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ABSTRACT
The aim of this paper is to point to changes affecting managerial management models,
resulting from the transformation of production systems. The beginning of the 21st century
was marked by the transformation of capitalism and the existing industrial production
systems. The classic linear production model was found to be under pressure from the
changes that the post-industrial societies had at the turn of the century. Platform-based
corporations have become the leading global corporations listed on the stock market
capitalization. Classic linear management followed the fate of change management
paradigms. Corporations from the platform economy model have modernized management
strategies and created a whole new industry.
Key words: circular model of production, demand side of production, platform-based
organization, pipeline model of production, suppy-side economy

1. INTRODUCTION
The end of the twentieth century and the beginning of the new era, in economic practice, will
remain unchanged through the transformation of the classical capitalist mode of production
into new systems of derived forms of capitalist production. The paradigm shift came as a
result of the abandonment of the classic capitalist postulates that were based on labor and
capital relations. Additionally, globalization has contributed to the geographic expansion of
the capitalist mode of production, adapting to each individual system of society, according to
the level of economic development, in which it has emerged. The changes brought with it by
the postmodern and post-industrial society have had an equally devastating effect on the
social system of production as well as the changes that the frustration of the First Industrial
Revolution. The classical work and capital relationship is replaced by ownership of
information. The processes that began after the Third Industrial Revolution in the middle of
the last century continued the development of the fast Internet and complete digitization of all

types of industries. The Internet-supported industry and digitalization of all forms of social
life have accelerated the processes that scientists recognize as the Fourth Industrial
Revolution. The modern development of economic activity is marked by Web 2.0. model and
process management of the name Industry 4.0. As a result of the above-mentioned
development, corporations from the new mode of production have taken the lead in the
rankings of the world's most valuable corporations. Their business model was named the
economy of the platform. Five of the top global corporations on the global market, according
to capitalization, were from the platform economy model.
2. DEVELOPMENT AND TRANSFORMATION OF BASIC MANAGEMENT
PRACTICES
Digitalization of all spheres of social life and, consequently, economic activities, has crucially
influenced the change of direction and methods of managerial management in post-industrial
societies. Changes affecting the economy after the emergence of corporations from platform
economics shook existing management practices to the ground. Economic analysts have
already emphasized at the beginning of the century that the changes that the economy will
bring to the platform will be as dramatic as the changes that the steam machine has introduced
in the economy. The economic system built with a steam engine, in its basic settings,
remained unchanged until the platform economy model emerged.
The first industrial revolution, at the end of the 18th century, laid the foundations for a system
that would describe Adam Smith in the Wealth of Nations as the invisible hand of the market.
Standardized production, division of labour and low production costs, associated with the low
wages of poor workers, will enable the realization of commodities in the supply and demand
collision system. The overriding model of the firm historically used is predicated upon
companies buying raw materials (inputs) and transforming them into outputs before selling to
downstream customers at a profit. The success of these business is typically driven by their
ability to buy efficiently (low input cost), add value (trough design, efficient manufacturing
etc.) and sell resulting products and services with a high margin (trough distribution networks,
retail shops etc.) (Reillier, Reillier 2017: 41).
The Second Industrial Revolution will wipe out supply and demand laws. The beginnings of
modern management, already at this early stage, will become obsolete by the invisible hands
of the market. Chandler will later in the book „The Visible Hand: The Managerial Revolution
in American Business”, write about the complete change of the paradigm and the visible hand
of the market. The development of management as a science, but also everyday practice, will
hamper the iron market laws and the formation of prices in the collision of supply and
demand. A hundred years later, management will be the decisive factor in forming and
managing the models of platform economics. Schumpeter, an economist from the famous
Austrian school, will emphasize the need for constant technological advancement as the
foundation for economic development.
However, Hildferding would point out before Schumpeter that after the Second Industrial
Revolution the main driver of innovation was a large company with the help of applied
science, and no more entrepreneurs in the workshop from the time of the invisible hand of the
market (Michealides, Millos 2005). Modern management strategies and the organization of
global networking platforms, which require strong and stable funding, will be the foundation
of the development of the platform's economy. Already after the Second Industrial
Revolution, the foundation for this kind of corporate development was set.

