (Foss and Saebi, 20183rSand Zott, 2019; Zott and Amit,
2010). We begin our theoretical analysis from #uBvity system perspective because it
allows us to ground our contribution solidly inqariwvork (Amit and Zott, 2001; Zott and
Amit, 2007; 2008; 2010) before going beyond it bysidering competitive dynamics in the
evolution of multi-sided platform business models.

We develop our argument on the basis of an indectiultiple case study (Eisenhardt,
1989; Yin, 2013) that explores the evolution of lieemulti-sided platform business models
in the Chinese Online Group Buying (OGB) industepvieen 2011 and 2013. The OGB
platform business model, pioneered in 2009 by Goaup the U.S., brings together local
merchants and online consumers by offering produrcsgrvices with deep discounts, should
a certain number of fellow consumers buy the saradyct or service within a limited time
period. The Chinese OGB industry is a compellingieical field in which to address our
research question for three reasons. Firstly, whemarket emerged in 2010, all entrants
chose to copy Groupon'’s platform business model, the starting point for designing the
business model was similar for all companies. USngupon’s business model as a
reference enabled us to document the whole evalati@ach of the business models as they
unfolded. Secondly, OGB firms must deal with mahthe challenges faced by platform
providers working with two or more groups of tractsan partners. For example, a design
choice in the business model made in relation ®user group may have consequences for
another one. Indeed, in our setting, the OGB fievaved from operating two-sided
platform business models in 2010 towards multi-gidesiness models in 2013 by integrating

complementors such as e-malls, app developersieotthvel agents, and cloud computing



providers, which increased architectural challengestructural interdependencies in the
business model became more complex. Thirdly, tlaiket was characterized by intense
competition and volatility: it emerged, grew, wasken-up, and stabilized in just four years.
The number of platform firms operating in the Cls@®©GB market grew significantly in a
short period of time, reaching a maximum in Septen2®11 when the market was crowded
with 5,058 platforms, falling to only 213 by Deceent2013, with just two platforms
dominating the market with a combined share of 75Pis resolution of the life-cycle of the
industry, 2010-14, provided a clear solution to¢ternal problem of choosing an appropriate
period over which to evaluate platform performance.

We claim that our results contribute to platforragarch in several ways. Firstly, by
extending Amit and Zott's (2001) activity systenrgective into the platform context we
provide a more complete picture of the heuristgidahat connects platform characteristics
with the realization of economic value. In partamila focus on the pattern of transactions
that the platform firm mediates between groupssefrsi allows us to argue theoretically, and
show empirically, that a focus on the platform bess model, as a source of value creation
and capture, can help explain why some platformdioutperform others, and can provide a
basis for analyzing how platform business modefsldrover time. Secondly, while prior
research offers several explanations for the sgazieglatforms like Airbnb or Amazon,
including critical strategic choices such as wherplay (and why) (Cusumano et al., 2019;
Eisenmann et al., 2006; Hagiu, 2014) and what cdithgestrategy to adopt (e.g.,
differentiation vs. cost leadership) (Cennamo aadt&h, 2013; Seamans and Zhu, 2017),
prior research leaves unexplored another likelytrdaurtor to the success of platforms: that
their founders designed an effective business m&jetevealing that the design of business
models contributes to platform performance, we ttaraplement prior research that has

considered alternative determinants of platforniggerance. Thirdly, by embracing the



competitive actions of platform firms and the resges elicited, we provide a fine-grained
approach to understanding what specific platformgvben they compete with specific

rivals. Although the engagement between firmsguably central to firm survival and
competitive advantage (e.g., Bettis and Weeks, ;10B&n and Miller, 2015; Lamberg et al.,
2009; Mansfield et al., 1981; Teece, 1986), the oblcompetitive action and response in the
evolution of multi-sided platform business modemains largely unexplored in the platform
literature. Our results extend the discussion aptaiform success (e.g., Adner and Kapoor,
2010; Boudreau and Jeppesen, 2015; Cennamo aral&a&itl5; Eisenmann et al., 2006;
Mcintyre and Srinivasan, 2017; Rietveld and Egge@4,8), showing that business model
innovation and imitation are central componentglatform firm behavior in a rivalrous
situation. Specifically, we observe that both bassimodel innovation and imitation enable
OGB platform firms to grow and adjust their busmeasodel, but our longitudinal study also
reveals that focused commitment to one of thesent@ochanisms jeopardizes long-term
survival. In contrast, the market leaders that g@eifrom intensive competitive battles
pursued business model innovation and imitatiorukameously. Finally, focusing on
changes in the architecture of a platform’s agtigigsstem, we show that the number of
business model design elements and the level @fdapendence between them has a critical
influence on platform performance. Successful ptatffirms create complex business model
designs, i.e., highly interdependent activity syseavith a large number of design elements,
while platforms that created loosely-coupled atfiglystems, thus concentrating on creating
simple business model designs, lost competitiveridss discovery allows us to draw a new
connection between prior organization literaturg.(d_evinthal, 1997; Rivkin, 2000;
Siggelkow, 2002; 2011) and platform research, &edables us to generate plausible,
conjecturable explanations for platform successfaihare that can facilitate future theory

development and empirical research.



MULTI-SIDED PLATFORM BUSINESS MODELS

Multi-sided Platforms

In this section, we define multi-sided platformenceptually differentiate multi-sided
platforms from other organizational forms that ilweotwo or more transaction partners, and
highlight different streams of platform researcattare relevant to the proposed activity
system perspective.

Prior literature characterizes multi-sided platferas hubs or intermediaries for value
exchanges between two or more markets of userpradicers (Gawer, 2014; Hagiu and
Wright, 2015; Rochet and Tirole, 2003; Parker amah YAlstyne, 2005). For example,
Cennamo and Santal6 (2015, p. 12) define multiesplatforms as “networks that bring
together two or more distinct types of users awdifate transactions among them”, and
Mcintyre and Srinivasan (2017, p. 143) concepteatiuilti-sided platforms as “interfaces
that can serve to mediate transactions betweemtwwore sides”. Implicit in these
definitions is the notion that value creation tighumulti-sided platforms is dependent on
enabling interactions between different sides efrttarket, or as Chakravarty et al. (2014, p.
3) note: “a core benefit that each side seeks thanplatform is access to participants on the
other side.” An example for a multi-sided platfoisrthe e-commerce marketplace eBay that
facilitates consumer-to-consumer and business+tgtooer saleeBay’s role is to attract
participants to join, consummate matches betwegarbland sellers, and facilitate value-
creating exchanges by providing transactional &ecture, and setting rules and standards.

Unlike businesses organized in traditional buyeapdier relationships, i.e., so called
“pipeline businesses” that control a linear seokeactivities along the value chain (Van
Alstyne et al., 2016), multi-sided platforms do take ownershibof products but rather

depend on resources (e.g., skills, ideas, phyags#ts) and activities controlled and provided

! This does not preclude a multi-sided platform freimultaneously, operating as a producer of gaods
services. Amazon, for example, operates a marlalat connects independent sellers with consuametsat
the same time, offers its own products and ser\(iegs, Alexa, Kindle).
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by agents on different sides of a market (Adnerigapioor, 2010; Boudreau and Jeppesen,
2015; Thomas et al., 2014). In other words, the ofla multi-sided platform is not to
develop, manufacture or (re)sell products and sesvibut to connect different sides of a
market (Hagiu and Yoffie, 2009). This is also whdterentiates multi-sided platforms from
manufacturing or product platforms that firms mag to optimize manufacturing of a
product or a family of related products in conaeith a network of suppliers (Gawer, 2014;
Krishnan and Gupta, 2001). Airbus, for example rafes a manufacturing platform to source
around 80% of its activities from more than 12,80@pliers worldwide. Using its platform,
Airbus can leverage exchange relationships to aceegrnal competencies, share products
and services across different aircraft types, aintugate product development with and
among its supplier base. Yet, although Airbus dotuplays a central, orchestrating role
within a network of firms, it is still a product-eic business that focuses on the ownership
and sale of products. Moreover, Airbus does nat/vie suppliers as being required to
interact with its customers. Hence, in contrashtdti-sided platforms, interaction here
between different sides is not a condition for eatweation in manufacturing platforms.
Table 1 summarizes the differences between pipblisenesses, manufacturing platforms,

and multi-sided platforms.

Given the interdependent relationship between twoare sides of multi-sided
platforms, prior research suggests that such plad@re characterized by the presence of
strong network externalities (Evans, 2003; Hagl)72 Katz and Shapiro, 1985; Parker and
Van Alstyne, 2005). In the case of a two-sidedfptat, the logic is that a larger installed

base of producers offering products on the platfeaas to greater demand for that platform



and, concomitantly, having more consumers leadslaoger supply of products (Boudreau
and Jeppesen, 2015; Church et al., 2008; McIntydeSainivasan, 2017; Song et al., 2018;
Zhu and lansiti, 2012). The prospect of such cpaform or indirect network effectés
reflected in the platform literature’s emphasigptatform parameters that give transaction
partners a good reason to join and keep usingl#topn. The parameters explored to attract
and lock-in large numbers of exchange partnersidecbweetheart deals and exclusive
contracting for producers (e.g., Armstrong and \Wi@007; Hagiu, 2009; Yoffie and Kwak,
2006), policies to govern and influence behavidrisamsaction partners (e.g., Maurer and
Tiwana 2012; Tiwana et al. 2010), the creationed heatures and add-ons that attract users
(e.g., Gawer & Cusumano, 2008), offering convengrt reliable ways to close transactions
(Hagiu, 2014), and ways of matching users effebtjweith corresponding terms at which
transactions occur (e.g., Wei & Lin, 2017). Stuchase also considered different
monetization models for the different sides of neésksuch as sacrificing profits on one side
to grow the number of consumers and, in return,ingathe platform more attractive for
producers on the other side (e.g., Clements angdl®H2005; Eisenmann et al., 2006). This
focus on selected design parameters offers valgplitance on how individual choices may
relate to the growth of the installed user basethadmpact such choices have on the other
side of a platform market, but it falls short ofiyfexplaining how a set of growing and
interacting design choices impacts platform desiger time. While confirming the presence
of network effects and analyzing the consequenteslividual choices is undoubtedly
important to advance the study of multi-sided platfs, existing research has been relatively
silent on the theoretically and managerially impottquestion of how the design of a multi-

sided platform evolves as a whole, i.e. as a basinsodel.

2 Same-side or direct network effects are also ptesée.g., Boudreau, 2010; Chu and Manchanda, 2Bi#s
and Schmalensee, 2010).



