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Platforms: Bigger, faster, stronger
The extraordinary prospects for platform companies

The extraordinary growth of tech giants
The growth of tech giants such as Google and Amazon has been impressive. Companies such
as Uber and Airbnb grew from zero to dominance in only a few years. They all have
characteristics in common that make them so called “platform ecosystems” or “platforms”
with the core function of facilitating interactions between suppliers and consumers. What
explains the rapid rise of some of these platforms? Will the business and consumer worlds be
dominated by just a few platform giants and will all non-platform businesses be squeezed out
eventually? We'll outline our findings in this article, but do download the full report which you
can find towards the end.
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A platform and its ecosystem
Platforms revolve around interactions between participants in order to generate network
effects through the ecosystem. As a result, successful platforms may come to dominate the
markets in which they operate.

What is a platform?
Platforms have been around for millennia. They are essentially businesses that bring supply
and demand sides together. For example, a local market, where buyers meet suppliers and
come to interactions that add value to both, is a platform1. What has been a game changer in
the recent decade is that technology has turned non-digital platforms into digital ones. More
importantly, a data layer has been added to platforms and is crucial for value creation and for
scaling up platforms. It is one of the essential reasons why platforms have become a dominant
force in the economy.

The algorithms used can help remove frictions and enable the digital platforms to create value
for all parties involved. Data can, for example, be used to match different participants from
various sides of the platform. For example, Facebook feeds users with content based on users’
“Likes”. The word “platform” in the strict sense refers to the underlying technical infrastructure.
However, in practice “platform” often refers to the combination of technical infrastructure, the
platform company itself, the business models and ecosystem. 
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Platforms' growth to dominance
Platforms have rapidly become an important part of the global economy. Currently, five of the
world’s 10 largest listed companies by market cap are platform companies. In the period 2014
to 2016, the revenue of the five largest platform companies in the US grew more than three
times faster than US GDP. Several elements help explain their rise: positive network effects,
digital technology, high levels of customer engagement and the development of
complementarity of goods and services.

Platforms’ ability to curate relevant information from data and to stimulate users to generate
new content and data is key to understanding why they succeed in personalising and
enriching services. Platforms turn consumers into producers and turn both into value-creating
partners. Platforms scale quickly and, as a result of all of that, provide lower cost structures for
suppliers’ offerings.

Moving towards more 'platformisation'
These benefits in terms of value created and advantageous price setting suggest that the
“platformisation” of the economy will continue. At the same time, we also think that the
traditional pipeline business model will also exist. Pipeline companies are less complex and
provide owners with more control, and several parts of the economy are not ripe for
platformisation. Moreover, pipeline and platform business models can co-exist within
companies.

Still, the “underlying economics” favour further “platformisation”. We expect to see more and
more pipeline companies adopt a platform strategy. This is likely in the parts of their
businesses where value creation can better be achieved by leveraging data and interactions
with and between customers, rather than by optimisation of the traditional value chain. We
would expect more platform giants to emerge, notably in the area of the Internet of Things.



THINK economic and financial analysis

Report | 10 July 2017 4

Looking to the future
With their rapid growth, platforms are profoundly changing the global business landscape. We
expect “platformisation” to continue given platforms’ strong benefit in value creation for
suppliers and consumers. We also expect to see more and more pipeline companies adopt a
platform strategy, and pipeline and platform business models to co-exist in many companies.
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