The third industrial revolution, from the mid-twentieth century, will set the foundation for the
development of an information society that will experience its climax with the emergence of
the Internet and the development of global corporations. Web 2.0, the post-industrial society
and the development of the platform's economy model, are based on the features of the Fourth
Industrial Revolution. The period after the Third Industrial Revolution and the change of
fundamental production chips is the fundamental content of the book Post-capitalist society,
the guru of Peter Drucker's management. In Drucker's paper, the old factors of production
land, labor and capital are replaced by new factor – information (Drucker 1993). In the time
of the book's creation, the world in which information yielded a competitive edge has just left
its roots. Today, business in the economy of the platform is only about collecting and
processing information.
The industrial production system, defined after the First Industrial Revolution, is fully
absorbed only after the development of an industry based on electricity and oil. The 20th
century will remain marked as a period of full affirmation of management systems. As early
as 1930, Robert Coase set the foundations of the firm's theory, which will remain a sign of
further development of management theory. The development of industrial production of
goods and the associated cost theory will be the basis of Hendersen's theory of scale
economics. The firm's theory and scale economy will become the most well-known of all the
managerial theories, Porter's Industry Analysis. All the theories that will be developed later,
especially resource theories and the theory of hypercompetition, will find the source in
Porter's Industry Analysis
Porter's Industry Analysis and the related Chain Value Theory will become a fundamental
point for the analysis and comparison of classic pipeline models of industrial production with
the circular models of the platform economy. The value chain analysis for organizations from
classical linear business and production of goods and services was some sort of fundament for
analyzing the entire production of physical goods and services by the end of the 20th century.
By the transformation of capitalism into the western hemisphere, ownership of information
and information production, it transforms porter's analysis into a part of history that goes
along with industrial production in the east. The factory floor where, from the time of Adam
Smith and the invisible hand of the market, where produced physical goods and services, was
replaced by collecting, sorting, processing and sharing information as goods in the exchange
process.
We are in the midst of an epic change in the nature of work. The First Industrial Revolution
ended save and serf labor. The Second Industrial Revolution dramatically shrank agricultural
and craft labor. The Third Industrial Revolution is sunsetting mass wage labour in the
manufacturing and service industries and salaried professional labour in large parts of the
knowledge sector (Rifkin 2014: 160). The Fourth Industrial Revolution is one of the
foundations of classical capitalism. The platform economy changes the nature of control in
the system of production of goods and services.
2.1. Supply side economy
The term supply side economy first was used by Herbert Stain in paper presented in 1976.
Stain, a former economic adviser in the Nixon administration, used the term “supply side
economy” to refer to the fact that this doctrine focused on only a specific aspect of the supply
side: the fiscal aspect, and in particular the tax aspects. Later that year, Jude Wanninski

simplified to “supply side economics” (Atkinson 2008: 49). I wish we had a better term for
the great advances in economic understanding that began in the mid-1970s and became
known as “supply-side economics.” It was really an expansion of the Classical school of
economics, which most people trace to Adam Smith and his precursors such as Cantillon or
Hume (Lewis 2016). In the twentieth-century industrial era, giant monopolies were created
based on supply economies of scale. These are driven by production efficient, which reduce
the unit of creating a product or service as the quantities produced increase. Those supply
economies of scale can give the largest company in an industrial economy a cost advantage
that is extremely difficult for competitor to overcome (Parker et.al. 2016: 18).

Figure 1: Porter Value Chain

The supply side economy is linked to the welfare state and experiences its peak in the middle
and after the middle of the twentieth century. Atkinson (2008: 23) highlights two fundamental
conditions that were fulfilled at a time when the supply side economy was at its peak: 1)
supply-siders are more interested in boosting long-term growth than in managing the business
cycle can be managed and 2) for many supply-siders, the ultimate gauge of economic wellbeing is not income, but wealth. Supply-siders built their thesis mainly on classical
assumptions: a) perfect competition, b) wage and price flexibility, c) upward-sloping supply
curve, d) the economy being in the state of full employment. Supply-siders argue that real
output of an economy is determined in the medium term by the supply of real factors – labour
and capital – and change in the technology (Dwivedi 2010: 372).
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Figure 2: Physical Product Flow
Source: Moazed and Johnson, 2016, 25.

