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6.1 � Introduction

Digital platforms have gained considerable traction due to their capac-
ity to generate immense value in a short time, connect stakeholders in new 
ways, and offer radically different business models (Constantinides et al. 
2018; Gawer 2021; McIntyre et al. 2021). A  distinctive feature of digital 
platforms is their ability to facilitate transactions between previously uncon-
nected groups (typically, the supply and demand sides) by lowering the bar-
riers and costs of exchange through innovative business models. Some of the 
most rapidly growing firms in recent decades, such as Amazon, Alibaba, and 
Google, have managed to leverage the potential of multi-sided markets and 
have attained valuations exceeding those of non-platform competitors by 
multiples. However, platforms also present particular challenges for strategy 
formulation because value creation and capture processes are complicated by 
the need to consider the platform’s distinct sides (Adner and Kapoor 2010; 
Ceccagnoli et al. 2012).

A key pathway to creating and capturing value, and thus sustaining a 
competitive advantage, lies in formulating a compelling strategy. Despite 
extensive discussions on strategy formulation in platform contexts (McIntyre 
and Srinivasan 2017; Rietveld and Schilling 2021), the literature involves 
two critical challenges: (1) insufficiently considering the interplay between 
supply- and demand-side strategies and (2) the conditions under which net-
work effects, which occur when the value of a product or service increases 
as more people use it, shield platforms from competition. In fact, previous 
studies have focused predominantly on the strategies of one side (e.g., how 
to incentivize complementors on the supply side) and platform-internal net-
work dynamics (e.g., platform growth). However, there is a lack of integra-
tive perspectives that consider strategic options across both sides. Moreover, 
the prevailing assumption that a large installed base—whether in terms of 
users or complementors—shields platforms from competition contradicts 
observations of new entrants dethroning established platforms. Therefore, 
a deeper exploration of the interplay between strategy choices, competitive 
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responses, and platform dominance is essential for a comprehensive under-
standing of platform dynamics.

To enhance the understanding of platform strategies for creating and cap-
turing value, we develop a conceptual framework that introduces a typology 
of generic strategies across platform sides and presents a set of testable propo-
sitions. This framework identifies the key trade-off between diffusion—rapid 
expansion to maximize network effects—and differentiation, which protects 
platform sides through unique, hard-to-replicate attributes. We examine how 
this trade-off influences strategic decisions regarding content ownership and 
user engagement. On the supply side, platforms must balance exclusive con-
tent differentiation with the broader reach achieved through openness. On 
the demand side, we explore the choice between attracting a large, loosely 
connected user base and fostering a smaller, more engaged community. Addi-
tionally, we propose hybrid strategies that combine elements of both diffu-
sion and differentiation and discuss their adaptability over time. Finally, we 
explain why these strategic choices influence network effects and platform 
vulnerability, allowing competitors to execute strategic attacks. We argue 
that, depending on the strategic orientation of both the incumbent and com-
peting platforms, the outcomes of platform competition may include com-
petitive substitution, separation, absorption, or complementarity.

This chapter extends theories regarding the strategic positioning of plat-
form firms in multiple ways. First, this chapter presents a typology of generic 
platform strategies and transfers this framework to the multi-sided context 
of digital platforms. In contrast to previous works studying platform strate-
gies, our framework explicitly considers and delineates the different generic 
strategies that platform providers can choose in terms of their supply and 
demand sides. This approach allows us to better map the complexity of stra-
tegic decisions in multi-sided markets and make more accurate predictions 
about the strategy-related performance of platform firms and competitive 
responses. Second, we stipulate that a central managerial trade-off for digital 
platforms exists between diffusion and differentiation. In doing so, we extend 
the related arguments on the strategic trade-offs discussed in prior work, such 
as those between openness and closure (Eisenmann et al. 2009) or between 
quantity and quality (Boudreau 2012). Third, we examine the important 
interplay between an incumbent platform’s strategy and the strategy of its 
competitor. Specifically, we offer new insights into conceivable competitive 
moves and strategic positioning that explain the competitive substitution and 
coexistence of rival platforms.

6.2 � Strategy Choice: Trade-off between Diffusion and 
Differentiation

Digital platforms have garnered significant scholarly attention due to their 
role as intermediaries connecting supply- and demand-side actors (e.g., Uber 
linking drivers with riders), creating multi-sided markets with strong network 



Digital Platform Strategies for Value Creation and Capture  95

effects (Gawer 2021; McIntyre et al. 2021). These platforms, characterized 
by low marginal costs and rapid scalability, often lead to “winner-takes-all” 
scenarios (Shapiro and Varian 1999), as seen in the swift rise and fall of 
social media platforms such as Facebook and Myspace. To maintain a com-
petitive advantage, platform strategies must navigate a key trade-off between 
diffusion—rapid expansion to leverage network effects—and differentiation—
offering unique, hard-to-replicate attributes to protect against imitation. On 
the supply side, platforms balance fostering a wide range of complements 
with ensuring exclusivity, while on the demand side, they weigh broad user 
acquisition against cultivating deeper user engagement (Boudreau 2012; Cen-
namo and Santalo 2013). Our framework builds on these strategic trade-offs, 
proposing that platforms can adopt hybrid strategies and highlighting the 
competitive dynamics that emerge from these choices. In the following sec-
tions, we explore how this diffusion–differentiation trade-off applies to the 
supply side (content strategy) and the demand side (user strategy), followed 
by an in-depth analysis of how strategic choices play out between competing 
platforms.

