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On last week’s episode of the “Behind the Markets” podcast, I was joined by Alex Moazed, Founder and CEO of
Applico, and Rafi Aviav, head of WisdomTree Europe’s Product Development team, for a discussion on platform
businesses.

 

Moazed described platforms as companies that do not own the means of production but rather the means of connection.
Platform companies create value by facilitating connections between two or more different groups. One example is
Uber, which connects its supply of drivers with customers needing transportation via a seamless platform application.
Likewise, YouTube connects suppliers of entertainment videos and other third-party content with consumers for
monetization.

 

Platforms create scale by being asset-light, with no inventory on their balance sheets, thus creating strong economics and
network effects as they scale to critical mass.

 

Moazed’s firm, Applico, was founded while he was in college building software applications for larger companies. He is
now advising several multibillion-dollar enterprises on how they can transform their existing traditional businesses by
building platform businesses on top of them.

 

Moazed described how venture capital has reaped the largest rewards from investing in platform companies. Of the top
25 startup investments over the last 20 years, over 50% of them have been platform companies.

 

But large enterprises like Walmart are also making the transition. Walmart is building both organic platforms and
completing acquisitions to enter the marketplace business. Moazed believes platform business transitions are going to
be a focus for private equity buyout firms as well in the future.

 

Where Are Platforms Going Next?

 

Business-to-business (B2B) distribution is currently a $6 to $8 trillion business, about two to three times the size of
consumer retail in the U.S., which is around $2.5 trillion. For reference, Moazed believes Amazon is still early in
penetrating retail, with only 10% market share, measured by their gross merchandise volume of around $250 billion a
year. B2B, even bigger than retail, is also early in penetration when you consider it from the perspective of creating new
platforms altogether.

 

One of the sectors with a surprisingly large number of platform-based businesses is financial services. A number of
marketplaces for trading bonds and stocks have evolved to utilize the platform model. One of the opportunities Moazed
sees in financial services is for providing loans, as he currently sees banks providing suboptimal service levels.

 

What Are the Risks?
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One of the risks to platform companies is regulation, along with the concern of being classified as monopolistic if they
scale too large. Just recently, there was a ruling on Apple’s iOS App Store covering this type of issue. These antitrust
rules center on whether a company is taking advantage of customers by raising prices, given that it has dominant pricing
power when confronted with consistent demand.

 

Many of these platform companies are, so far, providing services free of charge, making it hard to seriously consider
them as antitrust targets at this time. 

 

However, if platforms start to vertically integrate and compete on supply, it will increase the risk concerning
monopolization.

 

In summarizing the opportunities for platforms, Moazed emphasized that technology should not be viewed as a sector to
invest in, but rather a method that can catalyze the evolution of every major market vertical in the economy. Moazed sees
platform companies as the “crème da la crème” of technology-embracing companies in each industry.

 

This was a great conversation about platforms; to listen to the full podcast, please follow the link below:

 

 

Important Risks Re lated to th is Art ic leImportant Risks Re lated to th is Art ic le

Alex Moazad is the CEO and founder of Applico, Inc. which is a data provider for the WisdomTree Modern Tech
Platforms Index.

For standardized performance and the most recent month-end performance click here NOTE, this material is intended
for electronic use only. Individuals who intend to print and physically deliver to an investor must print the monthly
performance report to accompany this blog.

For more investing insights, check out our Economic & Market Outlook

View the online version of this article here.
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https://wisdomtree.com/blog/glossary#vertical-integration
https://www.wisdomtree.com/investments/performance
https://wisdomtree.com/-/media/7ae44b76bd3149b4a55e58a7694530b1.ashx
https://www.wisdomtree.com/investments/blog/2019/05/30/platform-businesses-what-they-are-and-why-own-them


IMPORTANT INFORMATION

U.S. investors only: Click here to obtain a WisdomTree ETF prospectus which contains investment objectives,
risks, charges, expenses, and other information; read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign investing involves currency, political
and economic risk. Funds focusing on a single country, sector and/or funds that emphasize investments in smaller
companies may experience greater price volatility. Investments in emerging markets, currency, fixed income and
alternative investments include additional risks. Please see prospectus for discussion of risks.

 

Past performance is not indicative of future results. This material contains the opinions of the author, which are subject to
change, and should not to be considered or interpreted as a recommendation to participate in any particular trading
strategy, or deemed to be an offer or sale of any investment product and it should not be relied on as such. There is no
guarantee that any strategies discussed will work under all market conditions. This material represents an assessment of
the market environment at a specific time and is not intended to be a forecast of future events or a guarantee of future
results. This material should not be relied upon as research or investment advice regarding any security in particular. The
user of this information assumes the entire risk of any use made of the information provided herein. Neither WisdomTree
nor its affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal advice. Investors seeking tax or legal
advice should consult their tax or legal advisor. Unless expressly stated otherwise the opinions, interpretations or findings
expressed herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or re-disseminated in any form and
may not be used as a basis for or component of any financial instruments or products or indexes. None of the MSCI
information is intended to constitute investment advice or a recommendation to make (or refrain from making) any kind
of investment decision and may not be relied on as such. Historical data and analysis should not be taken as an
indication or guarantee of any future performance analysis, forecast or prediction. The MSCI information is provided on
an “as is” basis and the user of this information assumes the entire risk of any use made of this information. MSCI, each of
its affiliates and each entity involved in compiling, computing or creating any MSCI information (collectively, the “MSCI
Parties”) expressly disclaims all warranties. With respect to this information, in no event shall any MSCI Party have any
liability for any direct, indirect, special, incidental, punitive, consequential (including loss profits) or any other damages (
www.msci.com)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom, Tripp Zimmerman, Michael
Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel,
Ryan Krystopowicz, Jianing Wu, and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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https://wisdomtree.com/~/link.aspx?_id=629EA1A21F5646E3B6A5AD58E8AAAB5C&_z=z
https://wisdomtree.com/#externalLinkModal


DEFINITIONS

Vertical Integration   : refers to a company’s methods of production, where it begins to take ownership of the different
production operations along its supply chain.&nbsp.
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