Another stream of platform research has examingddapendent value creation in
platforms by a multilateral set of partners, espicin the context of platforms like Apple
I0S or Mozilla Firefox that provide a standard weathechnological core upon which a
community of developers build (Adner, 2017; Adned &apoor, 2010; Ceccagnoli et al.,
2012; Kapoor and Lee, 2013). Studies in this streathe literature have focused on
structural and evolutionary mechanisms as welhastignment of partners that enable value
co-creation, including the management and coordinaif complementors to a platform
(e.g., Boudreau and Jeppesen, 2015; Kapoor andvag#017; Rietveld and Eggers, 2018).
Scholars have also begun to consider the bundfiagjacent platforms (e.g., Facebook’s
integration of Instagram) or “envelopment” (Eisemmat al., 2011) as a market entry
strategy and associated demand spillovers in congaleary markets (Li and Agarwal,
2017). Hence, this stream recognizes the need begond the platform provider and
consider connections and interactions with stalddrsithat play a critical role in value
creation. However, while current theorizing in thet of the platform literature can be used
to explain the role of cooperation and competitioth value-creation partners for the
success of multi-sided platforms, it falls shorfudfy explaining how viable multi-sided
platforms emerge and evolve when competing platéaiarnget the same user and
complementor base. Although competition betweeardrant platform and an incumbent has
been explored (Eisenmann et al., 2011; Seamangtand014; Zhu and lansiti, 2012), prior
platform research remains silent on how multi-sigktform firms interact when they all
start from the same position and compete head-#d-lrea new market where a dominant

player is not yet established.

Platforms as Activity Systems
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A concept that allows us to study these questisiisd business model. Over the last
two decades, the business model has proliferatbdtntheory and practice as a concept
central to firms’ survival and growth (Foss and8a2017; Snihur and Zott, 2019; Sohl et
al., 2018; Ritter and Lettl, 2018; Wirtz et al. 1&). A business model elucidates how a firm
creates and captures value in concert with traimsapartners such as customers and
suppliers (Priem et al., 2018; von Delft et al.120Zott et al., 2011). On the one hand, the
business model identifies transaction partnerapéshes the value proposition(s) for each
partner, and describes how a focal firm connecteem (Baden-Fuller and Mangematin,
2013; McGrath and MacMillan, 2000). On the othemdhahe business model defines how
value is delivered, monetized and shared amongdrdion partners (Johnson et al., 2008;
Teece, 2010). The business model, therefore, redehe overalgestaltof interlinked
boundary-spanning transactions and activitieseéhable value creation and capture (Zott
and Amit, 2008). Similarly, Chesbrough (2007, p) défines a business model as “a series of
activities, from procuring raw materials to satiafythe final consumer”, and Massa and
Tucci (2013, p. 9) argue that a business modelsicap“how an organization orchestrates its
system of activities.”

An activity in a firm’s business model refers te #ngagement of resources (human,
physical, capital etc.) of the focal firm or of afmgnsaction partner to fulfil customers’ needs
and create customer benefits while delivering vaéduie focal firm and its partners (Zott
and Amit, 2010). The focus here is on the key #atiwthat create value for transaction
partners and the focal firm (every firm also parisrgeneric activities that do not create
competitive differentiation). Activities in a fochtm’s business model enable the delivery of
the value proposition(s) in a repeatable and stmalahy (Johnson et al., 2008), and they can
be performed by any party to the business modet @a Amit, 2007; 2008). The business

model can then be defined as the content, stryauacegovernance of activities between the
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focal firm and its transaction partners (Amit anuttZ2001). Activity content refers to those
activities that need to be performed to enableevaheation and appropriation; activity
structure captures the order or sequencing in winatsactions take place, but also the
choice of market mechanism; and activity governaeéers to who performs certain
activities, thus reflecting what partners make sitress model work (Zott and Amit, 2010).
To illustrate, consider the example of a peer-terpending platform that matches the supply
and demand of funds: when creating the busines&indubices need to be made in relation
to what activities need to be performed to satisfigers’ and borrowers’ needs, how to
match demand and supply of funds, and who undestag&ivities such as setting interest
rates (e.g., lenders vs. intermediary company).edeer, choices among activity content,
structure, and governance can be highly interdegr@nd lending platform that chooses an
auction mechanism to uncover the price (a structim@ice that settled the question of how
investors and fundraisers are matched) has alse mgdvernance choice because it shifted
the activity of choosing the price to market papants.

This definition of a business model as the architecor system of interdependent and
interconnected activities underlying value creaton capture is “precise, unifying (without
being overly inclusive)” (Foss and Saebi, 2018.3). Indeed, defining business models as
activity systems is particularly useful to studgatpbrm firms since a focus on
interdependencies among activities allows us towaaicfor sets of structural relationships
between the platform provider and its users,wbat Baden-Fuller and Haefliger (2013, p.
419) refer to as a business model “containing candesffect relationships”, and it provides
insights into the processes that enable the ewolwif a platform firm’s business model over
time (Zott and Amit, 2010). In particular, studyinlganges among activity content, structure,
and governance allows to explore the design, manage and alteration of interdependent

systems under conditions of intense rivalry.
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OGB BUSINESS MODELS: CONTENT, STRUCTURE AND GOVERNANCE

Business model designers often borrow from exidimmgs and, in doing so, use well-honed
and legitimate business models as templates (AmiiZatt, 2015; Frankenberger and Stam,
2019). Such templates are a proof-of-concept andeaised by founders of new ventures to
reflect on established ways of organizing transastiand activities and to “recycle”
successful design elements prior to market entré®ecgur and Zott, 2015).

In our study of the Chinese OGB industry, all cass=d the business model of the e-
commerce marketplace Groupon, pioneered in 2088eit).S., as a template from which to
copy elements, i.e. Groupon’s business model weepded as the default solution for OGB
platforms that enable interactions between conssiiaed local merchants. The OGB
business model creates value by connecting locahterce, increasing consumer buying
power and local merchants’ sales through pricediscbvery. For example, merchants can
benefit from transacting on an OGB platform by reag new customers and selling slow
moving items in their inventory or unutilized sex®$ and consumers can discover and save
on new products or services. From an activity sygperspective, this business model
template can be characterized as follows (see Apipéafor the depiction of the activity
system):

= Activity contentOn one side of the OGB business model, the foediqrim firm
performs activities such as attracting local menthée.g., restaurants, baspas, and
hair salons), negotiating discounts, and craftifigrimgs into so-called deals. On the
other side of the business model, the deals aeseufito consumers. Here, the
platform performs activities such as promoting deattracting consumers, and

facilitating online transactions. Once a transacteocompleted, the OGB platform
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pays the merchant and performs activities to maosagmer relationships on both
sides of the platform (e.g., subscriptions).

= Activity structure enabling and enriching interactions between entionsumers and
local merchants is at the heart of the OGB busimessel. The activity structure
defines the sequence of activities and descrileexbhange mechanism that enables
interactions between consumers and local merchaatsexample, a structural choice
in Groupon'’s original business model is to offexcle day, one deal for local services
in a city at a certain discount (“deals of the daafid the deal is only valid if a certain
number of consumers purchase the deal within 24shou

= Activity governancen the OGB business model, the platform providesexample,
transactional infrastructure, sets rules and staisd@.g., restrictions on platform
access), and controls activities to attract usetscansummate matches among users
on both sides. Other activities in the businessehark not performed by the
platform but by consumers and merchants (e.g.,woass print transaction codes at
home and use deals in local stores that supplpribauct/service offered on the
platform).

Designers of such a multi-sided platform businesdehmake decisions on all these
parameters, often at the same time. For exampéepbthe cases we observed, attracted
cinemas as platform participants and, after a wiitegrated forward by offering digital
solutions to cinemas in the form of ticket sellamd collection systems. This was a
governance choice (settling the question who per$arcket sales and collection) but at the
same time constituted a decision about contentcéledesign elements in OGB platform

activity systems can be seen as highly interdepgnde

METHODOLOGY
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To explain why some platforms succeeded in conmipetiiattles, we adopted an inductive,
multiple-case study design (Eisenhardt, 1989), wipeior theory provided concepts but not
relationships for a deductive study. Multiple cageanit a replication logic (Eisenhardt and
Graebner, 2007), and facilitate early and nasdezdrization of a phenomenon.

The empirical setting for this study is the Chin€&B industry. When this industry
emerged in 2010, entry barriers were low becauselwdnces in digital technologies. A
small team could start an OGB platform by simplgkimg for merchants in a local area and
matching them with consumers. As a result, thousahdGB platforms (5,058 at their peak)
emerged between 2010 and 2011 (see Figure 1)p€h@d was characterized by low
switching cost for both consumers and merchantkedd, at this peak, users frequently used
multiple OGB platforms at the same time to findaber deals and better services. At this
early stage of development, the vast majority oBOgkatforms, therefore, focused on
survival by rapidly getting to scale.

Using Groupon’s business model as a templateiraisfstarted by copying the
business model of Groupon, but the Chinese OGBophas presented great varieties in
business model designs over four years (2010-2014his process of business model
evolution, innovations and imitations in this mankere highly transparent to competitors
and researchers. Chinese OGB firms frequently comicate with the public about changes
to their business models (e.g., to promote newfeatto users) and systematically monitor
competitors’ moves. Moreover, competitive moves1§yB firms are reviewed on a regular
basis by tech bloggers, business press, and atheegublishers, which provided further
insights into platform competition in this mark&his multi-sidedness in the platform
business model design (see also Appendix A), Hresprarency of competitive moves, and
the impressive market growth rate together withréped churn of companies as a result of

performance variations over a short period of t{sez Figure 1) made the Chinese OGB
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market a rich and unique context for the studylaffprm competition and the evolution of

platform business models.

Case Sampling

In the Chinese OGB industry, we sampled twelve isidid platforms (see Table 2)
that competed intensively based on a great nunfdarsiness model innovations and
imitations. To avoid a selection bias, we purpokeftudied both successful and
unsuccessful platform firms based on their sale®prance and market share between 2010
and 2013 (see Figure 2). Our sample covers theebigghinese OGB firm at the time of
study as well as firms that failed and subsequdettythe market. The platforms in our
sample accounted for 99.6% of OGB sales in 2018.CHses differed in their respective
business model evolution processes but were relgthomogeneous in terms of other
parameters that affect performance. First, theodistrate (60%-70%) and commission rate
(10%-15%) were similar across the platforms, whieduires OGB firms to move away from
relatively simple price competition and explore tioenpetitive advantages rising from the
overall architecture design of the activity syst&acond, the cases were all digital start-ups
that came into existence at a similar point in t{ifigble 2). Although two cases had parent
companies, the existing businesses of the parempanies (e.g., online security services)
were very different from OGB and no parent complaag access to merchant resources.
Thus, there was no significant migration of usegebat start-up and all cases begun
operations with an installed user base of zeradT lihere was no difference in the nature of
the founding team in that all founders had priosibass experience and expertise in

information technology but not in OGB platform husss models. The homogeneity of cases
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in terms of parameters provides a level of confagein explaining the success/failure of the

platforms by exploring their business model evolufprocesses.

