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Since 1994 when I first published the concepts of product-platform
strategy, Product Strategy for High Technology Companies
(McGraw Hill, 2001) has become a mainstay of strategy in many
industries, particularly for high-technology companies. Some of the
most successful companies implemented a product-platform strat-
T FCHNOLO GY egy, and many of those who didn’t failed as a result. In this new
GOV NNBEERNY book, as well as others in this series, I expand and update these con-
cepts, adding new lessons learned in the past decade, and illustrate
them with current examples.
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Since there are several new concepts and so many great examples,
I’ve decided to update Product Strategy through a series of new books, each focused on a par-
ticular product strategy topic. This first book, Understanding and Applying Product-Platform
Strategy, starts with the core underlying concepts of platform strategy, based on workshops I
have been giving around the world over the last few years.

There are several new concepts that I added or expanded on in this book. The concept of plat-
form layers expands on original concept of elements in complex platforms. As product plat-
forms evolved to be more complex, organizing them into layers became logical.

Platform robustness is introduced to address the issue that not all platforms are created equal,
and this builds on the concept of vectors of differentiation in my original book. Competitive
advantage can come from having a more robust product-platform strategy than a competitor.

The issues around a platform as part of an ecosystem are now more relevant and discussed in
more detail. This has become increasingly important, as more companies have implemented
platform strategies that are linked with others.

Also as more companies have leveraged product-platforms into new markets, the concepts of
derivative platforms have become more important. So we will examine derivative platforms in
more detail.

This book, as will others in this series, will be published primarily in electronic formats, with
limited on-demand printing. This enables continuously updating the book and wider distribu-
tion.

Other books in this series will include:
(1) Inside and Behind Apple’s strategy 2001-2015

(2) Rapid Growth Through Platform Leverage (Highways to Growth)
(3) Vectors of Differentiation as The Key to Competitive Advantage
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Michael E. McGrath

Michael McGrath is a successful CEO, management expert, and expe-
rienced board member with extensive executive experience in the soft-
ware industry and technology strategy. He founded and managed
PRTM, the most successful management-consulting firm to the high-
technology industry; led the successful turnaround of i2 Technologies;
is an experienced board director; and is a published expert on strategy
and product development.

Michael has been recognized for his expertise in several areas critical to the success of busi-
nesses today.

Product Strategy

Michael is a recognized expert in high-technology product strategy. Many successful compa-
nies have used the concepts in his book Product Strategy for High-Technology Companies,
particularly his strategic concepts on platform strategy, as the basis for product strategy. He
continues to actively advise companies on product strategy.

Decision Making

Michael is also a recognized expert in business decision-making. His latest book, Business De-
cisions, was the culmination of more than 25 years of advising executives throughout the world
on business decisions. Michael has appeared as a decision expert for CNBC, CNN International,
ABC, and Fox Business; and he has done more than 100 radio interviews on business topics.

R&D Management

He initiated PRTM’s product development consulting practice in the late 1980s, creating the
PACE® process. PACE has been implemented by more than 1,000 of the largest technology
and industrial companies in the world to significantly improve R&D. His books (Next Genera-
tion Product Development, and Setting the Pace in Product Development) are standard refer-
ences for product development. In 2004 he received the first lifetime achievement award from
the Product Development and Management Association in recognition of his work in product
development and product strategy.
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FOREWORD BY MAGNUS BILLGREN

For many years I have been looking for the secret in creating sustainable profitability in the
technology intensive sector. The speed of development is high and the complexity immense. |
have tried UX focused development. Some very good results, but then also with catastrophic
endings. [ have tried modular solutions with the result of complex configuration. Thus creating
a difficult sales process. I came close to a new way of working when I introduced the concept
of Driving Forces and connected all development to them.

I started to examine the core of products. What creates the uniqueness over time? This question
has been in my mind in every project I’ve had. In 2010 I came across the book by Michael
McGrath, “Product Strategy for High Technology Companies”. It opened my eyes and it be-
came obvious to me. The Platform and how it links to “the Resonating Focus” in the market
give a sustainable vector of differentiation. Thus building the fundamentals for long-term prof-
its.

The "concept also enables a strategic approach to all development and technology strategies.
McGrath explains the concepts clearly and gives great examples of how it has been used.

I had the great pleasure to work with Michael McGrath and to invite him to Sweden. I was
thrilled and honored to work with him. So it is with great pleasure to have a Tolpagorni Edition
of his book. In this edition the Platform strategy has been extracted from the original book
making it a must reading and inspirational source for Product Management.

The Author Michael E. McGrath and Magnus Billgren, CEO and founder Tolpagorni

Thank You, Michael for the book and all your work in the field of product development.

Magnus Billgren
CEO & Founder Tolpagorni Product Management
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FUNDAMENTALS OF PRODUCT-PLATFORM STRATEGY

Product-platform strategy is the foundation of a strong business strategy, especially in high-
technology companies with multiple products based on a common set of shared technologies.
Over the last 15-20 years, we have seen companies using a product-platform strategy to out-
compete those who had a strategy based more on individual products. In Understanding and
Applying Product-Platform Strategy, we will look at the fundamentals of platform strategy, the
characteristics that make it successful, how to manage it, and how to use it to drive rapid growth.

As was the approach with previous Product Strategy books, we will focus on examples not only
to illustrate the strategy, but in fact, as the basis for deriving the concepts behind product-plat-
form strategy. A number of different examples will be used to illustrate the concepts, but a few,
particularly Apple, will be used as examples to illustrate concepts throughout the book.

To start off, the best way to consider product-platform strategy is as primarily a definition for
strategic thinking, planning, and decision-making. This forces a company to separate product-
platform strategy from its strategy for product-lines and individual products, enabling it to con-
centrate on the most important strategic issues. It can leverage platform technologies across a
broad range of products, while also providing operational leverage from commonality. Finally,
a robust product-platform strategy provides a powerful growth engine by enabling a company
to leverage a platform into new markets.

A product platform is a common foundation of shared elements such as technologies, especially
the defining technology, implemented across a range of products. These shared elements are
not necessarily complete in the sense that they are something that could be sold to a customer,
although we will see a few examples where they are. These shared elements are leveraged to
create products through the product platform.

Let’s start off with some general characteristics and important product platform definitions:

e Layers — A product platform typically has multiple layers, which are essentially cate-
gories of similar elements such as common software elements, common hardware com-
ponents, business process, services, etc. These layers are combined to build the
platform. This expands on the concept of layers of elements from my previous writing
on platform strategy, and is helpful as platforms became more complex.

¢ Elements — These are the individual components of a platform layer such as specific
technologies, software applications or functions, business process elements, etc. In a
successful platform strategy, these elements are continuously improved and new ele-
ments are added to each layer.

o Defining technology — This is the most critical platform layer. It defines the platform’s
capabilities and limitations, and usually the competitive advantage of all products cre-
ated from the platform. It is literally what defines the platform, and the platform lifecy-
cle is usually determined by the competitiveness of the defining technology.

o Supporting layers/elements — These are the other layers and elements within a layer
in the platform that are necessary to complete the platform. These may be also be
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unique and provide competitive advantage, but they tend to be similar to those used by
competitors.

¢ Segmenting layers/elements — As multiple product lines are deployed from a common
platform, segmenting layers and elements of the platform essentially create these dif-
fering product lines.

e Derivative platform — Not all companies have a single completely common platform.
In some cases, a derivative platform is created to enter a new market. Typically, a de-
rivative platform incorporates one or more new platform layers while leveraging some
of the critical layers/elements from a common platform that underlies multiple deriva-
tive platforms. Derivative platforms are also something I emphasize more now, as more
companies have done this successfully.

o Individual products — These are the specific products created from the common un-
derlying product platform, which are sold to customers. Products are revenue generat-
ing. Products may sometimes be grouped into product lines.

Copyright © 2015 Michael E McGrath



PLATFORM EXAMPLES

As one would expect, product platforms vary widely across industries. Amazon’s product plat-
form consists of its software foundation for browsing, searching, and reviewing content as well
as the evaluation tools such as rankings and customer reviews, combined with its order pro-
cessing, fulfillment and supply-chain capabilities. Netflix platform includes its video streaming
capabilities, video content, and its user interface. BMW views its platform as common modules
such as the powertrain, driving dynamics, electronics, and body and interior trim that it applies
across multiple product-lines (series) of cars. Tesla has a unique platform based on its proprie-
tary powertrain and unique approach to using electric batteries. Keurig has a unique platform
for its single-serving coffee brewing and k-cups. We will review these and other examples in
more detail, but first let’s start out with what is perhaps the most successful company ever built
upon product-platform strategy: Apple

APPLE’S PRODUCT PLATFORM

Apple has been perhaps the most successful company in history, and its success is based on an
exceptional product-platform strategy. Over the decade from 2004 to 2014, Apple grew from
$10 billion in revenue to $182 billion. Its market value is more than $800 billion.

Apple’s product platform strategy began when Steve Jobs’ articulated his vision for the future
Apple platform of a Digital Hub on January 9, 2001. At that time, he introduced several soft-
ware applications for this Digital Hub platform, including iTunes, which was going to become
the first layer of this new product platform. The iPod followed later that year in October and
then the iTunes store in April 2003, setting the stage for the iPhone on January 9, 2007. The
Apps store was introduced in 2008, creating another platform layer and new derivative plat-
form, the iPad, was released on January 27, 2010, along with iBooks and the iBookstore. Apple
continued extending and leveraging its platform with Apple Pay, the Apple Watch, Apple TV,
and Apple Music.

It’s clear that Apples success and growth was based on an exceptional platform strategy. Since
Steve launched Apple’s new platform vision in January 2001, Apple has been extraordinarily
successful. Its stock price has increased from a split adjusted $1 to more than $128 per share.