Just as the growth of the economy was at its peak, and the organization's surroundings were
still relatively stable, the porter issues an industry analysis focused on defining a business
model in the supply side of the economy. Porter's value chain, as shown in Figure 1, detracts
the direction of movement of materials within the production cycle, from the input of raw
materials to the sale of finished products on the market. The production system model shown
in Figure 2 has emerged since the First Industrial Revolution. Henry Ford and the assembly
line will make it the most efficient production system since the production of industrial
output. In the context of the platform economy and comparison of the value-added system, it
will remain as a classic linear production line. Linear business focus on creating value
internally and selling that value downstream customers. Value flows from left to right, from
the manufactures down to the customers (as in Figure 1). In this word, the resources a
business owns and controls internally are its most valuable assets (Moazed, Johnson 2016:
25). Movement of raw materials and semi processing from left to right, in classical linear
business, we find also called pipeline business model.

2.2. Demand side economy
Supply side economics is a retreat from Keynes. Keynesian economics was basically a
demand side economics which dominated the economic scene since 1936 (Kennedy 2011:
353). In the twenty-first Internet era, comparable monopolies are being created by demand
economies of scale (Parker et. Al. 2016: 19). The expression appears for the first time as a
result of the effort to determine the concept of creating a network effect. The authors are
called Hal Varian, the chief economist at Google, and business professor Carl Shapiro.
Demand-side economy of scale are also known as „network externalities“ or „network
effects“, since they commonly occur in network industries. Formally, a good exhibits network
effects if the demand for the good depends on how many other people purchase it (Varian
et.al. 2004: 33).
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Figure 3: Platform business model
Source: Moazed and Johnson, 2016, 26.

In accordance with the traditions, the Keynesian demand side economy is based on increased
aggregate market demand. In the context of the economy of the platform, the demand side
economy represents an effort of the platform management to attract as many customers as
possible to create and continuously increase the network effect. Demand economies of scale
are driven by efficiencies in social networks, demand aggregation, app development, and
other phenomena that make bigger networks more valuable to their users. They can give the
largest company in a platform market a network effect advantage that extremely difficult from
competitor to overcome (Parker et.al. 2016: 19).
Unlike the supply side economy, which is based on exploiting the curve of experience and
lowering the cost per unit of production with each new unit of production, demand side
economy is growing with increasing demand. When network effects are presents there are
normally multiple equilibria. If no one adopts a network good, then it has no value, so no one
wants it. If there are enough adopters, then the good became valuable, so more adopt it –
make it more valuable (Varian et.al. 2004: 34). As shown in Figure 3, the economy of supply
in the context of the platform economy leaves the pipeline model. It is no longer oriented to
the supply side and does not address raw material input into the production process. Demand
side of economy character implies attracting users to the platform and facilitating interaction
among them. Organizations from the model platform are oriented to the demand side
economy and to replace the classical linear model with a circular model.
2.3. Platform economy
By the contrast with supply economies of scale, demand economies of scale takes advantage
of technologies improvements on the demand side – the other half of the profit equation from
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the production side (Parker et.al. 2016: 19). As we have already pointed out, in the supply
side economy model, the goods and service providers fully control the production process and
create value in it. In this regard, Porter focuses on his Value Chain Theory highlighting the
analysis of individual stages within the Value Chain to create conditions for the development
of the company's competitive advantages. The platform economy organization does not
produce goods and services, does not directly controls production processes, and consequently
does not control the creation of value within the manufacturing process. As the ultimate result
of the organizational process, we conclude that organizations from the economics platform are
completely different from organizations from classical linear business.
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How can we differentiate the model of the economy of the platform from the classical
pipeline model, and how make distinction of organizations from the model economy of
platforms from organizations from classical linear business? What is so specific for the
platform model and we cannot find that in pipeline model? A platform is a business model
that facilitates the exchange of value between two or more user groups, a consumer and
producer. In order to make these exchanges happen, platforms harness and create large,
scalable networks of users and resources that can be accessed on demand. Platforms create
communities and markets that allow users to interact and transact (Moazed, Johnson 2016:
29). The model of the economy of the platform can be determined as “economic catalyst”
with: a) two or more groups of customers; b) who need each other in some way; c) but who
cannot capture the value of mutual interactions on their own; and d) rely on the catalyst to
facilitate value-creating interactions between them (Evans, Schmalensee 2007). Platform
business creating significant value through the acquisition, matching and connection of two or
more customers groups to enable them to transact (Reillier, Reillier 2017: 22).
The classic management strategies of the twentieth century have very damned domains if
applied in the platform economy. As shown in Figure 3, the model of the economy of the
platform, completely abandoned model supply side economics, and is based on the demand
side economy. Users are attracted to the platform and process encoding occurs in user
interaction. The Platform ecosystem consists of a platform that provides services of
interaction between the users, the users that we share to the producers and consumers, and the
developers who develop applications that users recognize as the value on the platform. The
classic piping business was based on the production of goods that he sold on the market and
used the models to push the goods on the market. Regardless of the size of the organization
and market capacity, there was always only one targeted market where the goods were

