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With the regulatory debate around
platforms and competition focusing on
the theories of harm to business users
and consumers, there is a risk that the
theories of the benefits of platforms

are crowded out. Understanding how
platforms generate value is crucial to
ascertain the potential consequences of
regulatory measures. Value generation
by platforms has been studied in the

IT and management literatures. Here
we present findings from the literature,
illuminating the debate around platform
regulation.

To ensure a balanced regulatory and
competition policy debate in the context
of multi-sided markets and platform
ecosystems, it is necessary to consider
not just theories of harm but also theories
of benefit. Theories of harm, concerning
practices such as platforms extending
their market power from the core to related
services, or ‘self-preferencing’ their own
affiliated services, play a prominent role
in the industrial organisation literature
that has influenced the current regulatory
debate.!

However, the IT and platform management
literature has focused more on the
processes by which platform ecosystems
generate value.? This is an important
perspective that needs to be given due
consideration by policymakers. An
understanding of platform value creation
is necessary to ensure that regulators can
tackle the problems they identify without
simultaneously disrupting the value
creation process.?

Realising economies
of scale and scope and_ _
demand complementarities

The fundamental architecture behind
platforms can be described as a set

of ‘core’ components with little variety
(the platform) and a set of ‘peripheral’
components or features with greater
variety (the additional products, content,
services and functionality provided by
contributors). A platform’s governance
structure allows for coordination between
the two. For example, Google Maps (the
platform) can be used by any number of
apps (the periphery). This avoids the need
for app developers to ‘reinvent the wheel’
every time new apps require mapping
functionality, leading to lower costs and,
through specialisation and experience, a
better product.*
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Figure 1 Platforms’ core—periphery structure

Source: Oxera; Facebook.

A platform can facilitate coordination
between the complementary features and
services that it supports, and this increases
the overall value of the platform to the user.
For example, as shown in Figure 1 above,
each Facebook user derives value from
the newsfeed generated by their social
graph (the other users with whom they
have connected on the site). That value is
enhanced by a messaging option, the ability
to buy and sell, or the capacity to make
payments within their social circle. Overall,
users will derive value from the platform in
different ways depending on their specific
usage patterns and preferences.

The inherent modularity of the core—
periphery structure gives ‘option value’

to platforms, enabling them to adapt

to consumer tastes that differ between
consumers and over time. Different tastes
can be catered for with a new ‘app’ or
feature that maintains the platform’s
relevance. For example, users personalise
their smartphone by deciding which apps
to install after they acquire the phone.® New
apps may enable the smartphone to be

used for purposes not originally envisaged
by the manufacturer, and the idea for a
new app does not have to come from the
manufacturer itself.

Degree of platform
openness and control

The degree of openness of a platform—
that is, the flexibility with which the
platform allows external contributors

to contribute to its activities—has
consequences for the nature and smooth
interoperability of its products and
features.

A fully closed technology would be
vertically integrated and controlled by

a single party, whereas a fully open
technology is in the public domain and
accessible to all. In reality, most platforms
are partially open rather than fully closed
or open. The degree of openness varies
across platforms. Moving up or down the
scale of openness comes with trade-offs
(as illustrated in Figure 2).

Contribution quantity vs quality control

Opening up can provide

access to a larger set

of complementary

innovative capabilities:

+ ‘not all smart people work
for you'

But opening up can lead
to a loss of control over
quality and reliability,
as well as:

« |lower profits
+ threat of competition

* less coherent overall strategy

Figure 2 Trade-off between contribution quantity and

quality control

Source: Oxera.
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In general, a more open platform will attract
more contributors, each providing their own
complementary innovations.® Increasing
the number of contributors does not only
augment the scale of innovation—there

is potential for a quality effect too. As the
founder of Sun Microsystems observed,
‘Not all smart people work for you.” The
contributors who experiment on a platform
may have skills and ideas that the platform
lacks.

However, opening up a platform is not
costless. First, increasing openness can
make it more difficult for platform creators to
appropriate profits from their own invention.?
Second, the loss of control that openness
entails includes a loss of control over quality
and the overall direction of the innovation
strategy.® Third, an open platform can
provide a springboard for a complementor
to become a competitor, as nearly
happened when Facebook developed its
own ‘homescreen’ app for Android phones.°

Platforms choose the level of openness
that is best for them and the right degree of
openness will vary for different platforms at
different times.