Data Collection

To capture longitudinal dynamics, we conducted taumds of data collection in 2013
and 2014. In the first round we recorded changdisarbusiness models of the twelve cases
from their founding (mostly in 2010) to 2012, whilee second round focused on changes
between 2012 and 2013. We performed 23 semi-stegtinterviews with founders/co-
founders as key informants. To triangulate therimfation received from the founder(s) of
large companies (>1,000 employees), we additiomaigrviewed 8 top managers.
Furthermore, we interviewed 16 industry expertsluding the director and associate director
of the Chinese OGB Association, journalists, andegoment officials, to ensure reliability
of the data for each case. In total, 47 semi-airect interviews, each lasting one to three
hours, were carried out, resulting in 68 hoursecbrded data. To triangulate the primary
data, we collected extensive volumes of secondaig slich as newspaper articles, market
reports, and blogs, amounting to between 60 toit@d@s per case (see Table 2). The two
rounds of data collection generated a total of % §i@gle-spaced pages of data.

In the first stage of primary data collection, eadlerview opened with questions
concerning the chronological narrative of the fisrbusiness model development since it
entered the market. Here, we asked respondengstuilde (1) their original platform
business model, (2) any changes to the activityeranstructure, and governance, (3) how
these changes were accomplished (e.g., the exestingty structure was modified to

successfully integrate a new activity content), gf)dhe linkage and coherence between the
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individual changes. In the second stage, we ashedtdhe role of competition in the
development of the platform’s business model, expipwhether any change was
attributable to an innovation or an imitation. e tthird stage, we solicited data on the
contribution of innovations or imitations to perfwgnce as well as on how the successive
combinations of innovations and imitations togeteabled the platform firm to increase
sales, the most critical indicator used by firmsntiselves to measure their own performance.
When interviewees reported the effects of innovetiand imitations on sales explicitly (e.g.,
an increase in the platform’s user base, repeahpse rate, or website visits), we
triangulated their assessment with sales datagedvdy the firms. All questions were open-
ended, enabling interviewees to fully reflect oa évolution of their platform business model

and competitive dynamics.

Data Analysis

The data analysis started by delineating the basimedel evolution process case-by-
case, mapping changes in activity content, strectamd governance that had the effect of
changing the entire business model. The analysrsified 329 single changes in total, which
formed the chronological narrative of how the bassimodel of each case evolved over the
four years. Following a mainly inductive approattte 329 individual changes were then
coded as business model innovation or imitatiore dlironologies were sent back to the
interviewees, confirming the validity of the initieoding in terms of the sequence, content,
and initiatives of the innovations and imitatioiibe essence of innovation in a platform
business model is the conceptualization and creafimew ways of facilitating value-
creating exchanges on the platform, which can besged by introducing new activities,
new ways of linking activities, and/or new waysgolverning activities in the platform

business model. For example, Case B extended 8iedss model by integrating app
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developers (e.qg., digital map, weather forecassngial media) into the platform and
introduced new activities such as data sharingagpdco-creation, which also had
consequences for the activity governance and sireidilore examples for new activity
content, structure, and governance are providégpendix B. Business model innovation
aims at improving the relative competitive positadra platform’s business model through
generating new user segments or through expankinexisting user base. Business model
imitation, in contrast, matches changes in a r&valisiness model in order to defend or
enhance the relative competitive position of a fptatform’s business model. Thus,
business model imitation is used to achieve legitiythrough mimetic isomorphism.

Next, we used established coding techniques —abke dynamics matrix and causal
chains of Miles et al. (2013) — to capture coheednetween the innovations and imitations in
each case over the years. The data analysis foonsn® business model changes as units of
analysis, exploring how and why innovations andatons dynamically occurred or co-
occurred as patterns. In our analysis, two axesinbas model design and entrepreneurial
action (innovation and/or imitation) emerged indwelly from the coding, which allowed us
to categorize the dynamic combinations of innoveatiand imitations and their effect on
business model design into different types. Twthefauthors constantly compared,
discussed, and refined the categorization durirggptocess. The categorization was repeated
in each case and compared across cases, untiewtfied four business model evolution
patterns that continuously shaped and developéfbptes (see Appendix C for further
details).

As the analysis continued, it became clear thaethws variation across cases in terms
of how they engaged with the four patterns. To wagothis variation in a more fine-grained
manner, in the final stage of coding, we investadatow the cases employed different

business model patterns (i.e., the strategiesrtpete in platform battles) and whether these
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different strategies of business model design \asseciated with platform survival or death.
We grouped the twelve OGB companies into four aaieg (market leading, surviving,
barely surviving, and failed) according to theilesagrowth and market share by the end of
2013. Taking Case C as an example, once the lgatler market, Case C lost 50% of its
market share within just two years, while Case Aeice competitor, increased its market
share from 8% in 2010 to 42% in 2013. We, therefdeaessified Case A as a successful
platform and Case C as a failed platform.

Sales growth and market share were adopted asdloaiors of platform performance
in this study for three reasons. First, the initrerket characteristics, e.g., low entry barriers
and low switching costs, pushed OGB platforms gansidering survival as the most
pressing need at this early stage of the indusitiec The interviewees revealed that growing
the user base and scaling the business model wgr® kheir survival at this stage. Those
OGB platforms that were able to grow the user basé,thus increase sales and market share,
introduced changes to their activity system buséhehanges also generated costs, which
made it difficult to gain profit at this early seagAs explained by the intervieweédle
didn’t consider profit as the priority(Co-founder, Case A), arfd we would consider
making profit every time we make a [competitiveyeyave wouldn’t be moving'Co-
founder, Case C). Second, the OGB platforms coreidehort-term financial losses to be
acceptable because they expected that rivals vexddtually exit when they could not scale
fast enough. The companies made the assumptioththatarket would tip in favour of the
leading company, and they expected to increasguné and reduce subsidies after
achieving a leading position in the long-term. @hihe literature on new ventures in general
(e.g., Chandler and Hanks, 1993; Schoonhoven, E@sdty and Lyman, 1990; Short,
McKelvie, Ketchen and Chandler, 2009) has suggesttas growth as an acceptable

performance measure. Moreover, the strategy liegain firm performance in fast-changing
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environments in general (e.g., Wilden et al., 2048y in the context of high-growth firms in
particular (e.g., Demir et al., 2017), often reloessales growth as a performance measure.
Besides sales growth and market share, we furtheidered the survival and exit of firms
from the market. Cases K and L left the OGB industr2013 and 2012 respectively. The
founder of Case C left in 2013 and it ceased tgabin2014 when the interviews took place,
marking its failure in the OGB market.

We then compared the adoptions of business modélten patterns in each group,
analyzing how the market leaders achieved suppedormance by applying certain patterns
and exploring why the rest of the companies wese $eiccessful, either because patterns
were absent, or they applied the patterns wromglyhis stage of the coding process, we not
only relied on how often each pattern occurred,dst used the interviewees’ narratives to
understand firms’ preferences towards the patté&osordingly, we explored what patterns
dominated in the process of competition and whtepas were the key reasons for the
success/failure of the cases (see Appendix D ligstrhtive quotes). During this process, two
of the authors moved back and forth to review amtsolidate the coding and classifications
until a strong agreement was achieved. By desiger-rater agreement at the final stage was

100 percent.

FINDINGS

This section is organized as follows. First, weadtice the four patterns of business model
evolution that emerged as being particularly salemoss cases. Second, we describe how
and why these patterns varied across cases Xm@orimg the strategies to design multi-sided
platform business models in a context of intengainy. We further discuss the outcomes of

these efforts (measured by sales growth and mahlet), explaining how the different
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strategies for the design of multi-sided platforasibess models in this market led to the

success or failure of platforms.

Patterns of Multi-sided Platform Business Model Evtution

Our data revealed that OGB companies engage ivatioms to develop their business
models but also frequently respond to rivals’ inatans through imitation. These dynamic
interactions between innovation and imitation cariieoretically distinguished, depending
on a structural factor in business model desigmdexity/simplicity) and the
entrepreneurial actions of a platform firm to deyethe business model (imitation/
innovation). Complexity in business model desigen®to the number of design elements
and the interactions among those elements, white@m®neurial action explains whether a
multi-sided platform relies on business model irat@n or imitation when changing one or
more design elements in the business model. Hargralysis inductively suggested four
patterns of business model evolutismmple innovationcomplex innovatiorsimple
imitation, andcomplex imitatior(quadrants | to IV in Figure 3; see also Apperdifor
illustrative quotes).

Simple innovation.Simple innovation refers to a pattern whereby alfptatform firm
introduces, occasionally or infrequently, innovatidhat are only loosely coupled to other
innovations (and imitations) in its business mo8&atple innovations involve creating a
small number of novel design elements, e.g., Cagpeded several offline stores as a
promotion channel and to manage customer relatipssiihis choice was easily added to the
existing business model design, as it did not meqgtie firm to create complex
interdependencies with existing components.

Multi-sided platforms may also introduce innovagdhat would have normally

required a number of interdependent changes iexisting business model, but they treated
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the innovation as a new business that was substyggpnn off from the OGB business. As

a consequence of this decision, the spin-offs dicenjoy the necessary support to grow into
a sustainable business model component. Taking Casgin as an example, it formed a
project team to develop a mobile payment systeminigato use the system in its own app
and lease it to third parties. However, this inrimrawas abandoned after seven months in
favor of scaling its business model through acqgigeveral small OGB firms. Since the
mobile payment system had only a limited relatiothwase C’s core business, the company
failed to devote substantial resources to the iation. As the co-founder of Case C

explained:

“There were a lot of uncertainties with the expegithand it was not like we cannot live
without it. So, we did not bet all our efforts aiedources on it. That is why only a project
team was doing the research and development.”

In other cases, the platform firms introduced a&donovation but did not add highly
interactive design elements to develop the innowdtirther. For example, Case L entered
the OGB market by introducing the concept of an CHgBregator platform. Instead of
managing relationships with merchants, this innioveénabled L to select deals across
several OGB websites and, thus, increased thetyarieeals for consumers. Because of this
innovation, L no longer needed to maintain or man&dationships with merchants but rather
collected existing deals from OGB websites. Coneatjy, the business model of L became
cost-driven. However, the innovation stayed singslé. added only two design elements
over a three-year period.