If you had understood Steve’s platform vision that he ar- |[Apple Stock Price Increase

ticulated that day and had faith in his creative ability to |Dec. 2000 $1.00
build this platform, you could have made a great invest- [jyne 2015 $128.88
ment. A $10,000 investment in Apple prior to the launch Return 12888%

of its new platform vision would have turned into $1.3
million 15 years later.!

This is a truly remarkable story based on a truly remarkable platform strategy, so let’s look
more closely at Apple product platform that is illustrated for the Apple iPhone. We will look at
how this basic platform is leveraged into similar derivative platforms later on.
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The best way to view the Apple product platform is as multiple layers, containing numerous
elements within each layer.

IOS SOFTWARE LAYER

Let’s examine each of these layers in Apple’s platform, starting with the i0OS Software Layer,
positioned just below the iPhone Hardware Layer. This is the defining technology of the plat-
form. It includes basic software functionality for the user interface, direct manipulation, multi-
touch gestures, rotation, etc. In addition it includes the cellular software that supports a very
large number of cellular services worldwide. Then there are basic support functions such as the
home screen functionality, notifications center, multi-tasking, photo support, utilities, etc. The
Siri voice command capability was introduced in 2012. Apple is continually expanding and
improving the 10S software layer of its platform with annual improvements, and most of the
functionality is used across all of its product lines and derivative platforms. This iOS software
layer provides the basic user interface and defines how customers use the iPhone and other
derivative products.

iPhone Hardware

Touch Screen | Simple Desig Graghics . ars Sim Card

INCLUDED APPLICATIONS LAYER

The next layer is the Included Applications Layer. These are the applications that Apple in-
cludes for free, such as phone capabilities, email, browser, music player, maps, video player,
text messaging, photo viewer, stocks, weather, notes, reminders, news stand, calculator, game
center, passbook, and many more. Here again, Apple is continually extending these, recently
Apple Pay was added, as well as the Health Center. These included applications provide addi-
tional value to customers by making the iPhone more functional. By extending and adding to
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these every year, Apple makes the iPhone and related products increasingly valuable, support-
ing its higher price and increasing its vector of differentiation (described late).

MEDIA MANAGEMENT LAYER (ITUNES)

Media management is done through the Apple iTunes application layer, which was actually the
first part of the platform released on January 9, 2001 as the starting point for Steve Jobs’ Digital
Hub vision. iTunes is a media player, which plays, downloads, and organizes digital music and
video files on a computer and subsequently manages these for a range of mobile devices. In its
first version, the focus of iTunes was primarily on enabling the user to digitize CDs for use on
computers or an iPod. Since then this media management layer has increasingly added new
capabilities and expanded beyond music.

CONTENT LAYER (ITUNES STORE)

The content layer (essentially the iTunes store) includes a broad range of content, in various
media formats, such as music, movies, TV shows, books, audio books, podcasts, newspapers,
magazines, etc. Content is an essential layer of the platform because it is what the user actually
consumes. Apple splits content revenue with the content providers, generally taking 30% of the
revenue, and manages the distribution of the content. The value of the content helps to enhance
the value of the platform and also generates substantial revenue. In 2014, Apple earned more
than $15 billion on content and Apps. This also demonstrates an example of how a platform
layer or element can also be a revenue-generating product.

| APPS (APP STORE)

The Apps layer of the platform was added July 10, 2008 when Apple opened the Apps store
and enabled third party developers to run applications on the iPhone. This was a controversial
platform addition, which Steve Jobs originally fought against, but it has proven to be successful.
As of early 2015, Apple had more than 1.5 million apps with more than 50 billion downloads.

IPHONE HARDWARE LAYER

The final layer is the segmenting layer for the iPhone, which is the hardware layer. The iPhone
was first introduced January 9, 2007 and has since gone through ten generational changes
through 2015 — one every year! The iPhone hardware layer is quite complex, including the
touch screen (which debuted with the phone’s introduction), camera, power, processor and
memory, graphics engine, cellular connectivity, sensors, etc. The hardware layer is different
with different product lines, such as the iPad, and we will look at these derivative platforms
later.
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Apple built this platform pictured in the figure over time, starting in 2001, adding new layers
and leveraging the platform across several derivative platforms, including iPods, iPhones,
iPads, Apple TV and the Apple watch. Every year it releases improvements to each layer of the
platform, extending its competitive advantage.

AMAZON’S PLATFORM

Amazon was launched in 1996 based on an ambitious platform strategy. Jeff Bezos did not just
create an online bookstore, he pioneered a revolutionary product platform for retail sales. From
this common platform, Amazon launched an incredible number of “stores” or product catego-
ries — everything from books, to toys, to consumer electronics, to jewelry, and many many
more. We will look more closely at this when we discuss creating new product lines from a
platform.

Amazon went public in 1997, soon after launching the company. In the 18 years since, the stock
has appreciated from $1.50 to more than $430 per share. If you invested $10,000 in its IPO,
you would have made $2.8 million.

Right from the beginning Amazon’s strategy was to create a robust platform, beyond selling
books online. In fact, if it’s strategy was a single product, an online bookstore, it could have

done this much easier. The Amazon product platform con- |Amazon Stock Price Increase
sists of five primary layers, as illustrated. The top layer pro-  [\jay 1997 $1.50
vides software for browsing, searching, and reviewing [jine 2015 $430.77
content. This enables a user to search for a product by title or Return 28718%

description, or browse selections by category or key word. It
then presents the content in a useful way to aid in making a purchase decision. First introduced
for books, these capabilities were later leveraged to all other product lines.

The next layer provides evaluation tools to help customers make purchase decisions. These
tools include rankings, customer reviews, similar purchases, etc. These tools are based on an
increasingly large database that enable customers to make more informed decisions than ever
before, giving Amazon an increasing large advantage over competitors.

The third layer is the software for
availability checking, order pro-
Evaluation tools, including rankings and customer reviows. cessing, and order tracking, in-
cluding its patented one-click
buying innovation. These are

Software for browsing, searching , and reviewing content

Axallability checking, order processing (one-click)

again leveraged across a wide va-
riety of products (stores).

Dirdar fulillmant and supply chain

CroateSpace individual publishing . o
Behind all of this is another layer

Underlying oavy IT infrastructuss sippotinh its complex operations
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for order fulfillment and its supply chain, which is both enormous and efficient. This includes
is physical distribution and warehousing strategy, which has evolved significantly as it ex-
panded into new product lines.

The final layer underlying all of this is a very heavy IT infrastructure that operates all of its
applications. Much of this infrastructure was later leveraged into a new very successful com-
mercial enterprise, further fueling Amazon’s growth.

KEURIG’S PLATFORM

In 1996 Green Mountain Coffee Roasters (GMCR) invested in Keurig, buying a 35% interest
in the company. Keurig's first brewer, the B2000, was made for office use and launched in
1998. K-Cup packs with tea were introduced in 2000, followed by other beverages. By 2003,
there were more than 40,000 commercial brewers in American offices. Also in 2003, GMCR
increased its ownership percentage to 43%. The company's B100 home brewer was introduced
in 2004, and the company began looking at going public. In 2006, GMCR acquired Keurig for
$160 million, and Keurig is now a wholly owned subsidiary of GMCR.

In 2012, the Keurig Vue brewing system was introduced, in order to increase the choices users
have in brewing beverages. In 2012, a commercial version of the Keurig Vue brewer was of-
fered, which allows choice of temperature, cup size, and brew strength.-Keurig also released
the Rivo brewing system, the first single-cup espresso system, which can froth fresh milk for
lattes or cappuccinos. In 2014 GMCR became Keurig Green Mountain (KGM) by shareholder
vote.

From 2008 to 2011, Keurig’s revenue increased 8X on the

growth of the Keurig single-cup coffee makers. The success | Keurig Stock Price Increase

of this new platform was incredible, with many brewer var- |Jan 1999 $0.26
iations based on the common platform and a large royalty |Oct. 2014 $151.00
stream from k-cups. Its stock price increased from $0.26 in Return 58077%

January 1999 when the Keurig system began penetrating the market to $151 per share in Octo-
ber 2014. However, when Keurig introduced the 2.0 brewers in September of 2014, it landed
with a thud. The public was disenchanted with the 2.0's new technology to lock out "unauthor-
ized" single-serve coffee pods — in other words, pods from companies without a licensing deal
with Keurig. This caused its stock price to slide dramatically (in part because this company has
always been a target for short sellers). Recently the company tried to correct the problem by
opening its new system to others. We will discuss this more in the Platform Ecosystem chapter.

The K-Cup platform is designed to brew a single cup of coffee, tea, hot chocolate, or other hot
beverage. The coffee grounds are in a single-serving unit, called a "K-Cup" pack.
The single-cup brewing platform pierces the foil seal on top of the plastic K-Cup pack with a
spray nozzle, while piercing the bottom of the K-Cup pack with a discharge nozzle. Grounds
contained inside the K-Cup pack are in a paper filter. Hot water is forced through the K-Cup
pack, passing through the grounds and through the filter. A brewing temperature of 192 degrees
Fahrenheit (89 Celsius) is the default setting, with some models permitting users to adjust the
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temperature. The original patents expired in 2012, but Keurig has some later patents on the
filters used in the K-Cups.

Keurig sells many models based on this platform for use with K-Cup packs, for household and
commercial use. Keurig also sells brewers that use new Vue Packs instead of K-Cup Packs.
The Vue system offers more control of the brew with a wider range of mug sizes. Unlike K-
Cups, Vue Packs can be emptied and recycled after use. Some models can read the RFID tags
embedded in Vue packs to select the optimal brew settings for each variety of beverage auto-
matically and brew coffee at different strengths. K-Cup packs come in wide range of choices.
Green Mountain Coffee Roasters owns and licenses many beverage brands, offering hundreds
flavors. Some of the flavors include tea, hot chocolate, lemonades and cider and other fruit
flavors.