Managing behaviour
and interaction

Traditional industries can be captured in a
vertical ‘value chain’, where inputs come in,
undergo a transformation, and are sent out
as outputs (which may become inputs for
another part of the value chain), as set out
in Porter’s 1985 model."

Unlike traditional industries, digital
platforms do not create value in a vertical
and sequential manner. Users, business
partners, and both external and internal
developers can all be ‘contributors’,
providing the additional features, content
and services that enhance value on the
platform." Consequently, each participant
in the ecosystem is highly dependent on
other participants, and their actions have
important implications for the value of
the platform ecosystems as a whole. The

Upstream supplier

Downstream supplier

Consumer
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contrast between the traditional value
chain and the interdependence of platform
ecosystems is shown in Figure 3.

Platform owners wish to bring contributors
on board to innovate and find new uses for
the platform, but also want to manage those
contributions to ensure that they enhance
rather than detract from the platform’s value.
This balance needs to be achieved while
ensuring that the platform owners earn a
sufficient return from the platform, and that
contributors are also sufficiently rewarded
for their efforts.

As such, platform owners will make
decisions about the degree of platform
openness, scope and design, pricing and
revenue sharing, and control such that they:

«  maintain sufficient profitability;

«  keep users on board by ensuring that
they receive a net benefit;

- keep contributors on board by ensuring
that they earn a return.

Internalising externalities

Platforms need to create the conditions
under which the actions of participants
optimise the total value of the platform
ecosystem, and not just a given participant’s
own value alone. Platforms can coordinate
across the two sides of the platform
through their governance structures. For
instance, advertiser-supported platforms
‘must constantly balance advertisers’
desire to expose users to more prominent
and targeted advertisements with users’
preference for less intrusion’.’® As such,
many platforms allow users to amend their
privacy settings so that it is more difficult
for the users to be targeted by advertisers.
Yet if too many users opt out from targeted
advertisement, the value of the platform to
advertisers may decrease, impairing total
platform value.

Platforms can similarly coordinate users on
the same side in the case of direct network
effects when users add heterogeneous
value to the service. For instance, Twitter
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Figure 3 Value creation in platform ecosystems

Source: Oxera.

offers certain users a ‘blue tick’ to ‘let
people know that an account of public
interest is authentic’, which ‘typically
includes accounts maintained by users

in music, acting, fashion, government,
politics, religion, journalism, media, sports,
business, and other key interest areas’.*
This encourages such people to join the
platform, which in turn increases the value
of the platform to other users.

Harnessing big data to
drive value creation

The rise of platforms has coincided with
the rise of big data, about which much has
been written in the last decade.™ The term
‘big data’ has been described as one that
is a ‘buzzword for smarter, more insightful
data analysis’.'® Platforms are particularly
well placed to create value due to the ease
with which they gather data from their
users, their agility in innovation owing to
their modular structure, and their network
of relationships with contributors.

In general, platforms can create value
using data in four key ways.

1. Create new products or
improve existing products

For example, price comparison websites
and credit scoring firms are able to use
data on their customers to suggest, or to
automatically switch them over to, new
products.'” Google’s Gmail now offers

to complete people’s emails for them as
they are drafting them. This would not
be possible if Google had not used big
data to analyse how people write emails
and programmed that information into an
algorithm.

2. Create value through
improved customer
recommendations

Amazon is able to make product
recommendations based on past
purchases and purchases by consumers
with similar purchasing behaviour.
Furthermore, the targeted adverts of
Facebook and Google are driven by data.
The more accurate the inferences drawn
from the data, the better the targeting of the
adverts, increasing the value of the adverts
for advertisers and users.™®

3. Improve our understanding
of the world as it is today—i.e.
‘nowcasting’

‘Nowcasting’ is the attempt to estimate the
current value of some significant economic
variable. These variables are normally
released once the relevant statistical
authority has conducted surveys and
gathered the data, but the sooner these
variables are known and can be acted
upon, the better. Various authors have
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shown how nowcasting can be improved
by including data from Google Trends in
regressions.®

4. The value of data is improved
by matching across multiple
different datasets

Some of the navigation services many of

us have come to rely upon are a result of
aggregating and recombining data. Google
Maps aggregates data from: (i) Android
users, to provide real-time traffic updates;
(ii) public transport authorities, to provide
updates on public transport; and (iii) its
search and review functions on shops,
restaurants and other locations.?® Alibaba
used data from across its ecosystem to
launch Ant Financial Services, an online
provider of payment and banking services.
Using data from the Alibaba ecosystem, Ant
has been able to assign credit scores to its
users and provide financial services to a
market that would otherwise not have ready
access to such banking services.?'

