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Digital platforms are services that enable a wide range of
interactions such as information, intermediation, transac-
tion processing and comparisons between diverse groups
of users. From a business point of view, for example, they
provide the advantage of being able to reach large groups
of customers. But they also change the relationship
between suppliers and customers. Digital platforms can
significantly change the markets and sectors involved.

The use of platforms is widespread across the SME sec-
tor, with a share of 37%. This shows that many small and
medium-sized enterprises see platforms as a useful tool
and that the barriers for their use are not excessively high.
Other digital technologies that are currently being consid-
ered important as well are used much less often by SMEs.
Early adopters of platforms are large SMEs and enter-
prises providing knowledge-based services, as well as
R&D-intensive manufacturers. What is also apparent is
that young businesses and companies with a high propor-
tion of young employees are often active on digital plat-
forms.

The key finding of the survey is that enterprises which em-
ploy university graduates, have a digitalisation strategy or
innovate are also more likely to use platforms. However,
undertaking own research and development (R&D) and
bringing forth original innovations does not mean a use of
platforms to an extent that goes beyond those activities.
This indicates that being receptive to novelty, exploring
the benefits and challenges of digitalisation and develop-
ing a certain amount of expertise concerning digital tech-
nologies are crucial to the use of digital platforms. But it
does not require a scientific working method or the ability
to develop new-to-market innovations. Importantly, what
has become clear is that enterprises which spend above-
average amounts on digitalisation are not more frequently
active on digital platforms than those that spend average
sums on digitalisation. This, too, indicates that the effort
required to be able to use digital platforms can be de-
scribed as rather moderate.

The importance of digital platforms can therefore be ex-
pected to continue growing in the years ahead. As a re-
sult, the risks which digital platforms are seen to be asso-
ciated with from an economic point of view will increase as
well. The current debate about the market power of digital
platforms and their effect on reducing competition is there-
fore important to limit possible adverse effects of the ‘plat-
form economy’.

Digital platforms have been a well-known and essential fea-
ture of our everyday lives for some years now. They are

typically provided by large, globally operating US and, in-
creasingly, Chinese companies. In the SME sector, different
variants of e-commerce play an important role. In 2018, 26%
of SME turnover was generated through electronic chan-
nels.” In the following we examine how intensely small and
medium-sized enterprises use digital platforms for their busi-
ness activity. The analysis is based on the data collected
from the survey of the KfW SME Panel 2019.

Digital platforms are intermediaries that enable interaction
between different user groups.? Their services for business
customers range from providing information / establishing
customer contact to intermediation, transaction processing,
enabling the exchange of goods and comparisons. What is
characteristic of platforms is that they are geared to the be-
haviour and usage patterns of the relevant user groups and
shaped by strong network effects.?® Network effects mean
that as the number of users rises, so does the benefit for the
individual user.

Figure 1: Use of digital platforms in SMEs compared with
other digital technologies
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Note: Figures extrapolated to the number of enterprises.

Source: KfW SME Panel 2019, own calculations

But platforms are not an entirely new phenomenon. They
have always been used to organise transactions, for example
in the form of mediaeval markets or early modern securities
or commodity markets. While traditional platforms were con-
strained by natural growth boundaries (capacity limits, trans-
action, transport or travel costs), these costs are significantly
lower on digital platforms. Digital platforms are therefore
characterised by high scalability.*

Rapid advances in data storage and processing capabilities
are technical requirements for this. They enable the system-
atic collection and processing of available information, includ-
ing user behaviours. That, for its part, enables the various

Note: This paper contains the opinion of the authors and does not necessarily represent the position of KfW.
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offerings to be efficiently matched with the user’s preferences
and it is at the core of many digital platforms.

Digital platforms can be of interest to small and medium-
sized enterprises in many ways. Sales and payment transac-
tion platforms provide the advantage that they enable busi-
nesses to reach a large group of customers and offer a broad
product assortment.® For these reasons, platforms appeal to
businesses for procurement as well. They can also be used
for customer contacts and marketing. By comparison, hotel,
accommodation, mobility and financing platforms® are likely
to be of secondary importance to small and medium-sized
enterprises.

However, because they act as intermediaries, platforms also
alter the relationship between producers and customers.
They can create new dependencies for businesses, siphon
off a large proportion of profits and increase the risk of price
competition. From an economic point of view, platforms can
generate considerable changes in markets and sectors by re-
placing traditional intermediaries (e.g. brokers and travel
agents) or enable transactions that have not taken place pre-
viously because of coordination problems. The network
effects and high scalability of platforms potentially enable
platforms to gain market power and even create monopolistic
structures, thereby restricting competition.” One of the con-
cerns this raises is that it may slow down innovation activity
as well.8

Widespread use of digital platforms in the SME sector
Overall, nearly two fifths of SMEs use digital platforms
(including a negligible share of companies actively involved
in developing platforms).® Digital platforms are thus used
much more broadly by SMEs than, for example, big data ap-
plications or artificial intelligence applications (Figure 1). The
use of platforms is therefore a good example that SMEs are
receptive to digitalisation and prepared to embrace new tech-
nologies if they promise success and their use does not pose
excessively high barriers.