NATIONAL INSTRUMENTS PLATFORM

National Instruments disrupted the traditional test and measurement market by using a common
platform, driven by software, to replace individual test and measurement equipment. Perhaps
this is best described by a Stephens Inc. report on the company May 14, 2015.?

NATI presents a unique platform and "ecosystem" in both Test & Measurement (T&M) and
Embedded Monitoring & Control. The core of National Instrument’s (NATI) offering is its Lab-
view graphical programming platform, and accompanying user/developer ecosystem and "app
store." This platform approach provides NATI an opportunity to further disrupt the traditional
T&M space and take advantage of secular growth within the Embedded space driven by the
Industrial Internet of Things theme. NATI targets both the Test & Measurement and Embedded
Monitoring & Control markets with a common set of hardware and software offerings:

o Test & Measurement. Utilizing a modular approach anchored by NATI's Labview
software platform, Scientists & Engineers are able to design tests of physical phenom-
ena for products/devices with applicability throughout the development cycle from pro-
totyping to production.

o Embedded Monitoring & Control. This represents a newer opportunity for NATI as
companies now focus more on automation / monitoring devices in the field. Utilizing
the same Labview design platform as on the T&M side, Engineers are able to design a
computer module (brain) that allows a device/machine to interact with the physical
world, either by automating a motion or monitoring its current status.

We see NATI's disruptive platform offering of hardware supported by the Company's Labview
software and accompanying "ecosystem" as a unique competitive advantage. The differentia-
tion lies in NATI's Labview software platform, which integrates the Company's various hard-
ware offerings by allowing Scientists/Engineers an easy, re-configurable platform for designing
T&M and Embedded systems.

From a similar report on the company from Oppenheimer & Co on July 30, 2015*.
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Its approach is also modular (multiple instruments in a single box), in contrast to the industry
standard box instrument design (stand-alone instruments). NI's products have three basic
components, software, hardware, and modules.

LabVIEW is graphics-based (versus text-based) application software introduced in 1986 to
connect instruments to the devices. National Instruments wanted to create an intuitive, easy
to use software product that was more of a functional general-purpose language than a
domain-specific language. That said, it has succeeded in creating a language that is easy to
use by engineers and scientists in the applications of T&M, data acquisition, and control.
Indeed, it has amassed perhaps an 80% share of the application software market for the T&M
domain.

CompactDAQ is similar to PXI in that it is a modular chassis with the flexibility for up to eight
modules in one device and interfaces with LabVIEW. However, DAQ has a smaller footprint,
is less sensitive but more durable and suited for difficult environments. It is controlled via
a USB connection to a computer. It has ~95 modules and tends to be most effective for
general purpose test in lower volume applications and data acquisition.

CompactRIO has a similar footprint to DAQ and shares its ~95 modules. However, it has an
embedded controller and is designed with an FPGA chip that allows the device to be repro-
grammed at will and untethers it from an external computer. The result is a machine that is
very fast with excellent sensitivity. Typically, RIO is sold in volumes to OEMs who build it
in and embed it into their machinery. As such, it is good for acquiring data and controlling
machinery, and when connected to plant-level controls can be an important element of the
1loT (industrial internet of things).

National Instruments started developing this platform from almost its founding and went public
in 1995. In the early 2000s, it began to expand its platform strategy, creating many new products
from a common platform, and today the company has a common platform with a few variations
for different markets and hundreds of products. If you look at its stock price, it has increased
from $8.47 in January 1999 to $31.08 in June 2015.

ALARM.COM PLATFROM

Alarm.com is the leading platform solution for the connected home, transforming the market
from what previously was primarily point-solutions. Through cloud-based services, Alarm.com
makes connected home technology broadly accessible to millions of home and business owners.
A multi-tenant software-as-a-service, or SaaS, platform enables home and business owners to
intelligently secure their properties and automate and control a broad array of connected devices
through a single, intuitive user interface. Its connected home platform currently has more than
2.3 million residential and business subscribers and connects to more than 25 million devices.

Alarm.com solutions connect people in new ways with their properties and devices, making
them safer, smarter and more efficient. Its scalable, flexible platform is designed to meet a wide
range of user needs with its breadth of services, depth of feature capability and broad support
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for the growing Internet of Things devices in the home. There are currently four offerings from
that platform, which can be used individually or combined and integrated within a single user
interface accessible through the web and mobile apps:

o Interactive Security. Always-on intelligent security and awareness solution that op-
erates through a dedicated, cellular connection to provide safe, reliable protection and
withstand common vulnerabilities like line cuts, power outages and network connec-
tivity issues. The solution includes a powerful mobile app, anytime alerts and custom-
ized triggers, and provides 24x7 emergency response through integrated service
providers.

o [Intelligent Automation. Integrated home automation solution that allows users to
easily and remotely connect and control devices and systems such as security systems,
garage doors, lights, door locks, thermostats, electrical appliances, environmental sen-
sors and other connected devices. The cloud-based platform uses data and sophisticated
algorithms to learn activity patterns and recommend intelligent optimizations.

o Video Monitoring. Video-as-a-service solution delivering on-demand viewing,
cloud-based video storage and intelligently triggered recording with anytime access.
The comprehensive suite of video services includes live streaming, smart clip capture,
high-definition continuous recording and instant video alerts delivered to users through
the web and mobile apps.

o Energy Management. Comprehensive energy monitoring and management solution
for controlling energy consumption and comfort. Web and mobile apps integrate with
connected thermostats, power meters, lights, shades, solar panels and appliances to
control devices and manage temperature as well as provide real-time insights into home
energy usage and efficiency. The intelligent platform delivers activity-based learning
optimization as well as location-based adjustments for effortless energy management.

The Alarm.com platform is based on several emerging technologies: mobile devices, cloud in-
frastructure, and the Internet of Things. Existing and legacy approaches to home automation
are point products not platforms. Home control products are highly fragmented and made up of
multiple disparate devices which provide only a single function, requiring the user to manage
multiple, disconnected user interfaces. Often these products do not provide a way for service
provider to remotely service their customers. They tend to be closed ecosystems and do not
scale to support the expanding Internet of Things. These systems limit the ability of a consumer
to add new devices, as they are restricted to a small set of compatible options. The devices lack
sufficient intelligence. These products are only able to respond to direct commands and are not
able to act independently on the user’s behalf based on activity happening in and around the
home. Finally, since most legacy products are not cloud-based, they cannot receive automatic
updates of new software, and risk becoming obsolete

Alarm.com’s revenue increased from $96 million in 2012 to $167 million in 2014. The com-
pany went public in June 2015.
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PIXAR PLATFORM

Pixar is constantly producing animated movies from its powerful development platform. For
over 25 years, Pixar, which is now owned by The Walt Disney Company, has used an image
processing technology called RenderMan that converts two-dimensional images into three-di-
mensional graphics. It’s the core (defining) technology that gives depth to flat images by adding
more color and shading. Pixar continuously upgrades this technology to make it easier for ani-
mators to do their job. For example, one major development is a new feature that automatically
adds lighting around objects in a scene so that animators don’t have to — even after the finalized
scene is already completed.

Years in Production
'91 '92 '93 '94 '95 '96 '97 '98 '99 '00 '01 '02 '03 '04 '05 '06 '07 '08 '09 '10 '11 '12 '13 '14 '15 '16 '17 '18
Film Release Date
Toy Story 1995
ABug's Life 1998
Toy Story 2 1999
Monsters, Inc. 2001
Finding Nemo 2003
The Incredibles 2004
Cars 2006
Ratatouille 2007
WALL-E 2008
Up 2009
Toy Story 3 2010
Cars 2 2011
Brave 2012
Monsters University 2013
Inside Out 2015
The Good Dinosaur 2015
Finding Dory 2016
Toy Story 4 2017
Coco 2017
Cars 3 2018
The Incredibles 2 TBD
Number of films inproduction 4y 4y 4 5 5 44 3 3 5 4 5 5 4 4 4 4 45 5 5 4 6 7
simultaneously:
AboveAvalon.com

This is seen in Pixar’s recently released movie Inside Out, where an ever-present glow contin-
uously emanates from the character, Joy. Joy is essentially a source of light in the movie that
literally lights up characters and objects as if she were a lamp. The light that radiates from her
body must spill onto other objects in a realistic way. Using the upgraded rendering software,
animators didn’t have to manually insert lighting to each scene when Joy is on-screen. Instead,
the software automatically added light to her along with illuminating background scenery and
her companions.

The efficiency gains that come from leveraging a constantly improving platform can be seen in
the chart showing the number of films that can be in production at the same time, the increasing
number of films that can be released each year, and the shortening of development lifecycles at
the same time.
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With all the advancements in technology and better graphics, Pixar has also had to improve its
computing power to accommodate resource-heavy software. The company maintains a vast
data center known as a render farm that’s filled with thousands of servers, storage hardware,
and other gear needed to bring its animated movies to life. It took around 3,000 processors to
render the movies The Incredibles and Cars, two films from the mid 2000s. For more recent
films like Monsters University and Inside Out, that number has soared to around 20,000 pro-
cessors. This vast computing power is another layer of Pixar’s product-platform.’
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DEFINING TECHNOLOGY

In all product platforms, one element or layer stands above all others, defining the real nature
of that platform. It defines the platform’s capabilities and limitations. It is critical to under-
standing the platform and defines the unique characteristics of all products developed from the
platform. In successful product platforms, this layer is unique and provides a sustainable vector
differentiation for competitive advantage. The lifecycle of the platform is usually dependent on
the continuing strength of this layer or element. This is why this critical platform layer or ele-
ment is referred to as the Defining Technology.

