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In pursuit of differentiation by making innovation real 

Innovative thinking through the understanding of network effects and application 

ecosystems with lessons learned from the Apple iPhoneTM 

A differentiated competitive edge is increasingly hard to find in the domain of low latency, high 

capacity real-time systems within financial markets.  There is a relentless cycle to find the next 

innovative idea to maintain the necessary competitive advantage.  The ‘race to zero’ under the 

banner of the algorithmic trading ‘arms race’ is well discussed, documented and the need is well 

understood. 

How should firms, service providers and technology vendors innovate and differentiate given the 

increasing cost and complexity of finding the next technical and commercial advantage?  What can be 

learned from consumer and Internet oriented business models, such as from Apple and Salesforce? 

Disruptive business platform thinking is a different way of considering business models, the process of 

innovation and the pursuit of finding the next innovative idea.  The business platform thinking 

considers learns from existing business models, stimulates ideas and gets product, technology and 

service providers to consider their core competencies, consider effective complementor strategies, 

network effects, value networks and business ecosystems. 

This thinking should provoke an alternative means to consider how to innovate.  We believe there is a 

huge opportunity for companies that can do this to enter new markets or re-define their existing 

markets by using disruptive platform thinking.  

What macro level capabilities are required? 

Research from IBM’s 2010 CEO and 2009 CIO studies once again 

highlighted the need to focus on innovation.  The research also 

indicates that creative leaders invite disruptive innovation and 

also highlights that technological factors are an ever more 

important external influence (see Figures 1 & 2).    

At a macro level, three capabilities need to be considered:  

• Reinvent the business model:  Drive a simplified and 

streamlined agile enterprise that balances growth, efficiency 

and business resiliency.  

• Develop new intelligence: Develop enterprise-wide capabilities 

to enable informed judgment, insight, client-centricity and 

profitable growth. 

• Integrate risk management: Achieve compliance objectives 

while mitigating operational risk, fighting crime and optimizing 

financial return. 
Figure 1 - CEOs cited creativity as the most 

important leadership quality over the next 

five years. 
1
 



Whitepaper – Produced for FISD Audience Only – Not for general distribution 

 Page 2 of 6  © IBM United Kingdom Ltd. 

Figure 2 - The relative impact of technology as 

an external factor rises year on year.
 1 

The 2009 IBM CIO Study highlighted the need to make innovation real, and explained the attributes 

required from a CIO to balance the need to be an insightful visionary and an able pragmatist. 

 

 

 

 

 

 

The CIO Insightful Visionary actions include: 

Push business and technology integration 

o Offer solutions for colleagues’ business dilemmas, even when the answer is not directly IT-related. 

Champion innovation 

o Explain how new processes and technologies can deliver more value to both internal and external 

customers. 

Extend CIO influence 

o Volunteer to help define the overall business vision and strategy and take on other non-technology 

leadership roles. 

Creativity and innovation should not be limited to just the scope of the organisation.   There is an 

enormous business ecosystem where new ideas can be generated, framed and captured.  

With these highlights, capabilities and actions in mind, what learning can be applied to the domain of 

low latency, high capacity real-time systems from an innovation perspective? 

Why is there a need to innovate further? 

Algorithmic trading is becoming more complicated and sophisticated, is expanding to more markets 

globally and is catering for greater numbers of assets classes.  The ‘race to zero’ is well documented 

and discussed, and it is recognised that there is increasing expense in terms of time, skills and 

financial demands to gain the next competitive advantage as the latency figures get smaller and 

smaller.  Continuous demands exist to provide flexible, manageable, scalable, available and stable 

solutions.  

Figure 3 - 2009 CIO Study - CIO Balancing Act
2
 



Whitepaper – Produced for FISD Audience Only – Not for general distribution 

 Page 3 of 6  © IBM United Kingdom Ltd. 

Through the interesting phenomenon of codification of experience and knowledge into software and 

hardware, the ability to innovate is both harder and easier.  Harder from the viewpoint that much 

past knowledge that once had competitive advantage has now become more commoditised and is 

spread to more parties, and easier because there is a broader set of services, products and 

technologies in the marketplace to build upon, licence or procure. 