Complex innovationComplex innovation refers to a pattern in whicHatfprm
creates complex interdependencies between a largber of design elements by engaging
in on-going innovations within its own business mlodHowever, a business model
innovation that enables a firm to gain an advantag its rivals also encourages imitation,

S0, to stay ahead of the competition, the innovetay decide to continue developing its new
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business model through a series of innovationss;Tiwithe time rivals have successfully
imitated an innovator’'s new activity system, theamator may have made further changes to
its business model, thereby shifting its focus froonelty towards reliability.

In other instances, a platform may first engage series of changes and, during this
process, discover an opportunity to generate nestomer segments that it seizes by altering
its business model. As an example, through a sefiesmovations (July 2010 to September
2013), Case B extended its business model and nfov@&dsimply offering deals to
generating a large amount of data from consumeewesy Consumers provided these reviews
to comment on deals and services offered by loesithants. For instance, B collected data
on the popularity of different merchants in a gartar area. Because of this enormous data
resource, B was approached by Apple in October 20tdllaborate in the development of
the Chinese version of Siri, a program that enatd@sversational interaction between users
and their smartphones. Collaborating with Appléhie development of Siripffered
valuable experiencedco-founder Case B) that resulted in the subsdqierelopment of
innovations. Eventually, Case B created a two-viay Df traffic with Internet firms by
providing “big data” to the firms and collaboratitggcreate value-added services, which
greatly expanded the platform and industry bourgauring this process, nine innovations
were carried out by B over a three-year period,reviee new design elements were highly
interactive with one another and tightly linkedsteape the evolution of its platform business
model.

Simple imitation.This refers to a pattern in which a platform obssra rival's
business model and selects and copies the mostimitlesign elements into its own
business model. Such imitations often require amtyor changes in the imitator’s business
model. There is, therefore, a low level of intei@ttetween the imitated design element and

the existing components of the business model.coheunder of Case G explained that

24



innovations from first movers often become an itdustandard that subsequently attracted
imitation. For example, when Case A changed themeg side of its business model by
introducing a refund policy, seven out of the tveebases in our sample copied this
innovation because théwere afraid of being left out’ according to Case G. Besides
adopting industry standards, platforms followings thattern primarily imitated rivals’
business model innovations that were relatively ¢asinderstand and did not require a lot
of effort to integrate them into the existing biesia model. When A, for example, introduced
a customer relationship management (CRM) systeits tusiness model in February 2011,
Case F, G and J copied this innovation as it wlasively easy to understand how activities
in this system, e.g., tracking the transactiononysbf consumers and recommending deals
according to their preferences, create value ferctilstomer and the platform firm as well as
its role in improving customer experience. Accogdio Case Jthe CRM system was

crucial to managing customer relationships. Whendkals become more diversified, we
need to know what type of deals each customer sggsnaterested in.”

Complex imitation.The final pattern we identified is complex imitatjavhich begins
with imitating a rival’s innovation, but succesdiveevelops the imitation through
innovation. In contrast to simple imitation, thstiern shows a higher demand for integrating
a number of design elements into the imitator'drmess model because the process of
adaptation created new linkages among activitirespduced new activity governance, or
incrementally changed the content of other acésithat complemented the adapted
imitation. In this pattern, firms tended to inves@avily in the collection of intelligence about
competitors as well as into activities that incezhanderstanding of the interconnections
between elements of their own business model. ditnbled platforms to copy more complex
parts of a rival's business model. For instanc&Janember 2011, Case | imitated Case D’s

mobile app which facilitated the promotion of dedépending on the location of a consumer.
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Combining this with social media services enabledeCl to greatly extend its original
functions. This combination offered significant adtages (e.qg., for friends in the same area,
the app may recommend deals for “cool bars”; farptes, deals from “romantic restaurants”
etc.). As Case | explained, because of this adajtmtation, social networks and location-

based services became tlkey to the business motel

Strategies to Compete in Platform Battles

In this section, we explore the contribution of tdieserved patterns for developing
platform business models and discuss how and wdpltforms compete through applying
the patterns (summarized in Table 3). While we plexkthat platforms can use several
patterns in the business model design processlInmtterns mattered for the growth of the
platform businesses. The focus is, therefore, oat\whttern(s) dominate actions aiming at
creating competitive advantage within and acrosexésee Appendix D). Our analysis
reveals that the case firms used four strategie® s which combined the patterns
identified in the previous section, while othersudsed on a particular pattern to achieve
competitive advantage to compete in the markeurgi@ shows the position of the four

strategies within the matrix of the four evolutipatterns

Innovation-centred strategy to create simple buseenodel design€ase C was
highly innovative between 2010 and early 2012 lmufing on simple innovations (fourteen
simple innovations). Cases K and L, in contrastetped business models around a core
innovation in their early platform stage but sotopped developing the business model

further. Although Cases C, K, and L all showedghHevel of innovativeness, their business
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models were relatively simple in the sense thaktinas a lack of design elements and/or the
interdependencies between the design elementsratbex fragile. Subsequently, Case C, K,
and L all failed and left the OGB market.

C mostly introduced innovations that were essdytedperiments, with little or no
relation to its existing business model. Their oates were unpredictable, and they were
relatively easy to abandon, as their strategidedlaess to other components of the business
model were rather weak. Case C abandoned ninef dmtirdeen innovations, which
consumed time and resources in the short-termdBgshese failed innovations, the
frequency with which C introduced these changetstbusiness model had a negative impact
on its competitiveness. For example, while C intic&tl four innovations between December
2011 and February 2012, Case A took advantagesofliStraction with thesadndont (co-
founder of C) experiments and replaced C as th&eh&ader. By this time, C essentially no
longer had a vision of its platform evolution andpgped its development for a period of nine
months. In that time, C lost market share to Baj E (see also Figure 2). Case C
completely shifted its focus to imitation in lateé13, which did not, however, aid recovery.
Eventually, Case C stopped developing new dealdhiy, which marked its failure in the
Chinese OGB market.

Cases K and L were satisfied with #tatus quand stopped further development of
their platform business models. Although their carevations improved short-term
competitiveness, the simplicity of their businesslels made the firms vulnerable when
facing competition from rivals with a deep resounase and strong competencies.
Eventually, both firms left the OGB market.

These companies typically did not respond to coitgrst business model
development during the evolution process, maintyalose they were blinded by their

temporary competitive advantage as the resultwéiceinnovations. For example, although
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L did recognize that its business model innovatias imitated and further developed by
others, the founder of the company did not seenaeyl to react to imitatorsVe were
completely confident about our business model;eltend changes were requiredOnly

after Case F (a business unit of a well-known Cderiaternet company) entered the market
with an imitation of L's business model, did L bedo recognize the market process of
competition. While L was shocked that competitisnddenly became so aggressive
assessed the situation quite differefiilpmpetition] was never something that happened
suddenly”.

Similarly, Case C was the first to introduce sqd@tation, and mobile (SOLOMO)
related innovations to its OGB business model. Havewvhen Case C ran into problems
with creating interdependencies between the elesnérstbandoned these social components
in favour of focusing on scaling the business mo@adid not notice that competitors, such
as Case D, had started imitating their businessembtbwever, asked in the interview about
this, the co-founder of Case C noted that a loatoatpetitors fthight have provided potential
solutions to the issués developing the SOLOMO innovation. While Cas@&e up its
business model development, Case D eventually aistgplts SOLOMO-centred business
model and outperformed Case C. The founder of I€atefd:“l don’t know why we did not
notice Case D. Possibly because we overlooked eoogpetitors at that time; we were the
largest, the richest, the most innovative, the ézagou know, all that halo.”

Imitation-centred strategy to create simple busiaesodel designdt the other end
of the spectrum, Cases F, G, and J relied mostbiraple imitations in developing their
platform business models. Reflected in intervieweesiments, imitation is not as
straightforward as it may seem. It requires momtpa rival’s activity system, identifying
design elements to copy (often precisely) and natétg them into the imitator’s business

model. As elaborated by the founder of Case F:
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“l do not understand why people have so many negdéelings about imitation. Being
ashamed about imitation is like being ashamed abragking the development of the
industry [...] Why is introducing a similar activigs a defence wrong? In fact, innovation is
linked to a firm’s ability to collect informatiomdm competitors and learn from existing
businesses to a large extent. Competitors canudeetp innovate. If you don’t extensively
observe, disassemble, and ‘reverse engineer’ a etitags business model, you will never
know how the business model can be improved furtimeean, you will never know what
works in the business model and what doesn't.”

Indeed, copying the right element may have an imategositive impact on
performance as companies often imitate proven ldatad elements from a rival’s business
model. In other words, copying may save time arnivelequick results. For example, Case G
strengthened consumer relationships by copyingawitg to provide refunds to consumers.

However, imitators may only be able to evaluatpec#ic component or part of a
competitor’s activity system and may overlook tigger picture: they often copied only
what they could easily understand, instead of itimi¢ggan interdependent, more complex, set
of design elements. For example, while Cases En@,J copied the simplest component (the
CRM system), Case A continued to innovate arom@RM system (e.g., by adding
merchant services and deal development systenmsptove the overall efficiency of its
business model. Introducing additional activity e generated virtuous cycles, or feedback
loops, that strengthened the interconnection betwee CRM system and other components
of A’s IT infrastructure. Cases F, G and J did eagdy subsequent innovations because they
were not able to see the value of the interconoestbetween activity content and structure
that A strengthened in several iterations. Evennwhetators recognized the value of a
complex innovation, they often faced resource gairgs and a lack of competencies: some
platforms did not, or were not willing to, investthe integration of complex innovations into
their activity system (or develop imitations funthd-or example, when the founder of Case J
was asked why J stopped developing the CRM sysietimelr, he explainedit was not that
we didn’t want to. We were afraid of losing custmraut we did not have enough money,

people, or even time to do that. It was just nobption for us.”
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Without continuously developing design elements,ghbsitive effect of the imitations
quickly faded in the long-run, which explains wimg tsales performance of the imitators
often fluctuated. For example, the founder of Gasaplained:

“When we first copied (the movie ticket-relatedvszes (the simple element in a complex
innovation introduced by Case A), sales were giedtout it did not last long [...] because
while Case A created a multi-flow traffic betwetstightly linked segments (restaurants,

movies, hotels, and food-delivery) within its bessimodel, we did not have the other
segments to bring traffic to our movie segment”.

Platforms that used this strategy, therefore, paeivived, with sales fluctuating
between CN¥10 million (approx. US$1.5 million) aB¥100 million (approx. US$15
million).

