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Introduction

Entrepreneurship in the digital sphere looks different. Traditional entrepreneurial ventures were
supply-side driven, whose activities consisted of: procurement of inputs, production of goods, and
distribution of goods. Today, many entrepreneurial ventures are demand-side driven. If supply-
driven businesses thrived on the accumulation of physical capital and economies of scale that
minimized costs, demand-driven businesses thrive on the accumulation of users and social
networks that together maximize value. Hence, competition on the demand-side does not depend
on financial capital, machinery, or even human capital but rather on millions of users and the
network effects generated by their interaction. In short, keys to competitiveness now hinge on
orchestration of resources rather than control of critical assets (Parker et al. 2016).

Many of digital entrepreneurial ventures are multi-sided platforms (MSPs), which are
intermediaries driven by network effects. MSPs are “characterized by the presence of two (or more)
distinct sides whose ultimate benefit stems from interacting through a common platform” (Rochet
and Tirole, 2003). Their value-adding activity involves the reduction or elimination of transaction
costs in the market. In recent decades, MSPs have come to disrupt many traditional businesses on
a global scale (Stone, 2017). Industries that underwent major transformations include finance,
communication, advertising, operating system as well as various internet-based industries ranging
from real estate to transportation. Interestingly, for MSPs, the reduction of transaction costs occurs
outside the firm in the market as opposed to inside the firm as was observed in traditional
businesses (Coase, 1937). Malone, Yates, and Benjamin (1987) predicted presciently some thirty
years ago that ICT would transform the way economic activity is organized. They developed a
schematic for assessing which economic activities would be more likely to undergo disruption than
others based on two key predictions about coordination costs and asset specificities. First, they
predicted that ICTs would reduce the unit costs of coordination and thereby increase the proportion
of economic activities transacted by the market instead of the hierarchy (e.g. firm). Second, they
predicted that ICTs would decrease asset specificities over time. Today, the “Sharing economy,”
particularly Airbnb and Uber, has made monetizing consumer assets with lowest utilization rates
possible (Sundararajan 2016).

Entrepreneurship in the demand-side economy has simultaneously become easier and more
difficult. Network effects have a tendency to unleash winner-take-all competition, which increases
industry concentration and lowers entrepreneurial entry. By the same token, network effects have
turned competition more “Schumpeterian,” such that entrepreneurial entry has increased and
disruption of incumbents become more prevalent (McAfee and Brynjolfsson, 2017). With digital
goods, marginal cost of production is essentially zero and the Information Communication
Technologies (ICT) infrastructure has made distribution instantaneous and free. Mobile app
development market has experienced rapid entry and growth as Apple and Google lowered the



costs of development and distribution (Bresnahan et al., 2014). In fact, App development has
become one of most common forms of entrepreneurship (Haefliger et al., 2010).

Research

My research attempts to incorporate literature on network effects into research on entrepreneurship
and explores the demand-side economics of entrepreneurship. More specifically, | want to examine
entrepreneurship in the mobile application sphere. There is surprisingly little empirical research
done on mobile app entrepreneurship. Yin, Davis and Muzyrya (2014) is the only study that
specifically attempted to conduct empirical research. | want to examine a number of questions: (i)
Has the mobile app platform lowered entrepreneurs’ barriers to entry? This research question
builds on Malone, Yates, and Benjamin (1987) and (McAfee and Brynjolfsson, 2017). My
hypothesis is that while mobile app platforms may have not done much to lower the barriers to
entry, transactional platforms, such as Uber, Airbnb, Amazon Marketplace, and eBay, have helped
entrepreneurs reach their customers (ii) Which monetization strategies have best taken advantage
of network effects for profit? The most common revenue model involves targeted advertising to
its platform users. For Google, advertisers are the money side and Google users are the subsidy
side. Another common revenue model involves commissions where users get charged per
transaction. Airbnb charges the guest 6 to 12 percent and the host 3 percent for every transaction.
Uber charges its money-side, drivers, 20 to 25 percent per transaction but does not charge its
subsidy side, its riders.

Data

Best quality data are collected by Appbase and comScore. Appbase has the near universe of mobile
applications data. 5.9 million apps on Apple and Android platforms. Data app company include
the company name, key developer, number of social media page followers, and number of
employees. Information on the monetization strategy and rival products is useful for comparative
analyses. Data on mobile app developers (e.g. name and country of origin) will reveal the
geographic distribution of skilled developers as well as lend comparative lens on countries in the
frontier. Data is also available on consumers (e.g. user demographics, available language, country).
Major shortcoming of Appbase is the absence of information about number of downloads. Hence,
Appbase needs to be supplemented by the Mobile Metrix database provided by comScore. Its
database has estimates on 4,000 apps with at least 3,000 monthly unique visitors for a period
between January 2015 and March 2018.

Budget
| will need to purchase monthly subscription to these services. Appbase is $750 per month and

Mobile Metrix has a starting package priced at $799 per month. | may need to hire some additional
hourly workers to collect data on specific mobile apps.
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