This raises the fact that new ideas for value creation and innovation come from many places, and will 

almost certainly not come from inside a single organisation.   This can include the powerful wisdom of 

crowds thinking and effect. 

What can be learned from other markets about innovation and differentiation of 

business platforms? 

What examples of business platforms could we learn from? 

Familiar examples exist in the marketplace already, especially in consumer & Internet enabled 

business models.   Apple and Salesforce are good examples.  IBM’s European CTO Rashik Parmar says:  

“The concept is best explained exploring companies like Apple. They were able to conceive, build and 

create a collaborative platform (i.e. iTunes) that leveraged their unique core competencies to enter 

and dominate an entire market in a relatively short period of time.  The platform has allowed an 

ecosystem of customers and third parties to collaborate and innovate in entirely new ways, ways that 

could not have been foreseen or planned by a single company. They are not alone; other 

organisations are thinking about break through in the same way.” 

Salesforce have also introduced a disruptive Customer Relationship Management (CRM) business 

model.  As well as providing a software as a service platform for CRM, Salesforce encourages 

innovation deliverable through their Force.com engine.  Salesforce offers developers a development 

platform to create rich, collaborative cloud applications very fast—without buying hardware or 

installing software.   Salesforce now offers 1000’s of applications and services via their AppExchange 

platform.   The value of the Salesforce platform increases as a function of their platform and the 

applications and services available on AppExchange. 

Is there a candidate architectural model for business platforms, and who generally are the actors 

involved? 

No two business models are identical, however, the following ‘actors’ and relationships described in 

Figure 4 appear to be a good candidate model to describe the situation.  Much of this thinking has 

been inspired by research led by Annabelle Gawer at Imperial College, recently documented in her 

book ‘Platforms, Markets and Innovation’. 

 

 
 

Figure 4 - Candidate model for business platforms
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• Products
• Services
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Complementors

Platform Core
Comprising Owner & Provider
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Interfaces
Internal 
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Strong Control Point

The Platform Core, comprising the owner and provider functions, should bring value to the overall 

system, perform at least one essential function, enable innovation & novel use, be easy to connect to 

through open interfaces, be easy to build upon, enable variety, enable low cost development, allow 

fast adaptation and evolvability, be stable, generally have low variety, have high reusability, typically 

have economies of scale and are typically difficult to replace.   In summary they open a core capability 

to be accessed by partners & customers. 

End users are demand creators.  They benefit from the ecosystem of complementors and the 

platform core.   In a multi-sided market end users are often looking to be matched with other end-

users – supply and demand matching.   

Complementors offer complementary services, products and technologies, accessed through known 

modular interfaces.  They benefit from the features of the platform core, the wider ecosystem, other 

complementors and ultimately the end users.  Complementors can add value and capture value 

themselves.  Complementors will more likely invest in the platform if there are many end users, and if 

the platform is open enough.  Complementors must not feel threatened by the platform competing 

with them.  They increases the value to end users in a number of ways including stand alone 

functionality and performance, the size of the install base and the availability of complementary 

goods.  

Suppliers generally enter into a contract with a supplier for a known product, service or technology 

with the platform owner and provider.  Generally the supplier, although innovative, does not innovate 

in a way that a complementor would. 

Interfaces provide all actors a means to access the platform.  The interfaces may be industry 

standards based, but certainly need to be standard.  The level of openness will determined how easy 

it is to access the platform, what rules, regulations and contracts for example are in place to use the 

platform.   The more open the platform generally the more innovation there is from complementors. 

Why is this business platforms model important? 

The first major benefit is the network effect.  Simply put, the more complementors there are the 

more end users will be attracted to the platform, and the more end users there are the more 

complementors will be attracted to the platform.  This differentiates the platform significantly 

compared to the value of just the platform. 

 

Secondly, it encourages the platform owner & provider to focus on their core competencies, and 

allows other to innovate increasing the perceived value of the platform.  In the past platform 

Figure 5 - The role of complementors in business platform thinking
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providers have tried to satisfy as many end-users as possible by developing products, technologies 

and services in-house, but now end-users demand unique features and the platform provider cannot 

generally afford to satisfy this need for mass-customisation.  