Imitation-centred strategy to create complex busssanodel design€ases D and E,
as late entrants in the OGB market, overtook CasedLligh a combination of simple and
complex imitations. A typical characteristic of DdBRE was a strong ability to make sense of
how specific design elements in a rival’'s busimasslel contributed to sales and a strong
ability to decompose and modularize their own bessrmodel to embrace the new design
elements. While simple imitations delivered quiekults, complex imitations, i.e., the
subsequent adaptation of an imitation, facilitdteslintegration of the imitation into an
activity system, eventually contributing to longrtesales by providing an opportunity to
catch up with competitors. For example, Case Dabgl’'s abandoned innovation, the
SOLOMO activity system, without fully understandingt first, but mastered the imitation
during the adaptation process, eventually achiewingt C originally intended to accomplish.
An industry expert commented:

“It is interesting. Nowadays, when people talk abine SOLOMO system, they always

give credit to Case D. However, it (Case D) inlyialid not even understand the location-

based services it imitated from Case C [...] Yet,l@wdapting the innovation) Case D did a
much better job and mastered it in this sense.”

Although they survived in this highly competitivearket, Cases D and E were not able

to catch-up with the market leaders. These platfiomms displayed a lack offérward
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thinking’ (co-founder, Case E) and innovativeness. For gtenthe co-founder of Case D
explained that D did not understand the SOLOMOress model in the beginning and they
“just happened to have the social media platforat tilowed us to add check-ins (to a
nearby shop)(the parent company was a social media Intern@ fifthe co-founders of
both D and E showed a deep understanding of tbeipetitors’ business models and the
design elements that could be leveraged into tveir business models but were not able to
proactively introduce innovations to fundamentalallenge the logic of value creation and
capture.

Furthermore, the adaptation of design elementsfisudt and time consuming and the
positive impact of adaptive imitation is subjectiie required speed of integrating the
elements into the business model. In contrast amdE, Cases H and | took a relatively long
time to adapt imitations into their business modélkile Case D completed its SOLOMO
business model in 2012, Case | eventually desigmedocial media app based on social
interactions and location-based services by theof2013. By the time Case | had gone
through the long process of configuring and rea@anfng its business model, D had already
established a strong position in the market. Camsetty, Case | struggled to develop its
business model further. As the founder of Caselagmed:

“We have come such a long way to develop the bssimodel [...] as a small
company, sometimes we cannot go as fast as tHerbgy We must take one step at a time.

This is frustrating because we always are at riskssing the (right) time for introducing
the innovations. And sometimes, speed means ewvgryththis market.”

Hybrid strategy to create complex business moddaigies.By December 2013, with
monthly sales of CN¥2.1 billion (approx. US$324lioil) and a market share of 48.8%, Case
A was the most successful company in the ChinesB @&rket. Case B closely followed
with a market share of 26.2%. Cases A and B aeeetbre, illustrations of firms that
successfully developed multi-sided platform bussm@®dels in this competitive

environment.
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Cases A and B combined innovations and imitationg¢ate complex and strong
interdependencies between business model elenféméscombination is associated with a
high level of internal disruption and requires fallareness of components, linkages, and
dynamics in business models, i.e., how the dedements come together to reinforce the
firm’s unique competitive position. Case A segmdrtensumer demands and created four
business units (movie, hotel, restaurant, and tery), e.g., the movie unit integrated
new offerings such as ticket deals, seat selediicket collection, movie rating, and fan
communities in a specialized app. These activititegacted with each other through four
digital systems (CRM, deal development and contnachant services, and online payment
systems) that formed the digital infrastructur€Cake A. By the end of 2013, Case A was
recognized as a “unicorn” start-up in local sersjocgheré‘A is the only name customers
have in mind when they think about these thingsthen seeking eating, drinking, traveling,
or entertainment’(co-founder, Case A).

From its founding, Case B engaged in innovatiortsiamtations to build its business
model around the collection, analysis, and appboadf “big data”. A series of innovations
and imitations enabled B, over time, to create desnmterdependencies between activity
content, structure, and governance. By 2013, Bamaiddustry-wide reputation for creating
and capturing value with the management of “bigddduring this process, B created
interdependencies between design elements, alsbifaamed a complex system of coherent
and mutually reinforcing activities. This turned éol be critical when their business model
was constantly undergoing change. According tarttexviewees, matching and integrating
design elements was important to ensure coherarnteansistency within their firm’s
business model. Once such a complex system is tbame continuously evolved, it may
provide a competitive advantage. The co-foundézage A explained:

“It is unnecessary to monitor how many competitoase copied it (the CRM system),
because basically we cannot control imitations. Kégis to keep moving. When all OGB
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companies developed the CRM system, we had th@am¢service system. When they

copied the merchant service system, we had otlsézrag ready to use. The competitors

cannot copy all our systems, and even if they ¢dl& would be too late because these
system developments take time.”

The co-founder of Case D confirmed this assesshiéf:knew that Case A created
the CRM system which we imitated. We even didtarheb. However, God knows what
other systems they were developing at the same’ time

A focus on the potentially high level of internaiption that may result from the
adoption of changes that affect other parts obti@ness model does not imply that A and B
did not observe their competitors too. In fact, élowin their business model design was
complemented by their willingness and ability tovelep intelligence concerning how and
why rivals create value with their platforms. Tmenitoring supported the firms in taking
the complexity of their platform business modelshi® next level. For example, Cases A and
B both copied location-based services from C amithéu integrated the services with their
own innovations. The co-founder of Case A explained

“As for the question whether innovation is impottan not, | think that satisfying customer
demand is important, because if you develop a ritaxirng that is not accepted in the
market, then it is useless [...] | always thindaes not matter if it inew, what matters is

whether it is useful, that is, if customers havemand for it. Does this idea come from the
competitors or us? As long as it works, why doesaitter?”

Using advanced data analytics, Case A even invensagbhisticated monitoring
system that enabled it to systematically studybilieness models of key competitors. This
system alerts Case A’s senior management teanmuuahtraffic and patterns on rivals’

websites, eventually enabling A to respond quitklg rival’s innovation.

DISCUSSION
This article opened with questions regarding thawion of multi-sided platform business
models in a context of fierce competition. Speaeifi, we asked how can we describe and

analyze interconnected and interdependent decigiahe development of multi-sided
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platform designs, and how some multi-sided platbsmucceed in the competitive battle for
market leadership, while many more perish? The arswased on the observation and
analysis of rich, longitudinal data from twelve msided platform firms in the Chinese
OGB market, lie in the patterns of platform busse®del development and the different
strategies for applying (and combining) those pasteln the following section, we discuss
how our findings contribute to the platform litars¢g and how they can facilitate future

theorizing and empirical researéie conclude with practical implications.

Theoretical Implications

Our study has several implications for scholargmpnulti-sided platforms. First, our
study is the first to show that the business maakeh source of value creation and
appropriation (Baden-Fuller and Mangematin, 208 <brough and Rosenbloom, 2002;
Teece, 2010), is a useful level of analysis to @gtompetition in multi-sided platform
markets. While prior platform research has advarses@ral explanations for platform
success in nascent markets (Cusumano et al., Hi¥éhmann et al., 2006; Parker et al.,
2016), the business model, as a key imperativethuesfar left unexplored. Grounded on the
concepts established by prior theorizing (e.g., tAaand Zott, 2001; Zott and Amit, 2007,
2008), we began our discussion by conceptualizimyki-sided platform business model as
a system of interdependent activities that trandgs@nfocal platform firm and spans it
boundaries. The activity system describes how kagom firm taps into the ecosystem of
producers and users, and it enables the platfarm in concert with two or more distinct
types of platform participants, to create value also to capture and monetize a share of that
value. This is why multi-sided platform businessdais, while anchored on a particular
platform firm, are ecosystem-centric in their desighe specific parameters we considered

to analyze the overall organizatiomgstaltof multi-sided platforms are the design elements
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of activity content, structure, and governance {Aad Amit, 2010). While prior platform
research has extensively considered the role ofituhl design parameters in creating
successful platform businesses (e.g., Gawer andr@arso, 2008; Parker et al., 2016), and, to
a lesser extent, how a specific choice relatechtoside of a platform has consequences for
another side (e.g., Zhu and lansiti, 2012), mushk &tention has been given to the question
how choices interact and, consequently, how thesyas a whole evolves over time.
Studying how the activity systems of twelve multdexi platforms in the Chinese OGB
market evolved over a business cycle enabled addcess this gap and link system design
with platform performance. For example, introducenG@RM system allowed Case A to
generate deep customer insights, which openedaevar business opportunities. The CRM
system became critical for value creation becauskowed Case A to build relationships and
to improve user experience, thereby retaining ugetsusiness model participants. For
example, on the merchant side, the insights thaé @agenerated through this system
enabled it to add new services to its platform,otattracted merchants to keep coming
back: Case A locked merchants in. On the consuidey €ase A made an effort to create a
more personalized and complete consumer exper{enge covering more aspects of a
consumer’s life), which strengthened its reputatiod loyalty among consumers. This lock-
in made it less likely that consumers would usetiplel OGB platforms at the same time for
the same purpose. Besides limiting multi-homing, @RM system had another advantage:
user relationships became a difficult-to-imitateneént in its business model, eventually
enabling Case A to thrive despite a seemingly vaggdropriability regime. Moreover, the
CRM system was, over time, integrated with othesigleelements (e.g., deal development,
online payment system). Interdependencies betweealements generated positive
feedback-loops in the business model, which furitheneased the total value created for all

platform partners and allowed Case A to captureeatgr share of the value. These findings
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allow us to establish the business model as a m¢errdinant of platform performance,
suggesting that the business model, as the artiméeaf activities, is indeed a useful
construct in platform research.

By extending the prior business model literatute enplatform context, our study may
inspire new research on how platform business nscalalve over time. Future platform
research could, for instance, integrate the infoionasystems and business model literatures
to explore the interplay of choices concerningtdehnology architecture (i.e., decisions
concerning a key resource underlying the actiwsteam) and design choices in a platform
business model, and how those interactions shapevitiutionary dynamics of platforms.
For example, the choice of Case B to build its iess model around “big data” suggests that
the choice of technological architecture may haugsequences for the design of a platform
business model (andce versa An area of future research, therefore, may weahe
dynamic interplay of choices and consequences coimgedigital technologies and multi-
sided platform business model. What is the efféet glatform’s technological architecture
on the relationship between business model desidrpkatform success (or failure)?