Implications for the
regl_ulator and competition
policy debate

We now set out some of the key insights
from the IT and platform management
literature that are relevant for the ongoing
debate about digital platform regulation.

1. One-size-fits-all regulation
and a partial view of a platform’s
activities will have unintended
consequences

First, it is important for regulators to gain an
understanding of how different platforms
create value, taking into account the fact
that all platform ecosystems are different,
with their own specific assets, features and
co-dependencies. Regulations appropriate
for one platform may be counterproductive
for another. Each platform creator accounts
for the particular circumstances of the
platform when designing governance
structures so as to preserve the platform’s
viability and incentivise all participants

to act so as to maximise overall platform
value. A regulatory view of a platform based
on one set of users, eschewing this wider
context, may therefore have unintended
consequences.

2. Platforms are not the same
as utilities

Second, while there may be lessons to
learn from the designation of telecoms firms
with significant market power,?? platforms
differ from traditional regulated utilities

such as broadband or electricity networks.
Platforms are at the centre of rapidly
evolving relationships and interactions
between consumers and business users.
This means that platform value creation
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can change fundamentally as the way in
which people use the platform changes.
Moreover, platforms are not just neutral
intermediaries that help users reach and/or
interact with each other. They also play an
active role in the design and governance of
these interactions to ensure that they provide
value to users. Such a role must be taken
into account when assessing whether certain
regulatory remedies that are appropriate

for utilities—such as open access,
interoperability, data sharing and various
forms of non-discrimination obligations—can
be usefully adapted for application to digital
platforms.

3. Data is an input

Third, data is an input to the value that
platforms create. The new products, product
improvements and product recommendations
created by platforms are driven by data.
Platforms are well placed to gather, analyse
and utilise data to grow the business and
create value for both business partners and
consumers. The regulatory debate should
take into account the fact that platforms

make data governance decisions with

a view to generating value, promoting
innovation (including external complementary
innovation), protecting privacy, and
preserving strategic trade secrets.

4. Theories of harm give only
a partial view

To focus on allegations that platforms

extend their market power from the core to
the periphery, or ‘self-preference’ their own
services is to take only a partial view. The
firms that build successful platforms have

to be active in the management of those
platforms. A key decision in that management
is the extent to which the platform is open
and draws on the innovation and expertise
that are available from outside, or closed and
keeps control of the user’s experience on the
platform. Regulations or competition policy
interventions designed to resolve perceptions
of unfair business practices might force
platforms to be more open than is optimal, to
the detriment of the overall user experience.

The baby and the bathwater

Overall, the IT and platform management
literature helps explain many of the strategic
and commercial decisions made by platforms
from the perspective of value creation. It is
important for policymakers and regulators to
understand such value creation processes,
and this requires a theory of benefit for
platforms to complement the theories of harm
that view platform decisions primarily as a
means of expanding market power. A richer
understanding of platform business models
and processes for value creation should
inform any plans for policy intervention. This
calls for a flexible and tailored approach

that provides room for an effects-based

assessment of conduct and competitive
dynamics, and of the effectiveness of
remedies.

As our recent report for the CCIA
highlights,?® inspiration for this approach
can come from the ‘checks and balances’
embedded in the institutional set-up of the
European telecoms regulatory framework,
as well as the recent proposals by the

UK'’s Digital Markets Taskforce.?* Through
the adverse effects on consumers and
competition test (AECC test), this Taskforce
requires a holistic assessment of the market
before tailored remedies can be imposed.?

Fast-moving digital markets require equally
nimble regulatory authorities to oversee
them. However, speed of action must not
come at the expense of evidence-based
market analyses, and must take account

of both benefits and adverse effects.
Otherwise, the benefits that digital markets
have to offer will be jeopardised.
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