A couple of important characteristics of the defining technology are worth noting. The lifecycle
of the platform is usually dependent on defining technology’s continuing strength. When the
defining technology begins to be replaced by another better competitive technology, the success
of the platform, and all of its products, begins to decline. This is the unique vulnerability of a
product platform strategy that we will discuss later. We will examine this when we discuss
platform lifecycle management.

Competitive advantage is usually derived from the defining technology. It creates the primary
vector of differentiation (unique theme) for all products, and it’s strategically important to con-
tinuously improve your defining technology. If you can keep making major improvements, you
create an increasingly larger competitive advantage. When competitors catch up or copy your
defining technology then your vector of differentiation narrows. That’s why its best described
as a vector. Major improvements to your defining technology create a steep vector. Diminishing
improvements flatten the vector and give competitors a chance to catch up. This is one of the
characteristics defining a robust platform strategy that we will discuss later.

DEFINING TECHNOLOGY EXAMPLES

A product platform provides strategic focus and focusing on defining technology enables you
to focus on what’s most important. Otherwise product strategy devolves into an endless stream
of product features. Let’s look at some examples.

Apple’s Defining Technology

In the Apple platform, the iOS software is the defining technology. It provided the first
real touch-based handheld computer in the iPhone. Along with functions like manipu-
lation, multi-touch gestures, and rotations in the initial versions, it created a unique
product. Apple has continued to improve this platform layer with new capabilities
added every year.

Amazon’s Defining Technology
Amazon’s defining technology has evolved to be combination of its two layers for
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finding and evaluating products. It has built an amazing library of reference infor-
mation with ratings to help customers choose the right products. It also introduced
many critical platform technologies, such as its one-click buying.

Kurig’s Defining Technology
Kurig’s defining technology is easy, its patented K-cup brewing technology. This in-
volves combining technology in its one-cup brewers with K-cup technology.

National Instruments Defining Technology

National Instruments defining technology is its LabVIEW software. This is compre-
hensive software that enables many instruments to be connected to a common plat-
form and provides the measure necessary for each instrument. As was discussed, this
was a very different approach to individual instrumentation products.

Alarm.com’s Defining Technology

The defining technology at Alarm.com is its cloud-based shared multi-tenant software
platform that enables multiple services to millions of customers through a broad array
of devices.

Pixar’s Defining Technology

The Pixar defining technology is based on its RenderMan image processing technol-
ogy and all of its continuing upgrades. This enables it to produce exceptionally high-
quality animated films in a highly efficient way.

WANG LABORATORIES FAILURE TO UNDERSTAND ITS DEFINING TECH-
NOLOGY

It sometimes can be difficult to understand the defining technology, and not understanding the
defining technology will frequently lead to failure. Wang Laboratories is a clear case of a com-
pany that failed to understand its defining technology. In the late 1970s, Wang established a
dominant position in word-processing systems: most large companies were using Wang word-
processing systems to increase their typing productivity. With the arrival of the PC, however,
special-purpose word-processing equipment became too limited and too expensive. Wang
failed to apply this new technology because it didn’t understand that the defining technology
its word processing platform was its software, not its hardware. What if Wang had understood
its defining technology and converted its word-processing software to run on IBM and Apple
PC? Most likely it would have become the dominant word processing application software
company since it was already the standard that most people use. Perhaps today Wang would be
a large software company, as successful as Microsoft.

Why did Wang make this fatal mistake? It wasn’t because the executives were stupid or didn’t
understand technology. Quite the contrary was true. It was simply a matter of not understanding
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what technology was really the defining technology. The obvious technology is not always the
defining technology.
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PRODUCT-LINE STRATEGY

Product-line strategy is a time-phased conditional plan for the sequence of developing products
from a common platform. There are several important elements in this definition. A product-
line strategy determines the sequence in which products are developed and released. This se-
quence is time phased throughout the lifecycle of the platform and product line. Finally it is
conditional in that it can change with evolving market conditions, competitive factors, or re-
source availability.

With a platform strategy, each new product leverages the underlying platform and new products
can be deployed much faster. This enables more products to better serve multiple market seg-
ments while also providing greater consistency of products though a common platform. Finally,
leveraging a common platform enables much shorter product lifecycles in a product-line strat-

egy.
INGREDIENTS OF A PRODUCT-LINE STRATEGY

A platform strategy enables the rapid and efficient release of many new products, but a poorly
implemented product-line strategy can restrict the success of a product-platform strategy. A
company can miss opportunities to target distinct market segments, or confuse the market with
a proliferation of products. There are several ingredients to a successful product-line strategy.

1. The platform enables frequent release of multiple products. The nature of product-
platform leverage means that new products can be created with less investment in
R&D by simply adding new capabilities or changes to fit new market segments.

2. The product-line covers all primary targeted market segments. Various product of-
ferings within a product line are intended to appeal to different types of customers.
Collectively, the products within a product line should cover the major segments of
the market. Sometimes this is done by adding new capabilities for market segments
not currently served. Other times it is done varying product features within different
price ranges.

3. Each product offering is sufficiently focused to avoid product proliferation and mar-
ket confusion. In order to appeal to everyone, some companies have a tendency to
create too many products, especially because this is easier within a platform strat-
egy. This product proliferation can be tempting, but it also can cause confusion
among customers in choosing products, as well as creating supply-chain inefficien-
cies.

4. Individual products are frequently grouped within product families. A product fam-
ily is a set of very similar products aimed at a market segment, and generally has
several price points and features within the family.

5. There also may be a product-line strategy to encourage up-selling within the prod-
uct line. In some cases, one element of the strategy is to get customers interested at
a low price point, but then get them to upgrade to higher price point products.
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6. The product-line development schedule is time phased. Generally, a company can’t
release all products in a product line at the same time, so the release schedule is
important. Typically, the release schedule will focus initially on the primary market

segments, and then progressively broaden target markets through lower and higher
prices and increased features.

PRODUCT-LINE STRATEGY EXAMPLE: THE APPLE IPAD PRODUCT LINE

Let’s look at the Apple iPad as a product-line example, illustrated below. With the September
2015 announcement of the new iPad Pro, Apple reconfigured its iPad product-line strategy. It
has three iPad product families: the iPad mini, the iPad Air, and the iPad Pro. Each of these
families is targeted at distinct market segments.

iPad Air 2 iPad Pro
Wi-Fi WiFi
iPad mini 4 _— . 16GE 589 . I26B §799
iPad mini 2 Wi.Fi iPad Air . G408 £500 - 120GE 5848
e « 16GE £389 Wi . 1205E 5650 + Collular
6GE 526 ¢ BAGE £409 * lech 2w + el . 12068 31079
| tomias | - 126885 + 3208 540 “eaa sans .
¥ -~ * cl ol
~ + Cellular
+ Coluar + Celuiar " . B4GB 5729
: e P . 16GB $529 * BAGH
. 120GB §729

IPad Hardware
08 Software

Includad Applications

The iPad mini is targeted at the low-end of the market using two products with several varia-
tions. At $269 the iPad mini 2 is the low-price entry point, targeted at the entry-level price-
conscious user who may be new to the iPad and sees only limited use. For example, this user
could be someone who expects to be a casual user who may use it for email and reading books.
The iPad mini 2 has a small 7.9” display as its primary segmenting characteristic, and comes in
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four variations: Wi-Fi with 16GB and 32GB, and Wi-Fi with cellular in 16GB and 32GB. It is
the second-generation iPad mini, originally released in 2013. It has an older A7 processor and
some other limited capabilities.

Apple’s product-line strategy is to introduce new advanced models every year while retaining
a previous generation, but reduce the price to keep expanding the lower end of the market.
When the iPad mini was originally introduced the lowest price was $329, but it has since been
reduced to $269. Apple also discontinued the highest price version of the iPad mini when the
iPad mini 4 was introduced to clarify the focus on the low end of the market.

The iPad mini 4 has the same smaller screen size but has more advanced technology and per-
formance. It has the faster second-generation A8 processor, which is much faster. It includes
the fingerprint identity sensor, and many other additional features. This model is targeted at the
same low-end, limited-use market, but it is intended to upgrade the target user to a better prod-
uct.

The iPad Air was first introduced in 2013 with an entirely new display from the previous iPad.
Apple continued to sell the iPad at a lower price until it introduced the iPad Air 2 in 2014 with
touch ID. At that time, it discontinued the previous generation iPad, lowering the price of the
previous iPad Air by $100 to cover the lower-priced segment of the full iPad market. It also
discontinued the 128MB version of the iPad Air, moving customers who needed more capacity
to the 128MB version of the iPad Air 2 instead.

In September 2015, Apple introduced an entirely new product line, the iPad Pro aimed primarily
at the business market segment. It has a much larger display with 12.9” compared to 9.7” for
the iPad Air, and it is much more powerful with the third-generation A9X processor. It also
introduced the Apple Pencil as an accessory for the iPad Pro. The iPad Pro pricing is much
higher than the iPad Air: $799 for 32GB with just Wi-Fi up to $1,079 for the 128GB with
cellular. At the same time, Apple also introduced new multi-tasking software capabilities with
split screen functions that make the most of the larger iPad. This new product is expected to
better penetrate the business market segment. Apple’s strategy for waiting until now to create
the iPad Pro was driven by the time it took for the necessary technologies to become affordable.

In addition to the iPad products illustrated in the chart, there are also a number of product var-
iations. The iPad comes in three different colors and the versions with cellular capabilities for
hundreds of country and carrier-specific variations.

Let’s summarize Apple’s iPad product line strategy:

1. It entered the market with its first product in 2010 aimed at the center of the market,
getting the most coverage possible.

