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In this session, we will discuss

 How to formulate IT-driven competitive strategies

 How IT-driven disruptive innovation eliminates bottlenecks or 
choke-points in a traditional industry

 How a two-sided platform with network effects works
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What did you learn from Otis?

 What did you learn from Otis case (with IT and Competitive 
Strategies)?

 This session’s topic is “IT-Driven Competitive Strategies.” How 
different do you think it is from Session 1-2?

http://www.jobaps.com/SCCAT/sup/bulpreview.asp?R1=64&R2=47&R3=10
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IT-Driven Competitive Strategies (1/2)

 We have discussed that competitive strategies affect how 
companies use IT. 

 Today, we’ll discuss the other way around.

 How IT affects competitive strategies.

 How firms can leverage IT in formulating new strategies for 
disruptive innovation and sustainable competitive advantages.

Strategy IT
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IT-Driven Competitive Strategies (2/2)

 Two ways for disruptive competitive strategies enabled by IT

 by eliminating industry bottlenecks or choke points that 
limit supplies or demands

 by building a two-sided platform that interconnects 
customers and suppliers

https://www.research-live.com/article/features/big-bang-disruption--and-five-keys-to-survival/id/4011192
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Industry Bottlenecks or “Choke Points”

 Prevalent market inefficiencies that structurally limit supplies or 
demands in an industry 

 With limited supplies, customers have to pay higher prices.

 With limited demands, firms cannot make enough profits.

http://www.cascadeeducationalconsultants.com/blog.php?id=7822935245829712246
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http://blog.mainstreethost.com/tis-the-season-businesses-seek-different-avenues-for-holidays/best-buy-showrooming#.UYwA17VWySo

BestBuy, a.k.a Amazon Showroom
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http://www.businessinsider.com/how-netflix-bankrupted-and-destroyed-blockbuster-infographic-2011-3
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 What bottleneck do Amazon.com and Netflix eliminate?

 How do they use IT to do so?

Amazon.com and Netflix (1/2)

http://phx.corporate-ir.net/phoenix.zhtml?c=97664&p=irol-irhome
http://mashable.com/2014/07/14/netflix-verizon-still-slow/



10MIS 5402 Spring 2017 – Session 2-2 – IT-Driven Strategies

MIS 5402 – Managing Technology & Systems Min-Seok Pang – Jan.14.2017
http://neilpatel.com/2015/12/22/7-brilliant-examples-of-brands-driving-long-tail-organic-traffic/
https://mi021.wordpress.com/2013/04/03/netflix-long-tail-approach-for-small-businesses-too/

Long Tail Economics (1/2)
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Long Tail Economics (2/2)

# of Available Products

Revenues

Operating Costs 
in Offline Stores

Operating Costs 
in Online

# of products
in offline stores

# of products in online is 
virtually unlimited.
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http://www.npr.org/books/titles/148607252/fifty-shades-of-grey
http://en.wikipedia.org/wiki/Fifty_Shades_of_Grey

http://www.express.co.uk/printer/view/336759/
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http://images.businessweek.com/cms/2012-01-25/feature_amazon05__02__popup.jpg
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 Both companies addressed bottlenecks in the traditional retail 
industries created by limitation in physical spaces.

 disrupted the industries by making “long tails” possible.

 eliminating choke points created by middlemen

 publishers (between authors and readers)

 cable operators (between content providers and viewers)

Amazon.com and Netflix (2/2)

http://www.sweetprocess.com/tired-of-being-the-bottleneck-heres-how-to-determine-the-first-repetitive-task-that-needs-a-documented-procedure/
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Betterment and Wealthfront (1/2)

http://time.com/money/page/robo-advisers/
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 In the traditional money-management industry, human 
investment managers are expensive.

 Customers have to invest a hefty sum (a high investment 
minimum), to pay hefty management fees (1% of assets 
every year), or both.

 The two companies eliminate bottlenecks that limit demands for 
investments.