Many small businesses use digital platforms

A high proportion of small businesses with fewer than five
employees — 38% — also uses digital platforms. In sales plat-
forms in particular, what drives this is probably the fact that
such platforms make it relatively easy to access a large num-
ber of potential customers and that they are typically easy to
use. The share of large SMEs with 50 or more employees
that use digital platforms is an even higher 54%. This is prob-
ably due to the frequently observed phenomenon that larger
enterprises are generally more active in digitalisation than
small businesses. One likely reason for this is that digital so-
lutions also generate greater utility for them because of their
broader activities.'® The increase across size classes, how-
ever, is relatively moderate since such solutions are already
widespread among small businesses.
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Figure 2: Use of digital platforms by company size
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Note: Figures extrapolated to the number of enterprises.

Source: KfW SME Panel 2019, own calculations

Enterprises with supra-regional operations are more
likely to use digital platforms

Businesses with supra-regional operations use digital plat-
forms more often than SMEs that serve only their region (Fig-
ure 3). The argument of being able to reach a large number
of potential customers while saving the high cost of maintain-
ing personal contacts supports this observation as well. The
share of platform users rises from 28% for businesses with
regional sales to 47% for SMEs with Germany-wide sales.
Whether enterprises generate additional turnover abroad,
however, does not play a role in platform use. But since com-
panies with supra-regional operations tend to be larger and,
for example, more likely to employ graduates and innovate,
this finding for the sales region is likely to reflect these fea-
tures as well.

Figure 3: Use of digital platforms by sales region

In per cent
Within 50km radius only 28
Nationwide turnover too 47
Turnover abroad too 48
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Note: Figures extrapolated to the number of enterprises.

Source: KfW SME Panel 2019, own calculations

Knowledge-based service providers and R&D-intensive
manufacturers are leading the field

The sector comparison shows that companies from the
knowledge-based services sector top the list with a share of
users of 45% (Figure 4). These include, for example, media,
IT and information services, law firms, tax consultancies and
management consulting firms. R&D-intensive manufacturing
is just behind, with 43% of enterprises. This sector includes



mechanical engineering, electrical engineering and chemi-
cals, for example. Here, too, there are similarities to digitali-
sation activities as a whole. In this sector, the share of enter-
prises with completed digitalisation projects is also higher.!

Figure 4: Use of digital platforms by economic sector

In per cent
R&D-intensive manufacturing 43
Other manufacturing 31
Construction 19
Knowledge-based services 45
Other services 37
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Note: Figures extrapolated to the number of enterprises.

Source: KW SME Panel 2019, own calculations

In the construction sector, by contrast, digitalisation is less
common than in other sectors, probably due in part to the
fact that there are limited possibilities for digitalising direct
service delivery. And at 19%, the use of digital platforms is
also lower here than in other sectors. Apart from the fact that
digitalisation is generally less common in the construction
sector, one reason may also be that in the skilled trades spe-
cifically many businesses have abandoned digital platforms
again after a short period of use.'?

Employing graduates encourages the use of platforms ...
Figure 5 shows the use of digital platforms according to dif-
ferent indicators of the knowledge base existing in an enter-
prise. The share of platform users in businesses that employ
graduates is 52%. This share is therefore almost three quar-
ters higher than in businesses without graduates. The likely
reason for this is that human capital is an important source
for the creation and use of traditional as well as digital inno-
vations. Hiring employees with a university degree is a strong
driver for the implementation of such projects in enter-
prises.® A university degree possibly makes graduates more
adept at acquiring new knowledge and adopting new technol-
ogies (absorptive capacity)'* than other educational path-
ways.

... and so does having a digitalisation strategy ...

At 71%, the proportion of SMEs that have a digitalisation
strategy and use platforms is even higher. Compared with
enterprises that have no digitalisation strategy, these enter-
prises are 2.3 times more likely to use platforms. Having a
digitalisation strategy shows that the enterprise in question is
closely examining the opportunities and challenges involved
in digitalisation, is building expertise and has drawn conclu-
sions from it for its further course of action. This is the pro-
cess which the relevant enterprises have probably followed
to identify the benefits digital platforms have for their busi-
ness.
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Figure 5: Use of digital platforms by in-house knowledge
basis

In per cent
Without graduates 30
With graduates 52

No digitalisation strategy 31

Own digitalisation strategy 71

No own R&D 35
Own R&D 70
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Note: Figures extrapolated to the number of enterprises.

Source: KW SME Panel 2019, own calculations

... and undertaking own R&D

In enterprises that conduct their own R&D, the share of plat-
form users is almost the same, at 70%. Carrying out R&D
shows that an enterprise is systematically working on devel-
oping and implementing innovations using a scientific ap-
proach.'® What is remarkable in this finding is that the share
of platform users among SMEs that undertake R&D is no
higher than among those that have a digitalisation strategy. It
is an indication that carrying out own R&D does not drive the
use of platforms more strongly than having a digitalisation
strategy. Thus, having specific expertise such as that gener-
ated by an enterprise’s own R&D does not provide an addi-
tional advantage for the use of platforms.