6.2.1 � Supply Side: Content Strategy

The appeal of a platform largely hinges on its accessible content (Hagiu and 
Spulber 2013; Subramanian et al. 2021). Here, content is broadly defined to 
include not just media (e.g., movies or games) but also services offered on the 
platform, such as homes listed on Airbnb or rides provided through Uber. 
Content delivery is critical because it shapes the platform’s value proposition 
and can range from aggregating and ordering existing content to produc-
ing proprietary and thus potentially exclusive content. Platform providers 
must decide their involvement in content creation: Readily available content 
enables swift diffusion at low cost but invites imitation, whereas exclusive 
content is costly to procure but shields from replication (Casadesus-Masanell 
and Zhu 2013). Thus, platforms must balance the benefits and drawbacks of 
content involvement (Shi et al. 2023). Based on a combination of theoreti-
cal insights and empirical observations from a variety of platform contexts, 
we identified three primary content strategies: collect, curate, and create. 
These categories emerged as distinct approaches reflecting increasing levels 
of platform provider involvement, investment, and control over content; they 
were selected because of their broad applicability across platforms and their 
ability to represent strategic trade-offs in balancing content diffusion and 
differentiation.

Collect

In the simplest form, platforms can operate as brokers by gathering con-
tent from various sources and consolidating it in a single location (Boudreau 
and Jeppesen 2015). In this model, the platform provider offers third-party 
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content without being involved in its creation, acting as an intermediary that 
reduces transaction costs between buyers and sellers (Baligh and Richartz 
1964). For example, Airbnb and Booking.com collect private accommoda-
tions but do not own or operate them, which significantly lowers investment 
needs (Carrasco-Farré et al. 2022). Similarly, eBay offers products through 
its platform without managing inventory or logistics, unlike traditional 
retailers. While this strategy allows for easy scalability and rapid diffusion, 
it limits the platform provider’s control over content availability and quality 
(Ghazawneh and Henfridsson 2013). The model relies heavily on third-party 
contributions and must convince providers and users through broad accept-
ance and ease of use; however, this also makes it vulnerable to imitation. For 
instance, Lyft replicated Uber’s ride-hailing service due to the low barriers 
for drivers and customers to switch platforms. Overall, the collector strategy 
enables rapid growth but is highly imitable.

Curate

To mitigate the imitation risks of a collector strategy, platforms can offer 
exclusive content accessible only through their platform (Cennamo and San-
talo 2013); this reduces the likelihood of users switching to competitors, as 
long as they value the exclusivity. Platform providers can incentivize con-
tent creators to offer exclusives by sponsoring or subsidizing content pro-
duction (Dale 2014). By curating exclusive third-party content, platforms 
compensate content providers for potential lost revenue outside their plat-
form (Landsman and Stremersch 2011; Cennamo et al. 2018). Like the col-
lector strategy, curating does not involve content creation by the platform 
itself. Instead, platforms act as patrons, supporting content through loans, 
co-financing, royalties, or advertisements. This allows them to secure exclu-
sive content without building internal expertise. For example, when Apple 
entered the streaming market with Apple TV+ in 2019, it chose to curate 
original content by collaborating with established studios and artists rather 
than producing its own. Curation allowed Apple to avoid the high costs of 
film production while offering exclusive content to compete with Netflix, 
Amazon, and Disney.

Create

Although the curator strategy allows platform providers to offer exclusive 
content, control over the type, quality, and exclusivity of content ultimately 
lies with the complementors. To increase content control, platform providers 
can choose to engage in the production of content themselves. By creating 
their own content, platform providers have significant control over the type, 
quality, and exclusivity of the content offered (Weeds 2016; Cennamo 2018). 
In addition, platform providers can associate their brand with the content 
they provide, which can help them build a recognizable and distinguishable 
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profile vis-à-vis competitors and users (Hagiu and Spulber 2013). For exam-
ple, Netflix invests massively in proprietary film studios to produce exclusive 
Netflix movies and series, and its target is for half of the company’s avail-
able content to be original and exclusive titles. Similarly, in recent decades, 
Sony’s decision to buy numerous developer studios that produce high-quality 
exclusive games for the PlayStation console set it apart from its main rival, 
Microsoft’s Xbox, and contributed to PlayStation’s high popularity. Micro-
soft responded to Sony’s acquisition spree by purchasing Activision for 
$68.7 billion, which secured the software company’s control over titles such 
as Call of Duty and Candy Crush.