2. Itintroduced the smaller iPad mini two years later in 2012 addressing the lower end
of the market

3. It then introduced the larger iPad Pro in 2015 addressing higher end of the market.

4. Apple’s product line strategy is to refresh its products every year.
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5. At that time, it generally continues selling the product it introduced the previous
year, but lowers the price, usually by $100.

6. It also retires the product it introduced two years earlier, selling only two different
models at one time.

APPLE IPHONE UPDATE CYCLES

The Apple iPhone also illustrates a regular product line tempo to product upgrades. What is
sometimes called linked “S” curves or the Tick-Tock cycle is illustrated in the chart. Essentially
this is a two-year upgrade cycle with a major upgrade in the even numbered years (iPhone 3G,
4, 5, 6) and minor upgrades in the odd years (iPhone 3GS, 4s, 5s, 6s). Alternatively, the Tick
years are major upgrades, followed by the Tock years for minor upgrades.

Form factors, particularly size, are
typically changed in the major up-
date (Tick) years. The iPhone 5 in-
troduced a larger screen, and the
iPhone 6 and 6 Plus introduced
larger screens and a larger iPhone

significant Advancements

version. iPhone (1st IPhone3G IPhone3G5 (Phoned  iPhoneds  IPhone5  (Phone5s  iPhone 6/6 IPhone Bs /6s
gen) Plus Plus

AboveAvalon.com

This cadence allows the company to

structure its product development, typically working on two new models in parallel. Then pick-
ing and choosing which features will be released on what new phone. The intermediate iPhone
5s introduced Touch ID, which was a major new feature, but not a form-factor change. The
intermediate 6s introduced 3D touch another major feature, which involved a new screen but
not a new form factor. This implies that Apple’s product-line strategy revolves more around
the changing form factors every other year than the value of the upgrade.

AMAZON’S PRODUCT-LINE STRATEGY
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Amazon created its success on an amazing product-line strategy built on a common platform
by consistently deploying products from its online retail platform as “stores” or product cate-
gories. Even when Amazon launched its online bookstore in 1995, its vision wasn’t limited to
books. Amazon’s vision was to be the “Everything Store”.
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In 1998, it launched the music store and the DVD/V1deo store in 1998. This was the first logical
new product category extension from books. The next year, it launched eight new product cat-
egories from its online retail platform. This included toys& games and home improvement.
And then Amazon launched new product categories almost every year, consistently leveraging
its online retail platform. In 15 years, this strategy led Amazon to become a $60 billion com-
pany.

Every improvement Amazon made to its online platform was leveraged across all product cat-
egories, and the shear mass of Amazon’s product offerings created a competitive advantage,
such as “one-stop shopping”. Others tried to get into online merchandise sales with individual
point-solution category products, but couldn’t compete with Amazon’s platform and scale ad-
vantages. Pets.com did an [PO in 1998 and went out of business in 2000. Its customer acquisi-
tion costs were $300 per customer, much higher than Amazon’s. eToys was created in 1997 but
went out of business in 2001.
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CONTINUOUS PLATFORM IMPROVEMENT

(VECTOR OF DIFFERENTIATION)

Successful companies achieve unique product differentiation primarily through the underlying
product platform, not their individual products. The differentiation in a product platform pro-
vides the constant theme woven throughout the product-line built on it, with individual products
providing variations on that theme. This differentiation is frequently referred to as the vector of
differentiation.

Differentiation is a way of distinguishing a product’s value from competing products in order
to get customers to purchase that product instead of a competitor’s.

o Differentiation positions a product in the market. Product differentiation combined
with price defines the relative positioning of competitive products in a marketplace.
For example, one product may have more features or capabilities and justify a higher
price. Customers who value these features or capabilities will pay the higher price,
those who don’t will gravitate to the lower price product.

e Differentiation segments the market. Market segmentation has two different mean-
ings. A population or market can be segmented by various customer characteristics.
The other meaning of market segmentation is based on the differentiation of com-
petitive products. Relating the two types of segmentation enables a company to ef-
fectively target prospective customers.

o Differentiation evolves throughout a product and market lifecycle. Differentiation
is not static. Competitors will try to emulate favorable differentiation and try to cre-
ate new differentiation. Continuous improvement, especially at the platform level,
is critical.

Because of constant improvement, differentiation is best viewed as a vector not an individual
point. A vector provides a path for continuous improvement in a specific direction. A vector of
differentiation is not stagnant; it is a direction for continuous improvement.
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IPHONE CONTINUOUS IMPROVEMENT PATH

In a product-platform strategy, continuous platform improvement is critical. This is done from

constant attention in adding new elements to the platform layers and improving individual ele-

ments, and periodically adding new platform layers. Again using Apple as an example, contin-
uously improves each of the layers in its platform. In the i1OS software layer, it annually releases

a new software upgrade with new elements and improvements such as Apple Pay, touch ID,
and 3D touch. At the same time it also releases new embedded applications and improvements

to almost every previous one.
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Apple also annually releases new improvements to the iPhone hardware layer as can be seen in
the chart illustrating six years of annual improvements. Let’s look at the improvement over time
in in this layer. The heart of the iPhone, its CPU, was upgraded in 2009 with a faster 600 MHz
ARM, then improved again in 2010 to 800 MHz, and in 2011 to a faster dual-core ARM. Then
in 2012, Apple made an even bigger improvement with the Apple A6 is a 32-bit package on
package (PoP) system on a chip (SoC) designed by Apple. Then in 2013, it was upgraded from
a 32-bit processor to a 64-bit, setting the stage for even more capabilities in the future. Improve-

ments to the memory elements went from 128 MB of DRAM in the first generation to 1 GB in
the iPhone 5. As can be seen in the chart, continuous improvements also were made in the

power, display graphics, camera, sensor and other elements.
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PLATFORM ECOSYSTEMS

One of the things we’ve learned over the years with platform strategy is that it does not exist
in isolation. Others can also create products and services from your platform, so you need to
look at a platform more broadly as a “Platform Ecosystem.” This may include applications that
run on your platform, products that supplement your platform, content that runs on your plat-
form, and indirect sales channels that sell your platform, service organizations that support your
platform, competitive products that may use your platform in some way. The figure illustrates
a typical platform ecosystem with your platform in the middle. Below your platform are part-
ners and suppliers of key components, materials, subsystems and possibly software. Above
your platform are others who provide services, content, and applications, as well as dealers,
resellers, etc., who sell the product. In some cases, solution partners or providers may provide
invaluable value to your platform in specific customer situations. In fact, your platform may be
dependent on the products of another. It could be an imbedded component in other platforms.

A platform ecosystem strategy is about control. Strategically you need to identify which parts
of your platform “revenue portfolio” you want to control and which ones you are willing to let
others control. The best way to look at this is to understand the total revenue pie from the entire
ecosystem.

e Revenue leakage occurs when others generate revenue from your platform that you
could derive and would like to have.

e Revenue imbalance occurs when others get more revenue for the value they provide,
and you get a smaller piece of the pie than you deserve for the value you provide.

o Platform partnership occurs when there is a strategic balance and interdependence. In
some cases, these partners are fulfilling functions that you don’t want to or are unable
to do.

e Platform control is defined by who has control of the broader platform ecosystem. It
always best to be in control and not have the success of your platform dependent on
others.
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o [rrelevant revenue by others occurs when you don’t care at all about another’s revenue
stream

$ $ - $ - Your platform part of
their platform
How is this distributed
in the platform Your Platform
ecosystem?

d B E L
s
$ - Their platform part of

your platform

Value Chain

Strategically, as part of your platform strategy, you want to map out this ecosystem and try to
estimate the total revenue for everything in the platform ecosystem. Then look at who has what
power in the broader platform ecosystem. Are there new strategies you could be following to
improve you position and increase you revenue in this platform ecosystem?

INTEL’S PLATFORM ECOSYSTEM STRATEGY

Intel has clearly followed a successful platform strategy for its microprocessors. My 2000 book
on Product Strategy illustrates this with a successful example of the 486 product-line deployed
over time addressing multiple market segments from a common platform. But Intel micropro-
cessors are part of a broader platform ecosystem; in fact they are generally at the bottom of the
ecosystem. During the 1990s, Intel addressed this with a new ecosystem strategy.

First in 1991, it launched the popular: "Intel Inside" marketing and branding campaign. The
idea of ingredient branding was new at the time with only NutraSweet and a few others making
attempts to do so. This campaign established Intel, which had been
a component supplier little-known outside the PC industry, as a
household name. It also used this campaign to reinforce that the
Intel component was essential and not easily replaced by a compet-
itor’s microprocessor. At the lowest level of the broader platform
infrastructure, Intel was more vulnerable.

The second strategy was lesser known. Intel's Systems Group be-
gan, in the early 1990s, manufacturing PC "motherboards", the
main board component of a personal computer, and the one into which the microprocessor and
memory (RAM) chips are plugged. Shortly after, Intel began manufacturing fully configured
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"white box" systems for the dozens of PC clone companies that rapidly sprang up. At its peak
in the mid-1990s, Intel manufactured over 15% of all PCs, making it the third-largest supplier
at the time. During the 1990s, Intel's Architecture Lab was responsible for many of the hardware
innovations of the personal computer, including the PCI Bus, the PCI Express bus, and the
Universal Serial Bus (USB). IAL's software efforts met with less success; its video and graphics
software was important in the development of software digital video, but later its efforts were
largely overshadowed by competition from Microsoft.