Innovators use digital platforms more often

This is consistent with the finding that enterprises which have
innovated in the past also use digital platforms more often
but also that the share of users among SMEs with innova-
tions that are at once new-to-market innovations is not higher
(Figure 6). Therefore, using platforms does not require the
expertise and creativity needed to develop original innova-
tions. This is likely due to the fact that using a platform does
not require a company to develop one itself but that a mean-
ingful application can be identified within the company and
the expertise required to use platforms available in the mar-
ket exists within the company.

The use of digital platforms is not concentrated in com-
panies with high digitalisation expenditure

Figure 7 shows the use of digital platforms according to how
much an enterprise currently spends on digitalisation. The
use of digital platforms rises initially with the amount spent on
digitalisation each year, from 27% in the group of enterprises
that spend nothing on digitalisation to 72% among enter-
prises that spend between EUR 5,000 and EUR 15,000 on
digitalisation. The amount which enterprises of this group
spend on digitalisation is thus still below the average amount



KfW Research

of EUR 17,000 which an SME spends on digitalisation each
year.'® This increase is consistent with the consideration that
enterprises which are more actively involved with digitalisa-
tion are also the ones that use platforms more often, as was
already observed for those that have a digitalisation strategy.

Figure 6: Use of digital platforms by type of innovator

In per cent

No innovator 30

Product/process innovator 69

Product/process innovator,

new-to-market 7
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Note: Figures extrapolated to the number of enterprises.
Source: KW SME Panel 2019, own calculations

Figure 7: Use of digital platforms according to how much
an enterprise spends on digitalisation

In per cent

No digitalisation expenditure 27

1

Less than EUR 5,000 _ 50
EUR 5,000 to less than EUR 15,000 ||| GGG 2

EUR 15,000 or more 69

|

T T T

20 40 60 80

o

Note: Figures extrapolated to the number of enterprises.

Source: KW SME Panel 2019, own calculations

The fact that enterprises which spend even more on digitali-
sation do not also use digital platforms more often is note-
worthy. It can be seen as an indication that the intensity with
which enterprises have to deal with digitalisation in order to
be able to use digital platforms is limited. Familiarisation with
relevant tools and using them requires a certain amount of
preparation and understanding but that can be acquired with
moderate effort.

Using digital platforms is also a question of age

Finally, using platforms is also a question of the age of both
the enterprise and its workforce. Young enterprises use digi-
tal platforms more often than enterprises that have been
operating for 11 or more years, with rates of 42 to 44% as
opposed to 35% (Figure 8). One likely reason for this is that
today’s start-ups are better positioned digitally to begin
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with,'” while older enterprises whose business models have
worked without digitalisation in the past now have to first
explore the opportunities offered by digitalisation.

Figure 8: Use of digital platforms by age of business
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Note: Figures extrapolated to the number of enterprises.

Source: KW SME Panel 2019, own calculations

The age composition of the workforce also plays a role in the
extent to which platforms are used. Enterprises that employ a
high share of young workers are more likely to use digital
platforms (Figure 9). Studies have come to the conclusion
that young people in particular use digital technologies
sooner in their day-to-day work than older workers.'® The
broad dissemination of digital platforms in enterprises with
young employees is likely due to the fact that younger people
more readily adopt and are more familiar with digital technol-
ogies. This finding corroborates the importance of digital na-
tives for successful digitalisation, an aspect that is often em-
phasised in the public debate.

Figure 9: Use of digital platforms by age composition of
workforce
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Conclusion

With a share of just under two fifths, the use of platforms is
widespread in the SME sector. This shows that many small
and medium-sized enterprises see platforms as a useful tool
and that the barriers for their use are not excessively high.

What is particularly interesting with respect to the use of digi-
tal platforms is the finding that although enterprises that
employ graduates, have a digitalisation strategy or innovate
are also more likely to use platforms but that conducting own
R&D and generating original innovations does not go hand-
in-hand with a more widespread use of platforms. Another
finding is that enterprises which spend above-average
amounts on digitalisation are not more active on digital plat-
forms than enterprises that spend average amounts on digi-
talisation. This indicates that the effort required to be able to
use digital platforms can be described as rather moderate.
These findings are consistent with the realisation that plat-
forms are geared to the needs of their users and aim to be
user-friendly — not least in order to secure their loyalty.

Using platforms thus appears to be economically advanta-
geous for many small and medium-sized enterprises. In this
way, SMEs actively contribute to their dissemination and
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the structural transformation they generate. The findings of
the survey suggest that platforms will continue to gain popu-
larity in future. The upheavals are also likely to accelerate in
the affected markets.

As a result, the risks which digital platforms are seen to be
associated with from an economic point of view will also in-
crease. At present, there is intense debate in particular about
the market power of digital platforms and their potential ability
to restrict competition. This debate appears to be necessary
in order to avoid potential negative consequences that may
arise from markets dominated by platforms.
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