Controlling the supply side helps platform providers attract and retain 
users, significantly reducing the risk of imitation from competitors since con-
tent creation is both time-consuming and costly. This strategy also allows 
for premium pricing. However, the need to produce original content incurs 
significant costs and requires investment in capabilities, compelling provid-
ers to raise service prices to recoup expenses. This price increase may deter 
users and slow the platform’s diffusion. For example, Netflix highlights in 
its annual reports that content production is its highest cost and that the 
“fixed cost nature of our content commitments may limit our flexibility” 
(Netflix 2023, p. 12), showcasing the constraints of a differentiation strat-
egy. Additionally, by providing high-quality content, platform providers may 
compete with or replace third-party offerings (Wen and Zhu 2019). If provid-
ers offer substitute content, it could deter third-party creators, leading to a 
crowding-out effect where they withdraw from the platform (Foerderer et al. 
2018; Zhu and Liu 2018). Consequently, platform providers may struggle 
with a dwindling supply side, further threatening the platform’s attractive-
ness and overall diffusion.

Proposition 1. A collector strategy compared to a curator strategy, or a cura-
tor strategy compared to a creator strategy, allows the platform to diffuse 
more quickly, but at the expense of a higher risk of imitation by com-
petitors. Conversely, a creator strategy compared to a curator strategy, 
or a curator strategy compared to a collector strategy, offers a platform 
a higher degree of differentiation from competitors, but at the expense of 
slower diffusion.

6.2.2 � Demand Side: User Strategy

Platforms diverge from traditional business models in how providers engage 
with users (Claussen et al. 2013). Unlike one-time transactions in traditional 
business models, platform users—defined as individuals or entities that uti-
lize the services offered on the platform—play a vital role in value creation, 
often forming communities that offer a competitive edge. For example, a loyal 
gamer community strengthens preference for a platform, shielding it from 
imitation (Shankar and Bayus 2003). However, the economic literature tends 
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to overlook the differentiation potential of user interactions (Gawer 2014). 
Strategically, platforms balance user accumulation with community-building 
efforts, facing a trade-off: prioritizing user growth lacks differentiation and 
exposes platforms to imitation, whereas community-building slows diffusion 
and risks being outpaced by competitors. We delineate three user strategies 
(accumulate, activate, and associate) and their attributes to illustrate these 
differences. These analytic categories represent the broad spectrum of how 
platforms can foster user involvement, from a broad focus on user numbers 
(accumulate) to more intense engagement and usage (activate) and deeper 
user bonds and community formation (associate). These strategies reflect dis-
tinct yet generalizable approaches in user management, each with unique 
implications for diffusion and differentiation.

Accumulate

In the simplest form, platform providers can aim to maximize the number 
of users on their platform. An accumulation strategy focuses on platform 
diffusion to exploit network effects, which further accelerates diffusion. The 
underlying logic is that a larger number of users will attract complementors, 
which in turn increases the platform’s attractiveness for users (Shapiro and 
Varian 1999). Examples of platforms that adopt this strategy are frequently 
found among streaming services such as Netflix, Spotify, and Audible. These 
services do not derive any direct benefit from how frequently or intently sub-
scribers use their service (on the contrary, it most likely increases service 
costs). Instead, the primary focus of these platforms is to attract as many 
users as possible to become the market leader and thus the de facto standard 
to which users and complementors are likely to turn. However, this strategy 
comes at the cost of high imitability because users do not have strong incen-
tives to stay on a platform to which they are primarily bound by indirect 
network effects. By offering cheaper prices or a broader set of complementary 
assets, competitors can easily win users.

Activate

An alternative to accumulating a large user base is focusing on user acti-
vation, where platforms prioritize the intensity of use to encourage users 
to spend more time and money on the platform (Claussen et al. 2013). By 
activating users, platform providers can sell more complementary products 
and services. While streaming services may not benefit significantly from 
users streaming more content, activation is crucial for platforms such as food 
delivery services (e.g., Delivery Hero and Uber Eats), where increased con-
sumption directly enhances value. Even a small number of frequent users 
can create more value and stronger network effects than a larger group of 
occasional users. Therefore, an activation strategy prioritizes usage intensity, 
encouraging frequent engagement through incentives. High platform usage 
helps users become more familiar with the platform, fostering loyalty and 
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increasing spending on complementary products (Chakravarty et al. 2014). 
This not only binds users and complementors to the platform but also raises 
perceived and actual switching costs, creating additional protection against 
competitors’ imitation. Ultimately, an activation strategy enhances user 
engagement and solidifies the platform’s ecosystem.