Is the role of complementors a new phenomenon?  

Certainly not.  Adam Brandenburger of Harvard and Barry 

Nalebuff of Yale identified the role of complementors in their 

1997 book called ‘Co-opetition’, see Figure 6.   They highlighted 

a gap in Michael Porter’s 1979 framework familiarly known as 

Porter’s Five Forces.   Porters Five Forces included: the threat of 

the entry of new competitors, the intensity of competitive 

rivalry, the threat of substitute products or services, the 

bargaining power of customers (buyers) and the bargaining 

power of suppliers.   Nowadays, based on Brandenburger & 

Nalebuff insight, Complementors are often referred to as the Sixth 

Force.   

Although it is not a new phenomenon when applied to say technology fuelled business models such 

as the Internet, and Algorithmic trading technologies then maybe there is something new to learn. 

How could we apply this thinking to the field of low latency, high capacity real-

time systems? 

Traditionally in the highly secretive and competitive latency arms race the concept of a complementor 

strategy did not exist.   There will always be value in faster; higher capacity technical infrastructure to 

support this marketplace, however, with the race to zero getting closer there is a need to focus on 

different aspects of the value chain to seek a competitive advantage. 

Potentially there are further opportunities around insight from data in terms of tick histories; data 

quality; broader and deeper risk analytic functions and fraud for example.  Potentially non-traditional 

data sources including public sources comprising unstructured data may play more of a role.  What 

insight from data could be deduced from Google, Twitter and Facebook and used as an input to an 

OMS/EMS/RMS?  Which social networks and individuals have more impact on the marketplace? 

In building platforms collaborative technologies and Web 2.0 concepts can assist in product 

development, and can create feedback loops ensuring product development is appropriately 

prioritised. 

Is there a role for a complementor application store/repository strategy for OMS, EMS and 

Algorithmic functions?  These could be delivered in a continuum of open to proprietary ways.  Is there 

a role for an Intellectual Property exchange? 

Is there a role for complementors to offer test functions and services?   

Will we see further platform partnerships through bundling and packaging?  There is sure to be the 

case with the continued convergence of software, compute & network infrastructure. 

What examples in the market are exhibiting the use of complementors? 

Caveat – This list is provided for illustrative purposes only. 

The following list demonstrates the shift or focus on complementor strategies.  Examples include 

open source software, collaborative ways to build solutions, application repositories, co-location 

strategies, the introduction of new standards and partnering strategies. 

• MarketCetra – http://www.marketcetera.com 

• LakeView - http://lakeview-cms.com/  

• Collaborative Software Initiative - http://www.csinitiative.com 

• OpenMarketData – http://openmarketdata.org – MDAL (Market Data Abstraction Layer) 

• Hedgehogs.net – Repository & Collaboration - http://www.hedgehogs.net/ 

• Lime Brokerage - http://www.limebrokerage.com 

• LSE – Exchange Hosting - http://www.londonstockexchange.com 

Figure 6 - Adam Brandenburger and Barry 

Nalebuff  - Complementor insight
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IBM’s Capabilities 

IBM has developed a method for developing disruptive business platforms and has developed 

competency through its multi-disciplinary and cross-industry expertise.   Examples of capabilities 

include business and technology strategy & change services, IBM’s contribution to standards, IBM’s 

Institute for Business Value, IBM’s Global Technology Outlook insight all complemented by traditional 

technology enablement capabilities. 

Closing Thoughts 

Is this just an idea, a serious threat or something the industry should think about as the cost of entry 

and innovation continues to go up? 

Is there an opportunity to create an algorithmic framework where clients, academics, brokers and 

individuals license their Intellectual Property (IP) to whoever wants to use it?  Is this in fact a platform 

for platform design in itself? 

Is the strategic question how can organisations leverage their core differentiated capabilities and 

combine these with new complementary technologies, products and services to re-define 

fundamentally their propositions to existing customers or open up new markets? 
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