Second, after theoretically grounding our analysihe activity system perspective, we
moved beyond prior work by generating insights it mechanisms that enable the
evolution of a multi-sided platform’s activity sgsh over time in a context of fierce rivalry.
Specifically, studying what a multi-sided platfofinm does when it competes with specific
rival platforms, we identify two principle compet behaviors, namely business model
innovation (Amit and Zott, 2012; Hacklin et al.,18) Snihur and Wiklund, 2019; von Delft
et al., 2018) and business model imitation (Amd Zott, 2015; Casadesus-Masanell and
Zhu, 2013; Frankenberger and Stam, 2019), and #haiwboth innovative actions and
imitative reactions are commonplace in craftingable multi-sided platform business model

in the competitive context of the OGB industry. Biess model innovation enabled some of
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the OGB platforms to challenge the dominant lodiealue creation and capture in the
market, and significantly enhanced their platforn@kative competitive position. However,
successful business model innovations promote iaptdtions that may also be used as an
effective means of differentiating and enhancimdedform firm’s relative competitive
position. For example, Cases D and E used busmedsl! imitation to surpass market leader
Case C, which, at the time, had the largest irestalser base and was widely considered as
the most innovative company in the market. Howeasmur findings further show, while
copying a rival’s business model innovation isalistic strategy that can yield successful
outcomes, imitation is not always simple: copyingval’s platform business model (in full

or in part) requires a great deal of insight ifte tomplex relations between the various
elements of a rival’'s business model. Furthermatele a group of platform firms in our
sample displayed a strong ability to imitate destgments from rivals’ business models, and
even further adapt and integrate them, these addanatators still failed in the market.
Neither platforms that focused all their effortskmrsiness model imitation nor platforms that
committed to business model innovation survivethalong run. In contrast, the market
leaders that emerged from intensive competitivdsatised business model imitation and
innovation simultaneously, suggesting that succésstilti-sided platforms excel at copying
from rivals to defend or enhance their relative petitive positiorand at creating new sets

of activities to generate new or expand existirgy iimses. Empirically studying the
engagement between platform firms highlight theantgnce of competitors in the process of
creating and growing platform business models hod tomplements prior platform
research that has focused on other stakeholdensasutomplementors (e.g., Adner, 2017;
Adner and Kapoor, 2010; Ceccagnoli et al., 2018e&mann et al., 2011; Kapoor and

Agarwal, 2017; Kapoor and Lee, 2013).
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The principal mechanisms for developing platfornsibass models identified in our
study open new avenues for further inquiry. Tolfi@ate theory building, future platform
research could, for example, explore the underldirgers that motivate multi-sided
platforms to undertake hybrids of innovation andtaton. This behavioral stream of
research could also take into account the effdgtsevious motives and feedback from
earlier platform performance. The identified hylstdategy provides a starting point, but
future research is needed to fully understand apdick the process behind the successful
hybrid strategy that we discovered.

Third, focusing on changes in the architecture plagform’s activity system, described
by design elements (content, structure, and gowneg)aour research reports that the number
of design elements and level of interdependencedsst them has a critical influence on
platform performance. Successful platform firmsateehighly interdependent activity
systems with a large number of design elementstlf@dheer complexity of an activity
system can itself constitute a barrier to imitatidere, we claim to extend prior organization
literature (e.g., Rivkin, 2000; Siggelkow, 200212Dto platform business models to
generate plausible, conjecturable explanationglfiform success and failure: complexity
became a key dimension in our categorization oiness model designs (see Figure 3),
where high complexity denoted recognition of timkdiges between individual ingredients of
change and the platform’s entire business modtdase of competitors (Sorenson et al.,
2016). Successful Cases A and B were located axelyswithin this complexity category
and became market leaders. Simplicity was assalcveitd failure and mere survival.

The introduction of complexity to the platform ligégure provides a starting point for
several avenues for future empirical research.reuesearch could, for instance, explore the
nature of design elements and their interactiomame detail to further enhance

understanding of the role of complexity in the ex@n of multi-sided platform business
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models. Do all design elements interact equally®tf what elements are more central or
core to a platform business model and which onesnare peripheral, and how does the
number and identity of design elements influenegfpim performance over time?
Moreover, future research could further test afideghe proposed link between complexity
and platform success. We have argued that compleait provide a basis for competitive
advantage in platform battles, but is it possibkgt tomplexity may become a burden at later
stages of the evolution cycle? For example, thargxiusiness model literature (Christensen
et al., 2016; Johnson et al., 2008) suggeststaidependencies between business model
elements are well-established at later stageswaidement, but also generate more
resistance to change. Similarly, prior organizatitarature suggests that tightly coupled
systems, or configurations, might limit a firm’silél to react to environmental changes
(Levinthal, 1997; Siggelkow, 2001). Consideringd®bservations, is complexity always
advantageous? If not, when in the developmentagssy and under what conditions, can
complexity be a disadvantage for platform firms?

In relation to platform success, future researeth tbcuses on a mature stage of an
industry cycle, might also consider profits whemdsing the performance of platforms. From
a business model perspective, in the early staighe andustry cycle, the OGB platforms
searched for a scalable business model (usingdssimodel innovation and imitation). The
key design principle was to stay competitive armise a market position, even at the
expense of profitability. The companies expected the market would tip in favour of the
leading company. A long-run situation developed iebg, echoing Noe and Parker (2005, p.
142), “...profitability is confined to a very smalumber of Internet winners”. The platforms
also expected to increase profit margin after achgea leading position in the long-term that
would allow firms to “...gain significant market powand extract most of the value”

(Cusumano et al., 2019, p. 145). However, “markats winners will have to pay back
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investors eventually” (Cusumano et al., 2019, ) Ehd it is thus reasonable to suggest that
at some stage the leading OGB platforms will havientd a business model that makes
profits. Therefore, it seems likely that at a lattxge of the industry cycle, platforms need to
move from the exploration phase (i.e., the discpagd implementation of a scalable
business model that takes advantage of networktsjfeoward the exploitation phase (i.e.,
the introduction of changes to the business mduaelhake it more efficient and profitable).
In our study, Cases A and B were able to achideading market position, thus creating
competitive advantage. Whether this competitiveaatlge is sustainable or not remains to
be seen. Future research should therefore exptovetie business model of the leading
platforms evolves in the next phase of the indusyle and beyond.

Research on the later stages of the industry cyglél also explore if changes in the
nature of consumer demand (e.g., away from prefgaiwide variety of deals, as we
observed, towards a preference for more speciatifedngs) may force the few remaining
platforms to re-think their platform strategiesdda possibly focus on niches. Alternatively,
platforms may have the opportunity to combine podb@nd platform features (as Amazon
did), eventually growing even bigger and enjoyicgreomies of scale — a situation that may,
in the limit, even result in a winner-take-all coriee.

Another stream of future research could considerrstive explanations of
heterogeneity in platform performance alongsidertihe of the business model proposed in
our study. For example, building on our exploratopyalitative study, future explanatory,
guantitative research could explore how much trenass model matters for platform
performance relative to more established concepisi¢e of market/industry, competitive
strategy etc.) proposed in prior platform resedect., Cennamo and Sara2013;

Cusumano et al., 2019; Hagiu, 2014; Parker e2@l.p).
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Finally, case study research must always conflunidsue of generalizability, but also
the possibility that its limitations may represesgearch opportunities. Our study investigates
twelve cases, one industry, and one country in ddwehere platform business models vary
enormously, and our conclusions must of courseetbex remain tentative. However, our
deep, yet necessarily narrow, focus may have vimdplications, and future research may
identify the boundary conditions for our findingdany platforms build around a
technological core (e.g., Apple iOS, Google Andyeiduld seem to share many
characteristics of our OGB platforms, i.e., didianabled platforms featuring multi-
sidedness, interactive ecosystems, and transpateuicgliffer in terms of what value is
exchanged, how they bring together platform pagréinots, and for what purpose. Using
economies of scale as a distinctive feature, H&fia4, p. 80), reminds us that not all
platforms are the same: “many, but not all, mutled platforms exhibit economies of scale.”
The OGB industry is a setting where — in comparigoother platform markets — the average
costs of serving a user do not radically declintnaigrowing number of users. While many
platforms have low or zero marginal costs when rgldisers, the OGB firms need to incur
significant current costs, e.g. hire more supptaff svhen the number of merchants they
serve grows. Therefore, do our findings apply teeodigitally-enabled platforms? Future
research could also test if our findings applyraditional industries such as energy or
healthcare that are currently undergoing digi@mh$formation, as platform firms begin to
enter these industries (e.g., Uber partnered wirttuation to provide rides for patients to

hospitals).

Managerial Implications
While many disrupting businesses are built on rsitted platforms, not all multi-sided

platform business models work equally well. In fambst attempts at developing platform
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business model fail or at best become envelopembmpetitors. We set out to explore what
determines the success of a multi-sided platforeitass model, and our analysis suggests
three implications that entrepreneurs and mandgsked with designing a multi-sided
platform business model may consider. First, sigfaeplatform designers think
systemically and holistically about their busineszdel; they generate interdependencies
between the various elements of their business haodifocus on the overall design, instead
of optimizing single features or add-ons. Secondg¢assful platform designers think about
competition when designing their business modely lecognize that platform business
models do not operate in a vacuum and considerthenvmodel interacts with those of
rivals, using ever advancing data analytic toolsrd; platform leaders use both business
model innovation and imitation to create complesibass models; they generate a tightly
coupled system in which various components bontd ame another in complementary and

consistent ways, and scale the model quickly.
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TABLE 1

Comparison of Different Types of Businesses

Pipeline business Manufacturing platform Multi-sided platform

What is the role of

Producer (operating in linear buyer- Producer (operating within a network of Intermediary (enabling direct

the focal firm? supplier relationships) suppliers) interactions between users)
Who owns the Focal firm Focal firm Users
product? (change of ownership after sale) (change of ownership after sale)

. . Through product features (co-developed . A
How is value Through product features that deliver with a network of suppliers) that deliver Through enabling 'and facilitating
created? customer benefits transactions

customer benefits

How is value
monetized?