Associate

To deepen user engagement, platform providers can focus on associating 
users with the platform to foster a strong community. A  user association 
strategy emphasizes the intensity of interactions and community building 
rather than merely increasing the number of users. These communities are 
valuable assets for providers, ensuring loyalty, engagement, and potentially 
higher spending per user (Oestreicher-Singer and Zalmanson 2013; Clauss 
et al. 2019; Ricart et al. 2020). Providers can nurture these communities by 
facilitating communication, creating forums, and organizing shared activities 
or offline events, such as conferences (Fang et al. 2021). When users feel emo-
tionally connected to one another, it enhances their identification with the 
platform, providing a buffer against competition (Ashforth and Mael 1989). 
This strategy is often found in the context of gaming consoles, where plat-
form providers try to build strong bonds with the gaming community. For 
instance, Shankar and Bayus (2003) demonstrated that Nintendo’s game con-
sole surpassed Sega due to its committed fan base, despite having a smaller 
user base. Thus, the essence of an association strategy lies in fostering user 
interactions, which leads to stronger platform identification and loyalty.

Building a community usually comes at the expense of slower diffusion, 
since the development of a community is time-consuming and cost-intensive. 
For example, Jodel, a German messaging service that functions similarly to 
Twitter but restricts messaging to the communal vicinity, allows users to share 
information about local events. Jodel’s need to develop active and strong local 
communities constrains its diffusion because network effects are localized 
(Stallkamp and Schotter 2021). As a result, Jodel’s popularity varies immensely 
across cities; some cities are extremely active on the platform, whereas the plat-
form is nearly absent in others. Similarly, partnering websites such as Tinder or 
Parship depend on strong local communities. For users, it is highly unattrac-
tive if their next date is hundreds of miles away (compare Zhu et al. 2021). 
Platforms that need strong communities to function may well require higher 
investments in community building and, as a result, may face slower diffusion.

Proposition 2. An accumulation strategy compared to an activation strategy, 
or an activation strategy compared to an association strategy, allows the 
platform to diffuse more quickly, but at the expense of a higher risk of imi-
tation by competitors. Conversely, an association strategy compared to an 
activation strategy, or an activation strategy compared to an accumulation 
strategy, offers a platform a higher degree of differentiation from competi-
tors, but at the expense of slower diffusion.
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As summarized in Figure 6.1, a platform’s strategic positioning involves a 
trade-off between diffusion and differentiation. Diffusion favors rapid growth 
and strong indirect network effects by requiring minimal investment in con-
tent and users, but it exposes the platform to imitators. Differentiation, on the 
other hand, results in slower growth owing to the time and resources needed 
to create content and activate users, but it offers resilience against competi-
tors since unique features are harder to replicate. Neither strategy is strictly 
superior. For example, eBay has long pursued diffusion, acting as a simple 
intermediary between buyers and sellers of a wide range of products, without 
venturing into product development (content strategy) or community build-
ing (user strategy). Conversely, platforms such as Grindr and TIDAL have 
focused on differentiation from the start, targeting niche audiences and offer-
ing exclusive features. Platforms can also transition strategies in response to 
changing competitive dynamics. Netflix, for example, shifted from diffusion 
to differentiation by producing more exclusive series to retain subscribers. 
Alternatively, platforms such as Pinterest and Cisco’s Fog started with differ-
entiation, initially restricting access to build exclusivity, before later expand-
ing to a broader audience (Khanagha et al. 2022). Such transitions enable 
platforms to first capture niche markets and then scale as they mature.

6.3 � Competitive Interplay between Platforms

Depending on the choice of diffusion- or differentiation-oriented strategies, a 
platform is exposed to the attacks of competitors to different degrees. In prin-
ciple, network effects shield a platform from competitors, as platform users 
and content providers have a strong incentive to tap into the largest possible 
market, resulting in strong platforms becoming stronger and weak platforms 
remaining weak or disappearing, a situation known as “winner-takes-all” 
(Katz and Shapiro 1994; Shapiro and Varian 1999; Schilling 2002). How-
ever, this gravitational pull of networks is not homogeneous across platforms 
but varies depending on the strategies chosen (Panico and Cennamo 2022). 
While a diffusion strategy can contribute to fast-growing and large networks, 
they can be replicated or “poached” and thus offer little protection against 

Figure 6.1 � Digital Platform Strategies: A Process View
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Figure 6.2 � Digital Platform Strategies and Associated Trade-offs

competitors, a situation we refer to as platform vulnerability. We illustrate 
these mechanisms connecting platform strategies, network effects, and plat-
form vulnerabilities in Figure 6.2 and explain them in more detail below.

6.3.1 � Strategy Choice and Platform Vulnerability

The extent to which a platform’s strategy focuses on diffusion makes it sus-
ceptible to the imitation of content and user strategies, which in turn creates 
vulnerabilities that allow competing platforms to attack a relatively unpro-
tected supply and/or demand side. Owing to the connectivity created by indi-
rect network effects, the imitability of just one network side can engender 
vulnerabilities for the network as a whole. Generally, platform vulnerabilities 
emerge when the supply and/or demand sides of the platform are undifferen-
tiated and when competitors have similar access to the same content and/or 
user base. On the content side, platform vulnerability arises when the plat-
form collects content from third-party complementors, possibly offered on 
multiple platforms, which provides undifferentiated value. On the user side, 
platform vulnerability exists when the platform accumulates users that are 
loosely tied to the platform and hence provide little differentiation to com-
plementors or could switch to competing platforms with ease. The central 
logic underlying platform vulnerability is that the platform’s network may 
be large and rapidly growing, but the platform provider has little control 
over network participants. Thus, in pursuing diffusion, a platform faces the 
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imminent threat that part of its network will be captured or compromised 
by competitors.