 No investment minimum

 Management fees as low as 0.15%

 reached untapped demands for investments from mostly young 
investors

Betterment and Wealthfront (2/2)
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 How do FreshDirect, Uber, Airbnb, and Khan Academy try to 
disrupt the existing industries by address which bottlenecks?

http://www.prlog.org/10663226-freshdirect-celebrates-nurse-appreciation-week-with-delivery-of-complimentary-meals-for-nurses.html
http://abovethecrowd.com/2014/03/11/a-deeper-look-at-ubers-dynamic-pricing-model/

http://www.wehoville.com/2014/02/18/airbnb-peer-to-peer-businesses-weho/
http://trikeapps.com/projects/sharing-the-love/khan-academy/

Any Other Example? (1/2)
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Any Other Example? (2/2)

 FreshDirect, Uber, Airbnb, and Khan Academy address the 
following choke points or inefficiencies in the existing industries.

 limited space at grocery stores and limited selection for 
customers

 heavily regulated amount of taxicab fleets and pricing

 untapped lodging spaces in urban downtowns

 limited classroom space and one-size-fits-all education
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Bottleneck in Your Industry?

 Is there industry-wide inefficiency in your industry that 
structurally limits supplies or demands?

 Can technology eliminate this inefficiency?

 How can you take advantage of technologies 

 to uncover unserved demands or 

 to unleash untapped supplies in your industry?

http://electric-cloud.com/solutions/unlock-agile-bottleneck/
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Anyone has ever used Airbnb?

 Anyone who has found an apartment to stay at Airbnb?

 Anyone who has rented your apartment to a guest at Airbnb?

 Why is Airbnb so popular?

http://www.asacredjourney.net/2015/07/seattle-airbnb-apartment/
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http://rentingyourplace.com/airbnb-101/
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http://blog.thinque.com.au/futurist-keynote-for-the-hospitality-industry-part-1/2
http://saragbrodersen.dk/how-the-leisure-industry-will-survive-sharing-economy/
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https://www.pinterest.com/pin/123286108528135231/
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created by Marshall van Alstyne
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Platforms with Two-Sided Network Effects
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One-Sided Network Effects

 The value from a product/service increases when more 
customers use the same product/service.

 Example?

https://ivegotatrickyname.wordpress.com/tag/marketplace/
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Two-Sided Network Effects

 The value from a product/service increases when there are 
more customers/suppliers in the other side.

 Airbnb is more valuable to guests when there are many 
rental properties listed.

 Airbnb is more valuable to hosts when there are many 
potential guests.

 Other examples?
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Uber’s Growth

http://www.latimes.com/business/la-fi-0822-uber-revenue-20150822-story.html
https://newsroom.uber.com/truck-driver-jobs-vs-driving-with-uber/
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Uber vs. Lyft Growth

http://www.businessofapps.com/uber-usage-statistics-and-revenue/
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Growth of Two-Sided Platforms

 Two-sided network effects gives platform businesses (e.g. 
Airbnb, Uber, and eBay) 

 an ability to scale up the size of operations very quickly

 without a need to own assets and spend a large amount of 
capital

 Due to network effects, it is increasingly difficult for a new 
entrant (e.g. Lyft) to catch up the incumbent (e.g. Uber) that has 
already built a large network of buyers and suppliers.

 Two-sided platforms are not new (e.g. credit cards, real estate 
agents), but technologies and the Internet allow them to 
interconnect a large number of suppliers and buyers together.
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How to Create Network Effects?

 A chicken-and-egg problem

 Without potential guests, hosts would not list their 
apartments at Airbnb.

 Without apartments listed, guests would not try Airbnb.

 How would you solve this problem in your platform?

http://iterated-reality.com/2015/03/17/the-chicken-or-the-egg-causality-dilemma-solved-by-unity-consciousness/
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Two-Sided Platform Game (1/2)

 Each group operates a platform (e.g. Airbnb) and competes with each 
other (e.g. Homeaway).

 Each group starts with 20 customers (guests) and 5 suppliers (hosts).

 In each round, you have to decide how much $ to charge customers 
and suppliers (between $0 and $20).