realized. The model of the economy of the platform uses a model of a two-side or multi-side
market.
Two-side market are places where both buyers and sellers gather because of each other, rather
than to trade with the firm. This create enough variety (through a market) to serve customers’
needs. A platform emerges, creating favourable conditions for exchanges to happen which
could be controlled by the same firm or which could have disrupted the original offerings
(Irene 2014: 193). Multi-sides platforms are organizations that create value primary by
enabling direct interactions between two (or more) distinct types of affiliated customers
(Hagiu, Wright 2011).
3. COMPARISON PIPELINE ECONOMY MODEL VS. CIRCULAR ECONOMY
MODEL
In the process of comparing the model of pipeline economy and platform economy, it is
important to emphasize that they cannot pull the firm boundaries and determine the exact
differences that each model defines. As the classical linear model overwhelmed when
compared to the underlying factors of liner production and linear service system, we find
similarities and differences between linear and circular models. As shown in Table 1, there
are similarities and differences compared to the three basic business models
Table 1. How platforms differ from product and services as market potential differences

Attribute
Scale economies
potential
Customisation by endusers
Market
Long-tail potential
Lock in potential
Network effects
potential
Revenue model
Margins in competitive
market

High

Market potential differences
Product
Service
Low

Platform
Extensive

Limited

Potentially extensive

Extensive

Segments
Low
Low to medium
Low

Segments
High
High
High

Microsegments
Very high
Very high
Very high

Lump-sum sale
Low

Revenue stream
Low

Revenue stream
Potentially high

Source: Tiwana, 2014, 52.

Platforms offer the possibility of extensive weighting potential in economics of scale and
customization by end-users. By comparing it with the classic linear model, economies of scale
are acceptable in the production of physical products, but not in services. By customization by
end-users, the situation is exactly the opposite because it cannot be expected in the production
of physical products, but for services this is the expected way of doing business. In the
process of market development, the platforms range from the development of micro-segments
and cover very specific market niches. The classic linear business captures market segments
and defies the winning segments of management strategy models that are not applicable to
platform operations.
Unlike the linear model, the circular economy successfully utilizes potentials that cannot be
efficiently and efficiently utilized in classical business. Platforms create competitive
advantages using long-tail potential, lock in potential and network effects potential. The

classic linear production of physical products is determined by production capacity, product
standardization, and focused on the selected market segment, and can hardly compete in the
three market potentials used by platforms. However, the fundamental difference that defines
the new circular economy is based on a potentially high margin in a competitive market.
Classic pipeline business are competing in the old industries with very low margins and
without significant market growth rates. The economy platform opens up new markets,
creates new industries, markets grow steadily, and as a result, they are high profitable rates.
Table 2. How platforms differ from product and services as management-style differences

Attribute
Innovation mode
Management model
Critical success factor
Key tension

Start-up bottleneck

Market potential differences
Product
Service
Planned
Planned
Command-and-control Coproduction with
customers
Good management
Process rigor
Predicting and
Customisation to
anticipating consumer
idiosyncratic consumer
preferences
needs
Attracting customers

Attracting customers

Platform
Emergent
Orchestration
Orchestration
Ecosystem partners
autonomy versus
ecosystem-vide
integration
Attracting both sides

Source: Tiwana, 2014, 52.