Proposition 3. Diffusion-oriented strategies yield stronger network effects 
than differentiation-oriented strategies but at the expense of higher plat-
form vulnerabilities. Conversely, differentiation-oriented strategies, com-
pared to diffusion-oriented strategies, reduce platform vulnerabilities but 
at the expense of weaker network effects.

6.3.2 � Supply- and Demand-Side Attacks

The degree of platform vulnerability created by the strategies chosen by 
the incumbent gives competitors ample opportunity to attack the supply or 
demand side of the incumbent. It is reasonable for the competitor to direct 
an attack primarily on one side of the incumbent platform’s network, i.e., to 
attack either the supply side or the demand side, for two reasons. First, con-
centrating the attack on one side allows the competitor to deliver a heavier 
blow, since the resources required to do so can be targeted and directed force-
fully on one side. Second, competitors can exploit indirect network effects 
by focusing on one side, since gaining ground on one side of the network 
usually attracts the other side, triggering a positive feedback loop in which 
an increase on one side (e.g., the supply side) supports an increase on the 
other side (e.g., the demand side). Nonetheless, a competing platform may 
choose to attack the incumbent on both sides simultaneously or sequentially. 
Figure 6.3 shows the logic sequentially and for each type of attack, by which 

Figure 6.3 � Supply- and Demand-Side Attacks on Digital Platforms
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the competitor (1) curbs and (2) converts the incumbent platform’s supply/
demand side and ultimately (3) consolidates the network in its entirety.

Supply-Side Attack

By launching a supply-side attack, competitors can exploit supply-side vul-
nerabilities in a network. Disney’s challenge to Netflix’s streaming domi-
nance is a prime example. Through a series of major acquisitions—starting 
with Pixar in 2006, followed by Marvel in 2009, Lucasfilm in 2012, and 
20th Century Studios in 2019—Disney gained extensive control over con-
tent. In 2017, Disney ended its exclusive deal with Netflix and launched Dis-
ney+ in 2019, leveraging its vast library of proprietary content to compete 
directly with Netflix, which had relied on third-party studios. Disney+ lured 
users from Netflix by offering Disney content exclusively on the new plat-
form. By cutting off Netflix’s access to key content, Disney forced Netflix 
to ramp up its in-house production. The attack was highly successful, with 
Disney+ becoming the fastest-growing streaming platform in 2021, surpass-
ing 100 million subscribers by the second quarter and closing in on Netflix’s 
200 million subscribers (Stoll 2022). Disney’s supply-side attack exemplifies 
how controlling proprietary content can significantly disrupt an incumbent’s 
position.

From a theoretical perspective, a supply-side attack requires that the 
incumbent already has an existing network of complementors on the supply 
side and users on the demand side. In a supply-side attack, the competing 
platform attempts to replicate or surpass the incumbent platform’s supply 
side by appropriating a portion of the network. More specifically, the focus 
of a supply-side attack is for the competitor to cut off the incumbent’s access 
to content and thereby (1) curb the platform’s supply side. A network attack 
is especially promising when the incumbent’s supply side is undifferentiated 
and thus weakly tied to the platform, and the attacker has the ability to exert 
strategic control over part of the supply side. Strategic control describes the 
ability to deny the incumbent platform access to content and prevent the 
complementors from pursuing a multihoming strategy, so that the attacker 
gains exclusive rights. If successful, this attack triggers a chain reaction where 
the incumbent’s users shift to the competing platform’s stronger supply side. 
In turn, the higher number of users on the demand side (2) converts more 
complementors on the supply side to the competing platform, which sets 
a positive feedback loop in motion. The competing platform continues to 
(3) consolidate the network, and this loop continues until the incumbent 
platform is deprived of its network, decides to adopt a defensive strategy, or 
launches a counterattack. Therefore, we propose the following:

Proposition 4a. Platform vulnerabilities on the supply side that result from 
the incumbent platform’s diffusion-oriented content strategy make a suc-
cessful supply-side attack by a competing platform more likely.
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Demand-Side Attack

A demand-side attack targets weaknesses on the demand side of an incum-
bent platform’s network. Epic Games exemplifies this strategy with its Epic 
Games Store, challenging the dominant Steam platform. By offering over US 
$17.5 billion worth of free games, including blockbuster titles such as the 
Batman and Tomb Raider trilogies (Peters and Hollister 2021), Epic Games 
attracted a strong base of gamers seeking free content. As users signed up, 
they were exposed to advertisements and eventually made paid transactions, 
benefiting the store through commissions. This growing demand side also 
attracted major game publishers such as Ubisoft, EA, and Rockstar, aiming 
to boost their game sales. Epic Games’ strategy invested in building a loyal 
user base, enticing them with free, premium content to encourage future 
transactions. As the demand side grew, the platform became more attractive 
to publishers, helping Epic Games emerge as a key competitor to Steam. By 
focusing on users and free premium content, Epic Games attempts to capture 
a significant portion of Steam’s demand side, setting the stage for long-term 
platform profitability.