KEURIG’S PLATFORM ECOSYSTEM STRATEGY

Keurig Green Mountain revolutionized home coffee brewing with its K-Cup machines, essen-
tially creating the single-serve home market in the United States. Keurig Green Mountain has
steadily grown K-Cup sales from 1.94 billion units in 2009 to nearly 12 billion in 2014.
Keurig’s platform ecosystem strategy focused on the sale of K-Cups. Sometimes called the
razor-blade strategy, most of the profit is made from the subsequent purchase of the consumable
associated with the product. Keurig managed to get tens of millions of Americans to psy per
cup for the coffee they brew in their own kitchens, and as long as its patents lasted, it was the
only company that could sell the single-serve pods their Keurig coffee machines. But when
those patents expired a big part of that lucrative arrangement came to an end. Other companies
could now produce their own versions of the so-called K-cup, and advertise them as being
compatible with Keurig machines, without paying a royalty to Keurig.

Keurig lost control over the most critical part of its platform ecosystem. Actually it began to
lose control over that part of its platform ecosystem earlier when thousands of Keurig single-
serve machine fans found a cheaper alternative: refillable, non-disposable K-cups, little plastic
coffee grounds holders, which the company sold under the brand of My K-Cup. Not only was
it cheaper, but the coffee drinker had more choice, as My K-Cup could be filled with any brand
of coffee off the shelf.

In order to regain the revenue from that critical part of its platform ecosystem, in August 2014,
Keurig introduced the 2.0 line of coffeemakers, and it stopped making My K-Cup for it. The
machine was incompatible with any K-cups already in existence, as well as with any unlicensed
disposable K-cups made by other companies. It looked like a brilliant platform ecosystem strat-
egy, but it backfired. Sales of Keurig machines tanked, and they began to accumulate on the
shelves across the country. Sales of brewers and accessories declined by 23 percent, and its
stock price fell. Finally Keurig capitulated. “We heard loud and clear from consumers,” said
CEO Brian Kelley, “who really wanted the My K-Cup back. We want consumers to be able to
use any brand and bringing the My Cup back allows that.” Frequently controlling the platform
ecosystem is very difficult.

SAP’S PLATFORM ECOSYSTEM STRATEGY

SAP is one of the most successful enterprise software companies in the world, and it has a
robust platform infrastructure of partners. Implementation consultants are one part of the
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broader platform infrastructure. SAP has approximately 15,000 implementation consultants,
but other partners in the platform ecosystem provide most of the implementation services with
approximately 200,000 implementation consultants. This represents approximately $50 billion
in revenue for other firms as part of the broader SAP platform infrastructure. There are varied
reasons why SAP accepts this in its platform ecosystem strategy: (1) they don’t have the skill
set to manage consulting services at a larger scale, (2) they prefer to focus on software and not
services, and (3) they hope to increase sales by having these other consultants partner with them
in promoting SAP software.

APPLE’S PLATFORM ECOSYSTEM STRATEGY

Here again Apple provides another textbook example of controlling a platform ecosystem strat-
egy. As illustrated, Apple has exerted tight control over its platform ecosystem, creating large
and profitable profit streams from major portions of this ecosystem.

Apple introduced the initial layers of the iOS platform with iTunes and then the iPod. Its first
move to control and expand its ecosystem was in content with the iTunes store in April 2003.
Apple convinced the music companies to sell individual songs for $0.99 with Apple keeping
$0.30 of each sale. Apple progressively added content in movies, TV shows, newspapers and
magazines. Later, in September 2006, Apple introduced a platform derivative, Apple TV, which
leveraged this content revenue stream even more broadly.

In July 2008, Apple launched the App Store, enabling third parties to develop and sell apps for
the iPhone and subsequently the iPad and Apple Watch. And in 2015, Apple introduced the
new Apple TV. While it now seems like an obvious move, at the time it was controversial.
When the iPhone first came out in early 2007 there were no apps, other than those included by
Apple. Steve Jobs argued against allowing any, but was persuaded that eventually others would
find a way to do it. Apple then constructed a well-crafted process for testing, authorizing and
selling independent apps through its new App Store. Apple was able to control this critical part
of'its ecosystem and generate significant revenue. Apps billings in 2014 were almost $15 billion
with independent developers receiving approximately $10 billion of this.

Overall iTunes, App Store and services revenue was approximately $18 billion in 2014, and
about 11% of Apples revenue. If this were a separate company, it would be one of the larger
Fortune 500 companies. Clearly, Apple’s platform ecosystem strategy has been very successful.
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Apple’s control over the platform ecosystem extended into retail sales. In May 2001, Apple
decided to open its first Apple Store. Here again, this was a controversial decision to control
part of its platform ecosystem. Apple’s retail store revenue exceeds $20 billion, making it one
of the largest retailers in the world, with the highest sales per square foot. The retail stores are
also strategic in that they enable Apple to control the release of new products. Enabling cus-
tomers to get a fitting and try out the new Apple Watch is an example of this.

Apple also extends its ecosystem control into the design of critical components. The Apple
"Ax" series is a family of Systems on a Chip (SoC) used in the iPhone, iPad, iPod Touch, and
Apple TV. They integrate one or more ARM-based processing cores (CPU), a graphics pro-
cessing unit (GPU), cache memory and other electronics necessary to provide mobile compu-
ting functions within a single physical package. They are designed by Apple, and
manufactured by contract manufacturers such as Samsung. The A8X SoC used in the iPad Air
2 uses a 20 nm process with a triple-core CPU running at 1.5 GHz and an 8-core GPU, while
the A4 SoC in the first generation iPad used a die manufactured on a 45 nm process with a
single-core CPU running at up to 1 GHz. The A9X SoC was used to power the higher perfor-
mance necessary on the new iPad Pro. It also uses the 64-bit architecture, but it is 2.5 times
faster than the A7 processing power and 5X faster for graphics processing.

Apple clearly has a vertically integrated platform ecosystem strategy of controlling all of the
critical elements of the broader ecosystem platform, from processor design to retail sales.
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DERIVATIVE PLATFORMS VS. ALTERNATIVE PLATFORMS

Derivative Platforms leverage much of the existing platform, usually the defining technologies,
to create a new platform. Typically this new derivative platform will enable the company to
expand into a new market, or at least better serve segments of the current market. This ability
to leverage platform technologies is one of the critical characteristics of a robust product-plat-
form strategy.

Over the years, there has been some confusion between an alternative platform serving the same
broad market and derivative platforms. There are several critical differences. A derivative plat-
form uses much of the technology and elements of the platform it comes from, specifically the
defining technology, while an alternative platform may use some of the previous platform ele-
ments, it’s significantly different. An alternative platform also tends to serve much of the same
market, even though it may serve some segments better. An example is a lower-cost platform
serving the lower-price segments better.

ALTERNATIVE PLATFORMS

In general, you want to avoid or at least minimize having multiple alternative platforms serve
the same market. Multiple alternative platforms can retard development and hinder competi-
tiveness. One data communication company, for example had two different network-manage-
ment systems: one based on powerful server technology and another based on a lower-cost PC.
The two platforms used different network management software, significantly delaying new
software releases, as well as taking longer to update its systems with new communications de-
vices. It would have been much better to try to serve the lower-price segments with the same
platform, reducing some functionality and hardware features such as speed and capacity.

In addition to eroding economies of scale, alternative-overlapping platforms can confuse cus-
tomers. IBM fell into this trap in midrange computing when it had five separate and incompat-
ible platforms: the System/3 platform for small business, The System/38 and System/36
platform, the 8100 platform for distributed processing, the Series/1 platform for transaction
processing, and the 4300 platform for running mainframe software on a minicomputer. Cus-
tomers became confused and frustrated as IBM salespeople contradicted one another, stating
that their IBM solution was the best. Eventually IBM realized that it needed to merge these
platforms into a single platform and launched the Fort Knox project — one new midrange plat-
form compatible with and replacing the other five.
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APPLE’S DERIVATIVE PLATFORMS

Apple also provides an excellent example of creating derivative platforms. From a common
platform with the layers we discussed previously (Software 10S, Included Applications, Media
Management, Content, and Apps Store), Apple creates four derivative platforms. The iPod
touch uses mush of the platform layers implemented in a focused way.
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This is different than the original iPad. The iPhone derivative is at the center with the most
volume and functionality, using all the platform layers and most elements. The iPad derivative
leverages much of the platform that was developed with the iPhone. And finally Apple TV
introduced in September 2015 uses many of the platform layers, which is different from the
earlier versions of Apple TV.
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LEVERAGED PLATFORM GROWTH STRATEGIES
(HIGHWAYS TO GROWTH)

While every company desires to grow more rapidly, not every company is able to achieve that.
Sustained rapid growth almost always comes from continuous deliberate commitment to ex-
pansion into new markets. While growth can come from riding rapid market growth with a
single product (Google) or from geographical expansion of a single product into new regions
or counties (Netflix), the focus here is on growth opportunities to leverage a strong platform
into new types of products to penetrate or even create new markets. I believe this provides
exceptional sustained growth.
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The framework above provides a structure for deliberately identifying new growth opportuni-
ties, shows how risk and opportunity varies in each direction, and enables systematic strategic
assessment of growth opportunities. Without either the explicit or implicit use of this frame-
work, investments in growth opportunities tends to become haphazard and risky. Many of
Google’s hundreds of unrelated expansion investments illustrate this approach.

This framework is explained in more detail with many examples in the book Rapid Growth
Through Platform Expansion, but the following is a summary. Platform leverage follows a
spectrum from high by using all or most of the current platform to lower by using little or none.
The horizontal axis measures the degree of platform leverage, starting with the current product
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platform. This provides the highest leverage, but there is varying leverage from use of most of
the platform to a partial platform. Continuing on this spectrum is the core technology used in
the platform to simply skills and competencies.

Market leverage follows a spectrum from high in the current market served to low in very dif-
ferent markets. On the vertical axis is the the degree of market leverage, starting with the current
market. The next step upward is adjacent markets, which are new markets that have character-

istics similar to the current market. Then up to new markets that tend to be very different from
customers in the current market.