Often free for one user group;
%harging money (e.g., asset sale, usage feafcess or commission fee paid by
Sor product features (single revenue stream) other users/complementors

Charging money (e.g., asset sale, usag
fee) for product features (single revenu

stream) (multiple revenue streams)
What is thg_ basis Product dgvelopment Product dgvelopment Business model development
of competition? Price Price
Examples McDonalds, Rolex, Stihl Airbus, Boeing, VW Alibabairbnb, Uber
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TABBLE 3
Strategies to Competg dndaiferihBates apddiecinerlicativag for Firm Performance

Venture Firm size' Total sales Market share
Case  Foundation Ownership type (At December (From 2010 to 2013)/ (Based on sales at Collected dat&
Date 2013) in CN¥ billions) December 2013)
. 4 interviews
A 03/2010 Independent firm >5,500 21.99 48.8% (6.5 hours) 695 pages
. 4 interviews
B 06/2010 Independent firm >3,000 12.39 26.2% (6.5 hours) 539 pages
. 3 interviews
0,
C 04/2010 Independent firm >2,500 7.64 7.0% (6 hours) 685 pages
Business unit of Chinese Internet 3 interviews
D 06/2010 companyu (acquired by Chinese >1,500 6.64 6.9% 565 pages
. (5.5 hours)
Internet company in 2014)
. 3 interviews
E 09/2010 Independent firm >1,000 5.41 7.7% (5.5 hours) 564 pages
= 02/2011 Business unit of a Chinese Internet 60 265 1.5% 2 interviews 393 pages
companyy (4 hours)
Joint venture between Groupon and : .
. 2 interviews
G 03/ 2011 a Chinese Internet compady >1,000 1.45 0.5% (4 hours) 457 pages
(shares acquired hyin 2012)
. 3 interviews
H 06/2010 Independent firm 500 1.03 0.6% (5.5 hours) 253 pages
. 2 interviews
0,
I 04/2010 Independent firm 40 0.89 0.3% (5 hours) 278 pages
. 2 interviews
0,
J 10/2010 Independent firm 200 0.49 0.13% (4 hours) 272 pages
. 3 . 2 interviews
K 11/2010 Independent firm 020 in 2011) 0.18 0 (3 hours) 188 pages
. 3 . 1 interview
L 04/2010 Independent firm 015 in 2011) 0.08 0 (2.5 hours) 145 pages

! Firm size refers to the number of full-time empey in December 2013.
2The number of interviews over the two rounds oéimiews. Number of pages includes both transcapfgimary and secondary data.
% Cases K and L left the OGB market in 2013 and 2@$pectively.
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Cases Performance Strategy Basis of the strategy pincations of the strategy
Innovation- < Simple innovations are easily abandoned due to lihei
« High level of innovativeness strategic relatedness with other business modeilesits.
c centered . Hg the focal firm tvoically did not 4 Alarge number of simple innovations consume time a
- strategy to owever, the focal Tirm typically did NOtrespona - ooq rees in the short-term and result in a logeafs in
K Failed create simple to competitors’ business model designs, because '{he long-term
L business model \;Vg\?arﬁgndeid i\t/)g r:htf t;mp?éail%g\?g:% (;tgwe « Satisfaction with a simple innovation resultedasihg
designs ges g y simp ' track of industry trends and accordingly failingkeep
up with changes.
Imitation- iy . . o
centered gzlgzﬁ;osgiﬂli?;Il\ﬁ:asngcf(')vg;;/ stem and « Simple imitations saved time and delivered quidutes
F Barel strategyv to . | in the short-term. Without continuous development o
y )% » However, constrained by a lack of resources : : o :
G . . . . . design elements, however, this positive effectckjyi
3 Surviving create simple and/or competencies, platforms using this strategy]caded in the long-term. Therefore, the sales pevénice
business model were not able to copy more complex sets of desigrbf the imitators often fI.uctuated ’
designs elements. '
Imitation-  Strong ability to make sense of design elements in
D centered a rival's business model and to decompose its owrnComplex imitations provided an opportunity to caiigh
E N strategy to business model to embrace the new design and even surpass competitors in _the_ long-term.
H Surviving create complex elements. * The positive effect of complex imitations was sebje
NI buSi del However, platforms using this strategy were the speed of integration and reconfiguration (Ghsed
) usiness mode opportunistic, had a lack of “forward thinking”, ™

designs

and less disruptive.

Market leading

Hybrid strategy
to create
complex
business model
designs

A high level of internal disruption was
complemented by the ability of developing
intelligence about how rivals create value with activities

their business models. - .
. * Once the complex activity system is formed, and
Full awareness of how the design elements come ; : : "
continuously evolved, it provided a competitive

together to reinforce the platform’s unique
), - advantage.
position in the market.

« The series of innovations and imitations formed a
complex system of coherent and mutually reinforcing

Cases H and I followed imitation-cantered stratieggreate complex business model designs but tieeg barely surviving due to the slow speed of irstégn and reconfiguration.
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Merchants

Appendix A Groupon’s OGB Business Model.

OGB Business Model

IT infrastructure
development

Make payment
to merchants
and earn
commission
(10%-20%)

Look for
local
merchants

Develop
deals with

Word-of-

Send transaction
code by email if the
number of
consumers reach the
minimum number

minimum
number of
consumers

content of
services

Refund to
consumers if the
number of
consumers does
not reach the
inimum numbe

price and
discount rate
(60%-70%)

Consumer
acquisition

Payment
collection
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Appendix B. Business Model Design Elements in Mulbided Platforms — Activity Content, Structure, andGovernance

Business model
design elements

Platform participants

Examples affected by changes

Activity content

Operated the membership system, in which usersrpaidbership fee to get

deeper discounts. (Case A) Users

Ran a new website named “E-mall”, whereby merchpaid a fixed fee to open

their own e-shops. (Case C) Merchants

Established a team that aimed to build a mobilergant app to include third

imple S ; . .
S P party Internet companies in the business modek méiv content was viewed as
business s s . - Complementors
model a S|'de project” (Co-founder, Case C) that was not linked to thstieg
design business model. (Case C)

Activity structure

Integrated the social media channels of users,iwém@abled users to share dealasers
on multiple social media platforms by clicking dngtton. (Case J)

Established a feedback loop, providing integratatsamer reviews to
merchants. This helped merchants improve servicgslasign of deals. (Case Merchants
D)

Activity governance

Cooperated with China Unicom to connect OGB accowith mobile accounts.

(Case B) Users

An online travel agent provided hotel deals to GaséCase G) Merchants

Baidu Ads Alliance ads posted on the homepagertoteaffic fees from Baidu

(the largest search engine in China). (Case L) Complementors
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Business model
design elements

Platform participants

Examples affected by changes

Complex
business
model
design

Activity content and
structure

Operated a CRM system, in which users could gendsf for the deals they did
not use in store within a time limit. The refundswyatained as a revenue stream

in the original business model. Although the refuddpleted revenue, this Users
action attracted large numbers of users and savediertising expenses. (Case
A)

Integrated social interactions with location-basedsices through the “check-
in” mobile site, social games, and a social intéoaplatform “Life”. Mapped  Users
deals according to location of merchants in theila@pp. (Case C)

Operated a Merchant Service system, whereby metsbaanld claim payments
once certain number of users used deals in thesstbr contrast to the fixed
payment term (e.g., 3 months) in the original bestnmodel, the flexible
payment to merchants expanded the merchant basse &)

Merchants

Integrated OGB deals with other products includingpons, check-in, key
words searching, digital membership card, andresatrvation, in a “total Users and merchants
solution” that could be tailored to fit diversifie®mands of merchants. (Case B)

On the one hand, Case | encouraged user interaiigenerated big data

through the deal sharing page, auction page, lsgs,tand communities

forming. On the other hand, Case | encouraged raatstio explore user Users and merchants
demands (e.g., type of deals that are most atteatiusers) on the basis of this

big data. Merchants could launch deals on Casedlssite in response to user

demands. (Case I)

Promoted movie deals in an official movie accoanfMeChat (the largest social
media platform in China). Upgraded the channektbrsovie tickets by Users and complementors
combining social media marketing with mobile payiméGase G)

56



Business model Examples Platform participants
design elements P affected by changes

Case K designed products (e.qg., clothes) and peaibem to users.
Collaborating with a factory, when a certain numbtfensers pre-ordered a Users
product, Case K placed an order with the factomamufacture it. (Case K)

Created a merchant database that was openedQGAlisites. Small and
Activity structure medium sized OGB firms who did not have their owtattases could look for Merchants and
and governance merchants in the database and co-develop dealwénatpromoted through complementors
Case |. (Case 1)

Case E was authorized to run the liquor busineis ahthree e-commerce
platforms. E provided a total solution to liquopsliers, i.e., their products
could be sold across the platforms. (Case E)

Merchants and
complementors

Complex
business
model Ran four inter-related apps that were specialinezhtering, movie, hotel, and
design take-away food delivery markets (activity contemdl atructure). Collaborated Users, merchants, and

with merchants and complementors (activity goveceaim each segmentto  complementors
develop new activity content. (Case A)

Collaborated with shopping malls (activity govero@) so that users could try

on physical goods (e.g. clothes and shoes) in #iks @nd then order the goods

through Case B to get discounts. This new actnatytent reversed the sequenddsers and merchants
of activities, enabling users to try products ofolemaking purchases (activity

structure). (Case B)

Activity content,
structure, and
governance

Provide big data to Internet companies (activityaggoance) through a big data
platform (activity content) and created two-wayftoof traffic across firms Users and Complementors
(activity structure). (Case B)
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Business model Examples Platform participants
design elements P affected by changes

Involved local liquor stores and convenience stordbe business model
(activity governance), developing an app (acticiytent) whereby users could
order liquor from the stores according to the lmoet and the stores responsibl
for delivery. (Case E)

eUsers and complementors

Organized a strategic alliance between 200 smdlhagdium sized OGB firms

by facilitating communicative meetings and confees) sharing industry

information, providing IT training, and co-creati@§sB deals (activity content

and governance). Small and medium sized OGB firatsdifficulties in

attracting merchants providing premium services@oducts. Case F Merchants and
developed a good relationship with these merchHantsveraging the brand complementors
reputation of its parent company. OGB firms thewktthe job over and crafted

deals with the merchants (activity structure angegoance). The deals were

promoted across the platforms of Case F and thé anthmedium sized OGB

firms (activity structure). (Case F)

Complex Activity content,

business structure, and
model  governance
design  (continued)

Assisted merchants to open e-shops in WeChat ghopeity governance) and
provide a marketing solution (OGB deals, coupoearch engine optimization
map-based promotions, etc.) to promote the e-shdper,eby merchants could
choose and evaluate these marketing serviceslin system (activity content
and structure). (Case H)

' Merchants and
complementors
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Appendix C. lllustrative Quotes of the Business Moel Evolution Patterns

Pattern

Business model design

Entrepreneurial action

Simple

Imitation

Implications for firm performance

Simple
Imitation

“This (embedding the promotiofideals ir
the parent company’s products) was a
single action, possibly the only innovation
that did benefit from the resources of the
parent company.{Founder, Case F)

“Developing the goods deals (a simple

imitation) aimed to complement the sellind'We have always tried to stay
of local deals [...] selling the (good) deals close to the top firms.{Co-
founder, Case G)

was separated from the OGB business
model. The OGB business model focus:

local services. Selling goods deals means"It was not very complicated
for us (to imitate) because
and we will never win the war with Tmall. basicallythe competitors
Therefore, it was only a single actionto  guided us step by stép
(Founder, Case F).

that we will have to compete with Tmall

increase the margin in a short-term(Co-
founder, Case G)

“We didn't take a long time to study the
innovation. It waselatively simple to
introduce the same activity(Founder,
Case J).