Conceptually, the demand-side attack works similarly to the supply-side 
attack, with the sequence reversed. The demand-side attack focuses on com-
promising the opponent’s weakly coupled demand side. The aim is to associ-
ate users exclusively with the entrant’s platform and to induce a high level 
of loyalty among users, which the incumbent platform cannot match with a 
loosely accumulated user base. Given a successful attack, the competing plat-
form would begin to convert a share of demand-side users from the incumbent 
platform. In this case, the supply side of the incumbent platform would also 
start to shift to the supply side of the competing platform. The reason is that 
the demand side of the competing platform is gaining increasing appeal for the 
supply side, and the growing supply side lures additional demand-side users 
to the competing platform. Through this demand-side attack, the incumbent 
faces a downward spiral, to which it may respond with further demand-side 
differentiation or a counterattack (e.g., a supply-side attack) to prevent losing 
its network to the competitor. We therefore propose the following:

Proposition 4b. Platform vulnerabilities on the demand side that result from 
the incumbent platform’s diffusion-oriented user strategy make a success-
ful demand-side attack by a competing platform more likely.

6.3.3 � Strategic Positioning and Sustained Competitive Advantage

When multiple platforms compete for the same complementors and users 
and are “exchanging blows” in the form of supply- and demand-side attacks, 
we expect the relevant network to split across multiple platforms. We also 
suggest that the fault line varies depending on the strategic orientation of 
the respective platforms. More specifically, we argue that a constellation in 
which the incumbent platform and the competing platform focus on diffu-
sion is not sustainable in the long run, while a constellation in which at least 
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one platform focuses on differentiation can lead to an equilibrium in which 
the network is divided along stable lines. We then venture to examine situ-
ations in which competitors also make efforts to merge networks, thereby 
enhancing network effects. Below, we expound on the mechanisms underly-
ing competitive substitution, separation, absorption, and complementarity as 
four conceivable strategic-level outcomes of competitive platform interplay.

After a competing platform has attempted to pull complementors and/
or users from the incumbent platform, the compatible complementors and 
users are dispersed across two or more platforms, which corresponds to a 
network division across multiple central nodes. In this competitive setting, 
platforms can engage in fierce competition to dominate the market, separate 
the network along newly defined fault lines, absorb untapped market seg-
ments, or coexist in a complementary fashion. The outcome largely depends 
on the strategic balance of differentiation and diffusion employed by each 
platform. As we elaborate on these network-level dynamics, we proceed 
under the assumption that the network is sufficiently large to permit the 
entry of multiple platform providers. This assumption could be violated, for 
example, if the network is geographically concentrated, as is the case with 
ride-hailing and dating platforms (Zhu et al. 2021), or if the network is still 
in its early growth phase. In such cases, competitive dynamics are likely con-
fined to single markets (e.g., ride-hailing in New York City) or short-lived, as 
the network is unable to sustain multiple intermediaries in a profitable man-
ner (Baligh and Richartz 1964). In Figure 6.4, we synthesize our arguments 
about how a network is likely to be divided depending on the strategy choices 
of two platforms competing for the same content and users.

Figure 6.4 � Strategic Choices and Competitive Dynamics between Digital Platforms
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Competitive Substitution

The rapid diffusion enabled by network effects provides an incumbent plat-
form with a strong competitive advantage, making it difficult for competitors 
to gain ground. In fact, users and complementors would see little benefit in 
siding with a smaller market competitor. Moreover, if the competitor tries to 
replicate the incumbent’s diffusion strategy (e.g., based on competitive pric-
ing), the incumbent can easily retaliate by lowering prices for users or by 
granting a higher profit share to complementors. A  likely outcome of two 
platforms pursuing a diffusion strategy with little differentiation is fierce com-
petition, where each platform tries to substitute the other. An example is the 
rivalry among various virtual assistants from Google, Amazon, Microsoft, 
Apple, and Samsung, which connect end users with a range of smart features, 
often developed by third parties (e.g., through Alexa skills in the case of Ama-
zon). Each assistant offered similar functionalities with varying degrees of 
technical sophistication; however, all strategies were geared toward diffusion 
in an attempt to become the dominant platform for virtual assistants.

In the early stages of a network, the tug-of-war between competing platforms 
leaves complementors and users with a high degree of uncertainty and can lead 
to slow network growth or even contraction as each side hesitates to commit to 
a platform. If the competition persists, the network is split along shifting lines, 
with each platform compromising the growth of the other. If a clear winner 
eventually emerges from the competitive battle (e.g., Facebook as the winner 
over Myspace), substitution is tantamount to a “winner-takes-all” outcome in 
which the dominant platform absorbs both the supply-side and demand-side 
networks of the competitor (Shapiro and Varian 1999). This scenario does not 
shield the incumbent platform from the emergence of new entrants that could 
once again threaten the dominant platform’s network (e.g., Snapchat as a new 
competitor to Facebook after the Myspace era). Hence, we propose:

Proposition 5a. When the incumbent platform and the competing platform 
choose a diffusion-focused strategy, the result is fierce platform competi-
tion where each platform attempts to substitute the other.