Let’s look briefly at the primary expansion paths this provides (others are described in Rapid
Growth Through Platform Leverage):

Incremental growth through product-line expansion. This is expansion into new
market segments by adding new products to the current platform. Most significant rev-
enue increases come from serving new market not previously served because incre-
mental revenue from better serving segments already served may not create sufficient
growth. The advantages to this type of expansion is lower risk and lower investment.
The disadvantages can be that incremental revenue comes from cannibalization of ex-
isting products. The Apple iPad Pro is a great example of a current platform modified
to better address a new but related market, business users. Amazon’s rapid addition of
new online stores is another good example.

Significant growth by creating a derivative platform to expand into a related mar-
ket. This is generally a significant growth opportunity because its usually an unserved
but related market. This type of market can be large, and emerging related markets are
particularly attractive. There is some risk of learning about a new market, but this type
of expansion has proven to have the biggest successes. The Apple iPad is an excellent
example of this type of expansion, as is National Instruments expansion into embedded
monitoring and control with a derivative platform.

Bold move expansion is expansion into new markets by leveraging only part of the
platform and other skills. These new market can be very attractive, especially new
emerging markets with no established competition. The degree of leverage here varies.
It can be higher risk as well as higher opportunity. One notable example of success was
the original iPhone that leveraged only part of the iPod platform to enter a much bigger
market. Other examples include the Amazon Kindle and Microsoft Xbox.

Failure to leverage any of your platform or market experience is extremely risky to the point
where failure outnumber successes by 1,000 to 1. Google follows this type of expansion strat-
egy and has had hundreds of failures.
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ROBUST PLATFORM STRATEGY

An important concept of product platform strategy is platform robustness. A robust product
platform enables a company to launch superior products, be more profitable than competitors,
and grow rapidly. Many companies have a product platform, and in fact you can say that even
a single product is a platform, but many product platforms are weak and limited. To be really
successful, you need a robust platform strategy.

ROBUST PLATFORM STRATEGY CHARACTERISTICS

You can measure the robustness of a product-platform strategy from the following characteris-
tics:

1. A robust platform generates many products. The more products built from a common
platform, the more robust the platform. A weak or limited platform has only a few
products. Consider the Apple platform. It has created many products: all the versions
of the iPhone, including new versions every year and versions for all countries; the iPad
and its variations, the iPod Touch; the Apple Watch; Apple TV; and revenue-generat-
ing services including the App Store, the iTunes store, Apple Pay, Apple Music, etc.

2. A robust platform has distinct competitive advantages (vectors of differentiation),
preferably ones that can be protected from competitors. Some companies have prod-
uct platforms that pass the first criteria, but they aren’t distinct. For example, IBM’s
first personal computer launched in August 1981 was a big success. The IBM PC im-
mediately became the market leader and instigated a shake out in the personal computer
industry. To get to market faster, however, IBM broke from its tradition and used out-
side suppliers for the key components. The defining technology of the IBM PC plat-
form was not IBM’s. It was based on Intel microprocessors and the Microsoft-
developed PC-DOS operating system. While the IBM PC was initially a successful
product platform, it did not give IBM sustainable advantage. The vector of differentia-
tion relative to competitors was flat, relying mostly on brand name. PC clone manufac-
turers were able to quickly acquire the underlying technology and reproduce the
platform.

3. A robust platform is sufficiently complete. Platforms contain multiple layers and ele-
ments, but need to contain all the essential ones in order to be robust. Some platforms
are essentially partial and rely on others to complete the platform. Smart phones pro-
vide an example. Android software needs to be combined with smart phone hardware
from companies such as Samsung to form a complete platform. This limits the ability
to combine these two to create new capabilities. Apple, on the other hand, has a com-
plete hardware/software platform for its iPhone, giving it the ability to create new ca-
pabilities such as 3D touch that requires both hardware and software innovation.

4. A robust platform enables continuous, possibly even rapid, improvement. A robust
platform gets better and better every year by adding new features, new functionality,
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and improved performance. Continuously extending the vector of differentiation. It
gives customers more reason to buy the products from the platform and makes it diffi-
cult for competitors to catch up. In other words, it has a steep vector of differentiation.
For example, in iOS 8 Apple made hundreds of improvements to that critical layer of
its platform, including photos and camera, notification center, messages, keyboard with
Quick Type, family sharing, iCloud, Health Kit, Home Kit, etc. And because it has a
robust platform strategy, these improvements were available on almost all iPhones
(current, previous, and future) and iPads.

5. A robust platform can also spur rapid growth by creating new derivative platforms
to expand into new markets. As was seen in the previous section, rapid growth can be
leveraged by a robust platform. Derivative platforms are based on a common underly-
ing platform, typically the defining technology, and enable a company to grow into
new markets. Again looking at Apple as an example, the iPod enabled it to leverage
its platform into the iPhone and then the expanded platform was leveraged into the
iPad, with Apple TV also using some of the same platform elements.

TWITTER: EXAMPLE OF A LIMITED PLATFORM

Twitter is an example of a limited platform, one that is not robust. Even though it is referred to
as a platform, it is mostly a single product. In fact, Twitter

describes itself as a platform: “Twitter, Inc. operates as a |IWitter Stock Price Decrease

global platform for public self-expression and conversation |Nov 2013 $44.90
in real time. It offers various products and services for users, |June 2015 $35.90
including Twitter that allows users to create, distribute, and Return -20%

discover content.”

However, the Twitter platform is not robust considering the criteria just defined. It really has
only a single product, even though it lists a number of other products, these are really just added
functionality or different implementations. Promoted tweets, promoted trends, and promoted
accounts are its three main sources of revenue, and these are more different markets for the
same product. Its platform does not have much proprietary advantage, in fact most of its soft-
ware is open source and available to others for free. It does make improvements to its platform,
but they are usually shared and many are not really significant. It has a relatively flat vector of
differentiation. And finally, it has not been able to find new markets opportunities to leverage
its platform.

When Twitter came public in November 2013, its stock price soared to $44.90 on the first day,
and it even rose to more than $50. Since then, however, it has dropped by 20% in June 2015 to
$35.90 per share. Also in June 2015 Twitter fired its CEO.

YAHOO: EXAMPLE OF A LIMITED PLATFORM STRATEGY
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Yahoo provides another example of a company with a limited platform strategy. As can be seen
Yahoo has as a relatively thin common platform with minimal leverage. Its primary strategy is
arange of individual products, usually content-based web sites, which generate revenue through
advertising.
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Yahoo Technology Platferm: Cloud Services, Hadoop, Personalization and Targeting, Mobds and
Presantation technologies. Consumer Platforms, Membership and all supporting development tools.

There is very little leverage of technologies across its products, almost none on a relative basis.
This is a relatively high-cost strategy with significant cost to develop and provide current con-
tent of each site. In order to deal with its high costs, Yahoo outsourced its search engine product
to Microsoft, saving $25M-$30M a month and providing significant upfront payments. Either
because of very little platform leverage or because its leadership didn’t understand the need for
product-platform strategy, Yahoo has had seven CEOs since 2007.
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PLATFORM LIFECYCLES

Understanding the lifecycle of a product platform is the most critical assessment a company
must make. It is an irrefutable fact that all product platforms have a lifecycle. Yet most compa-
nies seem to ignore this, because they don’t think long-term enough. Product lifecycles are
much shorter than platform lifecycles. Sometimes there is a regular R&D cadence, such as 1-
year or 3-year cycles. Product platform lifecycles are disruptive. All the products from the
platform come to end of life together. This usually implies a very large drop in revenue — fre-
quently fatal, killing companies concentrating on a few platforms. A disruptor’s advantage can
create new companies that displace old companies. Frequently platform lifecycles end because
competitors introduce new technology. It’s the frog-in-boiling-water tendency where compa-
nies don’t recognize the threat until it is too late. There can be a tendency to avoid initiating
disruptive change without explicit decision points. Assessment of a platform lifecycle requires
a specific strategic process. Most of the time, a decision isn’t necessary isn’t necessary, but if
you don’t you can get blind-sided. An annual assessment of product lifecycle is like having an

Development | Introduction Growth Maturity Decline

annual physical.

A typical platform lifecycle, as illustrated, starts with the Development Stage. A significant
investment is needed in the new platform, requiring either a diversion of the R&D portfolio to
the new platform or a significant increase in overall R&D investment. It frequently requires
new skills and expertise. A link between core strategic vision (CSV) and business model is
critical.

During the Introduction Stage, the platform is initially launched along with the first products
developed from it. The first products are usually aimed at the most attractive market segments,
or the safest for initial release, such as early innovators. An intense effort on improving the
platform also begins.
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In the Growth Stage there is usually a big opportunity to release many new products because
the incremental development costs for each new product are low and there is usually an oppor-
tunity to easily segment and sub-segment the market. The temptation at this point is to launch
too many new products, creating product proliferation. At this stage, diminishing returns on
new products may be precursor to impending platform maturity.

The Maturity Stage is the most critical of all, yet most companies seem to ignore this. Product
platform lifecycles are disruptive. All the products from the platform come to end of life to-
gether. Usually implies a very large drop in revenue — frequently fatal, particularly companies
concentrating on a few primary platforms. Disruptor advantages can create new companies that
displace old companies. Frequently platform lifecycles end because competitors introduce new
technology. Assessment of platform lifecycle is the most significant strategic judgment, which
is needed to trigger development of next-generation platform in time.

APPLE IPOD LIFECYCLE

Apple’s iPod product illustrates a typi-
cal product lifecycle, as the iPhone ===
product cannibalized the iPod. The iPod
was introduced in October 2001 as a  on
Mac-compatible product that could put
1,000 songs in your pocket. iPod sales s

iPod Sales

rose quickly over the next six years.
Some people don’t remember that by ...
2005, Apple sold 20 million iPods, and

it was 45% of Apple’s revenue.