While comparing business operations to the platform in the context of market potential can
find some similarities between the platform model and the classic linear business,
management models could not tell. The platform economy has developed entirely new ways
of management. Managerial management and management strategies of the 20th century have
become useless in circular business. Managerial Business Management Models Include Sharp
Planning, Command and Control, Process Rigor, Perceivable and anticipating Consumer
Preferences. The embarrassing difference that separates the management mode of platform
management from pipeline management is found in start-up bottlenecks. As shown in Table 2,
the classic linear business model is based on the model of attracting customers. Platforms
must attract both sides if they want network effects and develop business from the beginning
on sound ground.
4. DIFFERENT MINDSET TOWARD BUSINESS STRATEGY
The established difference between organization management from model platforms and
organizations from the classic pipeline model comes from controlling value creation for
consumers. In classical linear business, value is generated in the production of goods and
services, and managers are in charge of managing the production process. In the platform
economy, value is created by user interaction on the platform, and user communication is the
“Factory floor”. A completely different way of creating value on platforms from creating
value in the pipeline business has resulted in a complete turnaround in business management.
The basic features of this shift are listed in Table 3. Tiwana (2014: 52) lists five fundamental
factors that are the bearers of a managerial paradigm shift: a) migration from product
competition to platform competition; b) organizational boundaries blur; c) architecture
matters; d) evolutionary fit – not just efficiency determines a platform's fate and e)
coevolution of architecture and governance.
We have already mentioned that the value on platforms is not created in the direct production
of goods. Consequently, the market moves the focus from the production of goods to the

interaction of users who realize key transaction on the platform. In the process of interaction,
commoditization of goods and services takes place, and the platform realizes revenue from
any of the monetization methods chosen by the management platform. The organization of
companies in the platform model follows the post-industrial model of organization where the
boundaries of the organization are blurred. The platform architecture is tailored to user
interactions on both sides of the platform. Attracting and matching users engage in matching
their ecosystems to continually increase the value of the platform. Organizations from
classical linear business are more moderate business efficiency due to market saturation
within the competing industry. By contrast, platforms are deployed within the emerging
industry and strive to win as much free market as possible before competing platforms
emerge. Construction of platform architecture and management style of stone management
are the cornerstones of the successful development and growth of each organization from the
platform's economy model
Table 3. How platforms thinkers requires a different mindset toward business strategy

Driver
Migration from
product competition
to platform
competition
Organization
boundaries blur

Architecture matters

Evolutionary fit –
not just efficiency –
determines a
platform fate
Coevolution of
architecture and
governance

Traditional product/service
markets
A good product that offers a valuable
value proposition to customer has a
fair shot in the market
Coordination is achieved trough
authority and command and control
structures
Architecture matters enters strategic
thinking beyond centralized and
decentralized organization design
choices
Focus on operational efficiency and
maximizing predictability

Architecture of products and services
are designed separately from the
governance that producer them

Platform markets
Rival platforms ecosystems compete
with each other; a good product
without a compelling ecosystem has
no shot in the market
Conventional coordination
mechanisms cannot scale to large
platforms; alternative coordination
mechanisms must be created
Architecture provides the blueprint for
coordination across thousands of
ecosystem partners where convention
coordination mechanisms fall apart
Platforms that evolve faster outlast
their rivals

Architecture and governance are the
two gears of a platform’s evolutionary
motor; the two must be mutually
reinforcing, interlook, and coevolve

Source: Tiwana, 2014, 53.