Competitive Separation

To prevent destructive platform wars with a diffusion-oriented incumbent, 
the competing platform can adopt a differentiation strategy that evades direct 
confrontation. Direct clashes between two diffusion strategies can disad-
vantage the competing platform, struggling against the network effects that 
bolster the incumbent’s position (Chintakananda and McIntyre 2014; Thies  
et al. 2018). For instance, since 1995, eBay has pursued a diffusion strategy, 
allowing users of its platform to buy and sell products across a wide range 
of categories in exchange for transaction fees assumed by the sellers. Rather 
than competing with this diffusion strategy, the online marketplace Etsy  
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pursued a differentiated approach by charging $0.20 per listing (rather 
than charging per transaction) and focusing on high-quality, craft-related,  
vintage, and handmade items. This differentiation approach allowed 
Etsy to take $2.671 billion in revenues in 2023 (compared with eBay’s 
$10.11 billion), with 7.5 million active sellers and 95.1 million active buy-
ers worldwide in 2023 (compared with eBay’s 132 million active buyers and 
sellers in 2023).

Competitive Absorption

Alternatively, if the incumbent platform pursues a differentiation strat-
egy, this leaves the door open for the competing platform to deploy a 
diffusion-focused strategy. This strategy combination can be particularly 
effective if the incumbent leaves potential users with specific demands 
uncovered, which its competitors can absorb. For example, when Apple 
launched its iPhone in 2007, the underlying operating system iOS was tied 
to its expensive hardware, which was out of reach for many customers who 
were unwilling to spend a premium price for a phone. This allowed Google 
to enter the market with a diffusion-focused strategy when it launched 
Android one year later. While Apple built a closely controlled ecosystem 
linking its software to its own hardware, Google pursued an aggressive dif-
fusion strategy by developing a platform that was open to third-party device 
manufacturers.

Regardless of which party opts for a diffusion-focused strategy or a 
differentiation-focused strategy, diverging strategies are usually compatible 
in platform markets. At the same time, given that diffusion-driven strate-
gies typically aim at reaching a wide audience with a competitively priced 
product, while differentiation strategies target a smaller, more demanding 
segment, the result of diverging strategies is usually competitive coexistence 
between a dominant player and a subordinate player. Examples from Win-
dows and Mac, Android and iOS, Microsoft Teams and Slack, or Quora and 
Reddit show that markets can support a large diffusion-focused platform 
and a small differentiation-focused platform in the long run. Although the 
platforms are competitors, they do not battle for dominance or major shifts 
in how the network is divided, but concentrate on serving their respective 
segments:

Proposition 5b. When the incumbent platform chooses a diffusion-focused 
strategy and the competing platform chooses a differentiation-focused 
strategy, the result is competitive separation, with a dominant player and 
a subordinate player serving the market.

Proposition 5c. Conversely, when the incumbent platform chooses a 
differentiation-focused strategy and the competing platform chooses 
a diffusion-focused strategy, the result is competitive absorption, with  
a dominant player and a subordinate player serving the market.
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Competitive Complementarity

Finally, this leaves a scenario where the incumbent platform and the compet-
ing platform choose differentiation-focused strategies. In this situation, both 
incumbent and competing platforms adopt differentiation-focused strategies, 
prioritizing non-imitability over diffusion. This leads each platform to cater 
to distinct market segments, enabling their coexistence without direct com-
petition for the same user group. The network is divided based on user pref-
erences, akin to traditional product markets with limited network effects. 
For instance, Disney+ and Netflix both offer exclusive content but focus on 
distinct primary viewer groups (e.g., exclusive family-friendly content and 
sports in the case of Disney+, exclusive series in the case of Netflix). Simi-
larly, gaming consoles such as Nintendo and Xbox differentiate their offer-
ings, targeting different demographics and building dedicated communities 
(e.g., children vs. adult gamers). With demand heterogeneity, markets can 
sustain multiple differentiated platforms where network effects are confined 
to smaller user groups on the basis of preferences:

Proposition 5d. When the incumbent platform and the competing platform 
choose a differentiation-focused strategy, the result is competitive comple-
mentarity where each player serves a distinct market.

6.4 � Conclusion and Implications

We have developed a conceptual framework to systematize the strategic 
choices available to platform firms competing in multi-sided markets charac-
terized by strong network effects (Figure 6.1). Our model is based on the idea 
that platform providers face a fundamental trade-off between focusing on 
diffusion or differentiation. While diffusion-focused platforms typically ben-
efit from stronger network effects, they are also more vulnerable to competi-
tor attacks, making hybrid strategies a potential alternative (Figures 6.2 and 
6.3). We argue that this trade-off is further influenced by the strategic posi-
tioning of rival platforms, with the constellation of strategic positions often 
determining whether platforms can coexist or substitute for one another 
(Figure 6.4).