The iPod was an initial platform that im-

plemented Steve Jobs’ Digital Hub Vision. Later Jobs obsessed over what could mess up the
iPod success concluding, “The device that could eat our lunch was the cell phone. Everyone
carries a cell phone, and that could make an iPod unnecessary.” Apple first tried to partner with
Motorola on the ROKR, but that was a failure. Then it began to design it’s own phone. In the
process, it abandoned much of the iPod platform and created a new platform with a multi-touch
technology and screen replacing the tack wheel, and new operating software. (Although some
of the music and iTunes platform elements were retained.)

When the iPhone was introduced in 2007, it began to immediately cannibalize the iPod, as you
can see in the chart. By 2012, iPod sales fell by half, but iPhone sales more than replaced this
decline.

THE DEATH OF DIGITAL EQUIPMENT
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At its peak in the late 1980s, minicomputer manufacturer Digital Equipment had $14 billion in
sales and ranked among the most profitable companies in the world. With its strong staff of
engineers, Digital was expected to usher in the age of personal computers, but the autocratic
and trend-resistant Mr. Olsen was openly skeptical of the desktop machines, saying “the per-

sonal computer will fall flat
on its face in business”, and Digital Equipment Revenue
regarded them as “toys” | sisn

used for playing video

£14.0

games.
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Digital's fortunes declined | ¢y:p
after missing out on some
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April 15, 1994, Digital re-

ported a loss of $183 million. Sales of the VAX, long the company's biggest moneymaker,
continued to decline, which in turn also hurt Digital's lucrative service and maintenance busi-
ness.

Market's acceptance of Digital Alpha computers and chips had been slower than the company
had hoped. Digital eventually made a strong push into personal computers and workstations,
which had even lower margins than Alpha computers and chips. Also, Digital played catch-up
with its own Unix offerings for client-server networks, as it long emphasized its own VMS
software, while corporate computer users based their client-server networks on the industry-
standard Unix software (of which Hewlett Packard was one of the market leaders).

Digital's problems were similar to that of larger rival .B.M., due to the fundamental shift in the
computer industry that made it unlikely that Digital could ever again operate profitably at its
former size of 120,000 employees, and while its workforce had been reduced to 92,000 people
many analysts expected that they would have to cut another 20,000.

Eventually, on 26 January 1998, what remained of the company (including Digital's multiven-
dor global services organization and customer support centers) was sold to PC manufacturer
Compagq in what was the largest merger up to that time in the computer industry. At the time of
Compagq's acquisition announcement, Digital had a total of 53,500 employees, down from a
peak of 130,000 in the 1980s, but it still employed about 65 percent more people than Compaq
to produce about half the volume of sales revenues. After the merger closed, Compaq moved
aggressively to reduce Digital’s high selling, general, and administrative (SG&A) costs (equal
to 24 percent of total 1997 revenues) and bring them more in line with Compaq’s SG&A ex-
pense ratio of 12 percent of revenues.
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US RECORDED MUSIC INDUSTRY PLATFORMS

Entire industries also see platform lifecycle declines. This chart shows the dramatic changes in
the lifecycle of different music platforms over 30 years. Cassettes and then CDs replaced vinyl
and 8-track media. The introduction of CDs also dramatically increased the total market as

people spent much more to build collec-
tions of CDs. With the advent of digital
downloads to portable devices, lead by ™\
Apple’s innovation of single song sales, S
music downloads replaced CDs. and the
total market declined as people spent less
on single tract purchases. Since 2009, an
even newer platform, streaming music,
has started to replace digital downloads.
In 2014, streaming revenue was already
$1.3 billion of total music sales compared
to $2.5 billion from downloads, and that

US Recorded Music Revenue - Unadjusted Raw Dollars
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shift was increasing quickly.
AMEX TRAVELERS CHECKS

Even what are perceived as commodity products can
have platform lifecycles. In the early 1990s, I gave a
strategy presentation to the executives of American Ex-
press and discussed the concept of platform lifecycles. I
remember them telling me overwhelmingly that Amex
traveller Checks were one exception to that rule. [ didn’t

argue the point, but knew they were being myopic. Since 59 70 80 90 00 10
then, the volume of Amex Traveller Checks has plum- =02 iis seene Credircards.com
meted as consumers had more alternatives, particularly ATMs. When you could even use your
debit or cash card to get cash when you were travelling, even foreign currency while travelling
abroad. This diminished the need for Travellers Checks and fewer businesses even accepted
them. It’s also an example of how a very different technology can threaten a product platform,
even one that is not technology based. As can be seen in the chart, the volume of American
Express Travelers checks began to drop precipitously around the time that ATMs began to
proliferate around the world. Today, many younger people don’t even know what a travelers

check is, and most retail stores don’t even accept them anymore.
NETFLIX PLATFORM REPLACEMENT

Netflix provides a great example of a company that introduced a new platform that displaced
its competitor and then went on to cannibalize its own platform with an entirely new one. Ex-
amples of a company that is astute enough to cannibalize its own platform with a new one are
rare.
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The idea of Netflix came to Reed Hastings when he was forced to pay $40 in overdue fines by
Blockbuster after returning Apollo 13 well past its due date. Netflix introduced a different plat-
form model built around the monthly subscription concept in September 1999, delivering by
US Mail two new DVDs each time the previous one was returned with no limit on the number
of movies watched each month, and no late fees. Since that time, the company has built its
reputation on the business model of flat-fee unlimited rentals without due dates, late fees, ship-
ping and handling fees, or per title rental fees.

In 2000, Netflix was offered for acquisition to Blockbuster for $50 million; however, Block-
buster declined the offer. At that time Blockbuster was a $5 billion company that collected $800
million per year in late fees alone. Blockbuster had an enormous retail platform of 60,000 em-
ployees in 9,000 store locations. But by 2004 Blockbuster peaked, as its platform was under-
mined by Netflix. Blockbuster’s enormous investment in stores blocked its ability to change its
platform. From 2002 to 2010, when it declared bankruptcy, Blockbuster lost $4 billion. The
new Netflix platform was superior. But the story doesn’t end there.

In February 2007, the company delivered its billionth DVD, but began to move away from its
original core business model of mailing DVDs. It invested in developing a new technology for
video streaming on demand via the Internet. Netflix introduced instant watching for PCs and
created a new platform. Its vision was that video streaming on multiple devices would replace
DVDs. This required a lot of investment and partnerships to get video devices, such as game
devices, in those early days to support streaming over Internet.
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https://en.wikipedia.org/wiki/Apollo_13_%28film%29
https://en.wikipedia.org/wiki/Blockbuster_LLC

This new platform cannibalized its platform at that time, and DVD sales fell from 2006 to 2011,
but Netflix recovered from this, growing from $1 billion in 2007 to $2 billion in 2012 and then
$5.5 billion in 2014.
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CONCLUSION: THE STRATEGIC LEVERAGE OF PLATFORM STRAT-

EGY

Through the concepts and example illustrated here, we have seen the exceptional power of a
platform-based strategy:

1. A platform strategy enables the release of multiple products rapidly, with each of
these targeted at specific market segments. We saw several examples of how a plat-
form strategy enables a company to release many new products quickly from that plat-
form. This can provide an enormous advantage over companies that are still developing
point products. National Instruments used this to its advantage in the test and measure-
ment market.

2. A platform strategy leverages R&D investment across many products. Because a
common product platform, or a set of derivative platforms, is used for multiple prod-
ucts, the R&D investment is highly leveraged. A competitor developing individual
products with a unique development cost per product has much higher R&D investment
per product than those who leverage a common investment across many products. In
addition, a product-platform strategy enables a company to focus its R&D investment
on the most critical platform elements, and then use the results in many products.

3. A platform strategy enables continuous improvement at the platform level that is
leveraged across all products from that platform. Rather than choose which prod-
ucts to invest in, with a platform strategy a company can make continuous improve-
ments at the platform level, and then introduce these across all products from that
platform. In the Apple example, investments in new iOS elements are leveraged across
all iPhones and iPads.

4. A platform strategy enables a company to leverage its platform into new market
in order to grow rapidly. We looked at the ways a company can effectively leverage
its platform to drive rapid growth by deliberately and continuously expanding into new
markets. Apple’s expansion from the iPhone to the iPad is a great example.

5. A platform strategy provides significant product cost leverage. A common platform
also uses common hardware components and shared production. This lowers product
material costs because of higher volume procurement and also provides higher manu-
facturing volume.

6. A platform strategy also leverages the supply chain. Similar products can leverage
distribution and make the supply chain most efficient, enabling more flexibility of mod-
ular products.

7. A platform strategy can also provide marketing, channel and brand name lever-
age. The similarity and defining characteristics of different products from the same
product platform makes it easier to market and promote these products.
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Notes:

!'Stock price increase or decrease can be a good metric for the long-term success of a product-
platform strategy, although there are obviously other factors involved in stock price increase.
The long-term stock price change is used for several examples in this document.

2 In the 2001 version of my book, Product Strategy, I used amazon as an emerging company
with an exceptional long-term platform strategy. When the stock price dropped to less than
$8/share I bought quite a bit of stock in the company, although I later sold it for an average
price of about $200 per share, deciding not to be greedy.

3 Stephens Inc. In-Depth report on National Instruments, May 14,2015.
* Oppenheimer & Co. Initiation of Coverage: National Instruments Corporation, July 30, 2015.

3 Fortune Magazine, September 14, 2015

47

Copyright © 2015 Michael E McGrath



	9-30-15 Product Platform Strategy Release (002) mb foreword 2
	Title Page