“The sales increased nearly 35% two months
after the promotion (embedding the promo
of deals in the parent company’s products)
was introduced.(Founder, Case F)

“Selling goods deals means that we will have
to compete with Tmall and we will never win
the war with Tmall. Therefore, it was only a
single action to increase the margin in a
short-term.” (Co-founder, Case G)

While Case A built up the IT infrastructure
through a complex innovation, Case J's
understanding of the IT infrastructure is
limited to “the CRM system was crucial to
manage the customer relationships
(Founder, Case J).

While Case A created a “no boundary”
business model to expand into the movie,
hotel, and food-delivery market through
complex innovations, Case F's understanding
of the innovation is limited ttsales from the
movie deals accounted for a large percentage
in the total sales’ Consequently, the imitatic

of movie related servictid not provide a
long-term competitive advantag€Founder,
Case F).
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Business model design Entrepreneurial action

Pattern Simol | 0 Implication for firm performance
imple nnovation
“1 had no other choice but to look for qu
g(r)nr}lei}grt\?vilt(r? %F;itgj Zﬁ;ﬁégngé% IT?]?; \(/tilg “The innovation (Baidu Alliance ads) did not work.bu
innovation of integrating the Baidu (Founder, Case L)
Alliance ads into the homepage to gene ; . . . o
traffic fees from Baidu) became my first “We were the first (OGB Now when I think about it, they (the simple inn
. . . between late 2011 and early 2012) hardly brouglyt an
choice. However, | know this was nota company) who tried to romisina results. Despite all the effarige still lost the
long-lasting move [...] because the Baidu develop the mobile payment ﬁqarket saare in 2.01”2(I\F;Iana er of thg Northern
Simole alliance can hardly be linked to the core systerii(Co-founder, Case District, Case C) 9
Innovgtion OGB business (modélfFounder, Case L) C). ’

“There were a lot of uncertainties with the“l invented the pre-order
experiment and it was not like we cannot business modg&l(Founder,
live without it. So, we did not bet all the Case K)

effort and resources on it. That is why only

a project team was doing the research and

developmernt (Co-founder, Case C)

“We panicked (due to the failure of the firm's IPO),
looking for every possibility to make money anthake
the financial records look pretty [...] we did notdum
what we were doing; we were kind of lost. The core
competitiveness no longer existeCo-founder, Case
C)
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Business model design

Entrepreneurial action

Pattern Implications for firm performance
Complex Innovation
“The food delivery service is naturally
linked to our food and drink deals. It is
based on our strength and it reinforces OUThe movie-related
strength in the segment (foods and businesses were all “When all OGB companies developed the CRM system,
drinks)” (Co-founder, Case A) . . ) we had the merchant service system. When theydcopie
innovations in the OGB )
market” the merchant service system, we had other systeauls
“We are not only an OGB company. We (Co-founder, Case A) to use. The competitors cannot copy all the systems
can do everythingelated to local services \ They would have missed the best timing even ifdhey
(movie, hotel, and food deliveryJCo- “We were crvstal clear that S°PY them all, because these things (system
founder, Case A) . y developments) take timi€Co-founder, Case A)
Complex our business should not be
P! “ . . limited to the OGB. We " . . .
Innovation Several steps (innovations) were needed After the complex innovation was introduced), the

to enable customers to make fast purchase

decisions in mobile appgCo-founder,
Case B)

“It was along process to develop the
(020" platform [...] we knew it would be
a difficult process that involves a lot of
reconstructions, reconfigurations and
reintegratiorf (Co-founder, Case B)

*
would expand to the 020 relationship with both merchants and consumers was

strengthened [...] The number of merchants who
cooperated with us increased at least 30% in 2041]...
(In 2012), the total solution became the key traatt
merchants and consumers. | would say that the total
solution is key for winning the marKetFinance
Director, Case B)

market for suré (Co-
founder, Case A)

“No one else was able to
develop the 020
platform”

(Co-founder, Case B)

1020 = Online to Offline
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Business model design Entrepreneurial action

Pattern Implications for firm performance
Complex Imitation
“We have come such a long way to desighNe knew that Case A built “You might have noticed this, the boom of dealse(re&
the business model (adapt the SOLOMO up the CRM system and we per deal) actually started from us. Although Casand C
elements in the business model). Althouglearned the system from  developed a few deals, the revenue per deal wagenpt
the ways of using the (consumer and them, we even did a better good. When we introduced the first deal that wasmtec
merchant) databases have changed overjob comparing to them [...] through the collaboration between us and the satiatlia
time, it is always the elements of social, we made successive platform of our parent company, it was a moviedtakeal
location and mobile that sits at the core ofmprovements that get the CN¥19 for two tickets. We sold (this deal) 300,6imes. |
Case I’ (Founder, Case I) most out of the system was crazy. Many office workers were buying the .deal
Complex ' o (COO, Case D) Even we did not expect such an amazing out¢qi@@o0,
Imitation “We first began by linking the deals to the Case D)
word-of-mouth and the social media “Case C inspired us to
platform-based promotions [...] then the combine the deals with “All the moves make sense now [...] We cannot achieve
check-in was added. When a consumer social media. We just location-based promotions without the preliminargyriy

checks in at one shop, his/her friends ~ happen to have the social even though we did not really link our work togethe
receive a notification about which store media platform that allowed before” (Co-founder, Case E)

he/she checked-in and what deals are  us to add check-ins (to a

available at the shop [...] This requires a nearby shop) (Co-founder,

very good integration of the social with th€ase D).

location elements (Co-founder, Case D).
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Appendix D. Applications of Business Model Evolutia Patterns

Case

Illustrative quotes of patterns dominating irthe process of competition

Complex innovation:

- “This (the complex innovation around the restaurardyie, hotel, and food-deliverlgas been the core of our business model
developmentSee how much time we used to develop the coreets, from 2010 till now (2013)Co-founder, Case A)

- “We knew from the beginning that the company woesdi the innovations around the IT systems veJ(postponed) many
programs and projects at that tim&Ve were afraid of losing the market too. Howewernever thought about giving up on the
innovations” (Co-founder, Case A)

Complex imitation:

- “l always think it does not matter if it is new, whaatters is whether it is useful, that is, if cusers have a demand foroes this

idea come from competitors or us? As long as it krwhy does it mattéf (Co-founder, Case A)

Complex innovation:
- “Everybody collects consumer reviews, but we aremifeone who use the reviews so well. The cormpgtiannot know what is in

our mind - even though they have the data pui entire business model is based on the collectianalysis, and application of
data. This is our strengtfi.(Co-founder, Case B)

Complex imitation:
“We entered the OGB market later than the othe@n@C). There has been a learning process wherexplred what they have
been doing and what we can do better than thieis has been crucidl...] C introduced location-based services but we da
better, for example, the “search around”-app prositan additional contact poirit(Co-founder, Case B)

Simple innovation:
- “I believe that we were thmost innovative companipn the OGB industry at that time (from 2010 to 2DMe introduced so many
innovations that all the OGB companies copied usnésroupon imitated us(Co-founder, Case C)
“Now when | think about it, they (the simple innaat between late 2011 and early 2012) hardly bmbagny promising results.
Despite all the efforts, we still lost market shar012.We were almost doomed to failure (in 20I2YManager of the Northern
District, Case C)

Simple and complex imitation:

- “We were basically a follower in previous yeaadthough we have done a great job in integratimg business model designs (of the
competitors) into our own business model [we have been especially strong in incorporating isbelements in the business
model, and location-based elements t&\de are still much smaller than Case A but we perfstrongly in tier one cities (Beijing,
Shanghai, Guangzhou, and Shenzhen). These citieptamur business model and brand image quiet twithat's how we compete
and will keep competing with Case"ACo-founder, Case D)
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Simple and complex imitation:

- “This (total solution for liquor sellers) (a complimitation) is similar to the customer relationshipanagement of the others (OGB
firms). The principles (of designing the businesslefs) are the same (between E and competitoia)aging the supplier (one side
of the platform) relationships determines our suwval or death.| am sure you understand this. We will have ngthsell if there
are no suppliers (COO, Case E)

Simple imitation:
- “lI do not understand why people have so many negtgelings about imitation. Being ashamed abouitioin is like being
ashamed about tracking the development of the indW§e did a few imitations. Some of the imitations Wwed well. Why is
introducing a similar activity as a defense wrong@ounder, Case F)

Simple imitation:
“We have always tried to stay close to the top frfcompetitors). (Co-founder, Case G)
- “We copied it (an innovation of Case A) because &re wfraid of being left out in the industryCo-founder, Case G)

Simple and complex imitation:

- “Case A kind of set up the rule in the indusii just accepted it very quicklyhere were not too many things to think aboutlygal
(Founder, Case H)

- “Why not (copying the innovation)? Everybody has lpreviding multi-deals. It had been a couple ofiths since the innovation
was introduced. The business model of multi-deaisigy had proven its success in the matkdtarketing Director, Case H)

- “Developing the total solution to target the WeCttatps (a complex imitation) has been the most artask of this year (2013).
This is the only chance for us to continue doing4ioess in this industry or even possibly take adeey position” (Founder, Case
H)

Simple and complex imitation:

- “l'am a big fan of the C2B (business model) (a cerjphitation). To me, the nature of doing busirie¢e understand customer
demands. Customers may not know what productsésarthiey really desire ten or twenty years agoweiceer,) everybody has
demands and can tell people what the demands dag/ f6his has been my motivation of developing the besa model and how
we differentiate from the traditional OGB sites @ghcompetitors). (Founder, Case 1)

Simple imitation:
- “Separating the goods deals from local service d@asmple imitation) contributed a lot to the sala the beginning of 201That
was how we survived the fierce competition in e2311" (Founder, Case J)
“We mostly focused on defending (using imitatiorisjFounder, Case J)
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Simple innovation:
- “l dont feel comfortable to transform the businasxdel every day\e are a small, niche OGB site that focuses on adfic
business model (a simple innovation)e had three employees, including me, at the begnl need to spend time on refining the
details of the business (at the operational levad},on changing the business model every'd&punder, Case K)

Simple innovation:
- “l am a software engineer. All the things (innovasipl do (develop) are based on software engingefihe OGB aggregator
(business model) is simple and clear to rhaoticed the other business models like Tuan&8d0I{ower that further developed the
OGB aggregator business model) that has a social community (but) we were completely confident about our business model; we felt
no changes were requiretihe aggregator (business model) was the baseliffeounder, Case L)
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