6.4.1 � Theoretical Implications

Our framework lays the foundation for formulating digital platform strate-
gies and analyzing performance and competitive implications. Additionally, 
we offer a refined typology for describing the strategic positioning of plat-
form firms, addressing trade-offs such as openness vs. closure (Eisenmann  
et al. 2009) and quantity versus quality (Boudreau 2012). Unlike prior 
research that focused on single platform contexts, our framework allows 
scholars and practitioners to distinguish digital platforms along a spectrum 
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of diffusion and differentiation and understand these choices in the context 
of competitive interplay. This classification helps accurately describe the 
strategic positioning of platform providers with respect to complementors 
and users, highlighting hybrid strategies that have received limited scholarly 
attention despite their practical prevalence. We thus enable more fine-grained 
analyses of platforms.

With this chapter, we join a more fundamental conversation in the strategy 
literature on strategic choices and positioning that goes back to the foun-
dational strategy works of Chandler (1962) and Porter (1985). With the 
emergence of rapidly growing platform firms and ecosystems in recent dec-
ades, the competitive landscape has been increasingly defined by the creation 
of multi-sided markets and network effects (Jacobides et al. 2018; Shipilov 
and Gawer 2020). Moreover, whereas cost and quality leadership are valid 
strategies in the industrial world, the digital world enables diffusion at low 
marginal costs and leads to a homogenization of quality through the rapid 
copying of best practices and a continuous updating of services (Kim et al. 
2004). Similarly, market entry decisions are strongly constrained by network 
dynamics so that first mover and follower strategies must be evaluated in 
light of their diffusion and differentiation potential (Lieberman and Mont-
gomery 1988; Özalp and Kretschmer 2019). In the same vein, the classic 
dichotomy between market and hierarchy (i.e., make or buy decisions) needs 
to be reconsidered because digital platforms often create their own markets 
and therefore can control many transactional attributes, such as the level of 
uncertainty and opportunistic threats (Williamson 1975; Chen et al. 2022). 
As a result, firms are increasingly expected to design strategies that offer 
the possibility of creating a sustainable competitive advantage in shifting 
contexts. The framework developed in this chapter highlights key strategic 
choices and trade-offs in the context of digital platforms and thereby trans-
lates fundamental strategic principles to the digital economy.

6.4.2 � Managerial Implications

Our study has important implications for practice. For platform founders, 
our study underscores the risk of platform vulnerabilities associated with 
diffusion-oriented strategies. In particular, we warn that new platforms may 
focus primarily on building a network of complementors and users without 
paying sufficient attention to the risk of competitive attacks. Such attacks 
become more likely once a platform has built a large but loosely coupled net-
work that can be easily captured by a supply-side or demand-side attack. We 
advise that managers leverage the dynamics of diffusion and differentiation 
over time to counteract these risks, depending on the intensity of platform com-
petition. Our framework is also valuable for platforms operating in mature 
markets with strong competition, as it shows how differentiation-oriented 
strategies on the supply and/or demand side can help a platform maintain 
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a competitive advantage and successfully coexist with other platforms. Our 
model demonstrates that platforms competing solely on diffusion tend to 
exhaust one another, which is valuable insight for managers who formulate 
strategies for new platforms.

6.4.3 � Limitations and Future Research

The scope of this chapter, however, does not allow for the illumination of 
other interesting aspects, thus leaving possibilities for future research. One 
key area is complementor strategies, especially multihoming, where com-
plementors operate on multiple platforms (Cennamo et al. 2018). Multi-
homing reduces a platform’s ability to differentiate, making the interaction 
between a platform’s content strategy and complementors’ presence across 
platforms particularly intriguing. For example, studies could explore how 
a platform provider’s diffusion–differentiation strategy affects multihoming 
and the potential entry or exit of complementors. Pricing strategy is another 
vital topic (Tan et al. 2020): Deciding when and how to monetize users or 
complementors can be influenced by content differentiation and user loy-
alty. Understanding these dynamics may provide deeper insights into pricing 
in multi-sided markets. Additionally, network effects present in platforms 
may drastically change when such platforms become more decentralized 
and intermediary-free. This can be the case for blockchain-based platforms 
(Hanisch et al. 2025), where successful strategies and adoption often hinge 
on governance decisions (Goldsby and Hanisch 2022). As such, strategies 
for decentralized blockchain platforms constitute an exciting research area 
that goes beyond the centralized assumptions covered in this chapter. Finally, 
cross-platform strategies, such as integrating platforms into hubs or ecosys-
tems (e.g., Amazon Prime or WeChat), introduce strategic challenges, includ-
ing how diffusion on one platform complements differentiation on another. 
Investigating these areas could advance the understanding of platform 
dynamics.
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