 The marginal costs for customers and suppliers - $3

 The number of new customers/suppliers depend on your prices.

 Your goal is to grow the number of customers                                       
and suppliers and to make most revenues.
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Two-Sided Platform Game (2/2)

# of New Suppliers in Round t

# of New Customers in t

Price to Suppliers

Price to Customers

 You’ll get more new customers qc when 

 your customer price pc is low compared to others (pc)

 and you have more suppliers (Qs).

 You’ll get more new suppliers qs when 

 your supplier price ps is low compared to others (ps)

 and you have more customers (Qc).

 Your revenue = (pc–3)×Qc+ (ps–3)×Qs

# of Customers

# of Suppliers
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Pricing Strategies to Build Network

 An introductory pricing - charging a low price to attract new 
customers and suppliers

 Once the platform is built, it can raise the prices to recoup the 
initial investments.

 If the network is large enough, customers/suppliers are 
willing to stay even with high prices.  

 The platform can choose to subsidize either suppliers or 
customers and to make up from the other side.

 Which side to subsidize depends on their willingness to pay, 
price elasticity, and need for the other side
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How Pays Nothing to the Platforms?

Men Night Club Women

Customers Credit Card Merchants

Home Buyers Real Estate Home Sellers

Customers OpenTable Restaurants

Buyers eBay Sellers

iPhone Users iTunes App Developers

Employers LinkedIn Employees

 In a two-sided platform, who is subsided?

 Depends on what?
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“EJ” Incidents in Airbnb (A)

 What happened?

 How serious is this incident to Airbnb?

 What would happen to Airbnb platform if it does nothing?

 What should Airbnb do?

http://www.timesledger.com/stories/2014/3/burglary_tl_2014_01_17_q.html
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Two-Sided Network Effects turn VICIOUS!

 The value from a product/service increases when there are 
more customers/suppliers in the other side.

 Once hosts like EJ leave the platform, fewer guests will 
remain,

 which lead to fewer hosts, which lead to fewer guests, and 
so on.
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Online Reputation System (1/2)

 What are the examples of online reputation systems in other 
platforms?

 How about at eBay?

 How about at Uber?

 Why is a reputation system important?
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In Uber

 What are the policies in Uber to manage the pool of drivers?

 Why are they necessary?

 Uber drivers are expelled if their ratings go below 4.2 out of 5 or 
if they get two traffic tickets.

 Is it too harsh?

http://ubermanilatips.com/uber-rating-system-driver-ratings/
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 What do these measures aim to achieve? Why are these 
necessary?
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 Which measure is for hosts?

 Which measure is for guests?

 Why are these measures necessary?
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One Consequence of This Policy

http://www.bloomberg.com/news/articles/2015-12-10/study-finds-racial-discrimination-by-airbnb-hosts
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https://www.bloomberg.com/news/articles/2016-10-31/study-finds-racial-discrimination-by-uber-and-lyft-drivers
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Let’s Debate!

 Now what should Airbnb or Uber do?

 Should Airbnb actually find out hosts who racially discriminate 
and ban them from participating the platform?

 If yes, how can it define a racial discrimination?

https://hannahouglum.wordpress.com/2012/03/22/malibu-to-ban-chain-stores-2-2/
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 Two-sided network effects depend not only on the size of the 
network but also on its quality.

 A few bad apples in either side can lead to “negative” 
network effects.

 In order to build a sustainable two-sided platform, there should 
be a mechanism that ensures trust and safe interactions between 
the two sides.

 Uber passengers should be able to trust drivers for safe 
rides, and vice versa.

 Airbnb hosts should be able to trust guests for safe stay, and 
vice versa.

Online Reputation System (2/2)
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IT is a catalyst to new competitive strategies.

 IT is an enabler, a facilitator, and a catalyst in developing new 
competitive strategies.

 Smart use of technologies (not necessarily state-of-the-art ones) 
can produce a competitive strategy that shakes up the existing 
industries.  

 That’s why CIO can stand for a chief innovation officer.

Strategy IT