5. DISCUSSION
In the late summer of 2011, Marc Anderson, a co-founder of Netscape and a venture capital
investment firm, Anderson-Horowitz, in Wall Street Journal, expressed his opinion of how
"software eats the world" (Choudary 2015: 17). Anderson referred to companies such as
Google and Amazon that had been slowly replacing traditional leaders in the classic industries
with new business models. The paradigm of "world-eating software" has become the global
vision of all novice investors in some form of digital business. Fred Wilson, the founder of the
venture capital venture, and an investor in today's well-known platforms such as Twitter,
Etsy, Lending Club, Tumblr, Foursquare, SoundCloud and Kickstarter, has gone a step further
in explaining software development and its impact on the business world. He pointed out that
nothing can be completely protected and any software can be copied or made with even better
features. What makes business value networks are users, transactions and data processing

(Moazed, Johnson 2016: 78). Wilson confirmed Andersen's claims, but he went a step further.
He emphasized that software is no longer sufficient because the business world is already
fully adapted to the development of modern software and daily upgrades.
The three core pillars on which a modern corporation has been built into the platform's
economy consists of a combination of software development, development and application of
new technologies and technology solutions, and management development and new strategy
models in managing the organizations in the "new economy". As shown in Figure 4, all three
components of the process participate in building organizational performance. Each
corporation passed on itself an optimal combination of core components. How many
components will be used to solve everyday problems depends directly on the degree of
development of an organization and on the development phases according to the
organization's life-cycle. All three basic pillars of the organization are oriented towards the
internal structure, but at the same time they communicate continuously with the organization's
surroundings
Figure 4 The three pillars of corporate development in the platform economy model

Software
development

Development
and application
of technologies
and new
technologies
solution

Development and
implementation of new
managemnet strategies
and organization
structures

Source: Own illustration

New companies that run a business in the platform model, whether they go from scratch or
have some business model, causing profound disruption to the existing traditional business
model in the competing industries. The disappearance of Nokia or BlackBerry, Uber and
Lyft's success is a sign of profound changes within the competing industry. Meanwhile,
individuals and brands targeting niche markets gain unprecedented success using global
business platforms. Teenagers build highly profitable businesses using You Tube, while many
freelancers are creating the foundation for a better life through the Upwork platform than they
could afford to work for others or even setting up their own business.
6. CONCLUSION
The time in which the economy of the platform is created is the backdrop of many scientists
in the field of economics, but also in other social and other sciences. The end of the century
marked complete digitalization of production and all other social interactions. Marx
considered that by the end of the 20th century, the end of capitalism, which was created as a
product of labor relations and capital, would be marked. Kondratiev disagreed with Marx,
which was fatal to him, but he was right in part when he claimed that capitalism would be
transformed as it did in earlier times. One could conclude that both of them were right in that

Kondratiev theory of business cycle was much closer to the explanation of the emergence of a
new form of capitalism than Marx.
Already after the development of capitalism in the nineteenth century, Marx was aware of the
development of science that pervades practice. In his notebooks, he worked out notes on the
importance of technology development that will contribute to the general development of
society. The notes have never been published in full, and long after his death, he will appear
under his original name - Grundrisse. Special attention will be given to the part that Marx
called "The Fragments on Machine". It emphasizes the importance of machines that are
developing in a way that takes over the production process in such a way that man no longer
manages the process and is no longer a key part of it. The platform economy does not control
the production process of goods and services, and thus does not control the value generated by
machines in the production process.
Marx conceived the economy in which the main role of machines to produce and people to
control them. He was clear saying that in such a economy the main production power was
information (Mason 2015: 183). The industrial development that has transformed into the
information age has confirmed most of what Marx put in the “The Fragments on Machine”.
By developing the economy of the platform and the “sharing economy”, which was marked
by the transformation of capitalism, Kondratiev proved that he was right when he wrote his
Business cycle theory.
In 2016, the list of the largest global corporations by market capitalization of the top five were
all from the platform economy model. Information management instead of production of
goods and services has taken the lead in the market. The change in global business paradigm
is the result of the overall change in social relations that reflected on economic trends. These
changes were primarily the product of software development, the development of modern
technological algorithms, and the finding of new managerial management strategies. All three
changes orchestrated in one production process resulted in the development of completely
new models of organization development.
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