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Abstract 

 

This thesis research analyzes why and how Software as a Service (SaaS) ventures can 

succeed or fail using the two forms of free business models: freemium and free based 

on a multi-sided platform. Software as a Service ventures nowadays need a strong 

market presence and visibility to be financially sustainable, and that is why they are 

constantly innovating methods to reach solvency. Many of those companies chose free 

business models to reach that market presence and economic growth.  

 

Academic research in this subject is very limited, and there is no framework or guide 

that shows how companies using these business models can succeed. The aim of this 

research is to address that gap and determine the key factors that lead to success for 

ventures using these business models. 

 

The researchers‘ approach of understanding, analyzing and deciphering these business 

models stands on a qualitative open-ended research strategy with case studies, backed 

by interviews of companies using these business models. The findings are based on the 

gathered and analyzed data from the case studies and the interviews.  

 

The result of this research is the classification of key factors in three major groups: 

Customers, Development Strategy, and Business Sustainability. This research expands 

the information and understanding in the field of business models, and more precisely 

freemium and free based on a multi-sided platform. Also, it demonstrates that both free 

business models can be a viable choice for SaaS ventures. 

 

Keywords 
 

Customers, Business Models, Business Model Innovation, Business Sustainability, 
Development Strategy, Free, Freemium, Free based on a Multi-Sided Platform  



 3 

Table of contents 

 

 Abstract   ..................................................................................................... 2 

 Acknowledgements   ................................................................................... 4 

 Terms   ........................................................................................................ 5 

 Abbreviations   ............................................................................................ 6 

 List of Figures   ........................................................................................... 7 

1. Introduction   ............................................................................................ 8 

 1.1 Background   ......................................................................................... 8 

 1.2 Research Question and Aim   ............................................................... 10 

2. Literature Review   ................................................................................. 11 

 2.1 Industrial Dynamics   ............................................................................. 11 

 2.2 Business Model Innovation   ................................................................. 12 

 2.3 Free Business Models   ........................................................................ 14 

3. Methodology   ......................................................................................... 19 

 3.1 Research Design and Method   ............................................................ 19 

 3.2 Data Collection and Analysis   .............................................................. 20 

 3.3 Limitations   ........................................................................................... 22 

 3.4 Delimitations   ....................................................................................... 23 

4. Empirical Findings   ................................................................................ 24 

 4.1 Case 1: Facebook   ............................................................................... 24 

 4.2 Case 2: Shazam   ................................................................................. 28 

 4.3 Case 3: Everpix   ................................................................................... 31 

5. Discussion   ............................................................................................. 34 

 5.1 Customers   ........................................................................................... 34 

 5.2 Business Sustainability   ....................................................................... 35 

 5.3 Development Strategy   ........................................................................ 37 

6. Conclusions   ........................................................................................... 38 

 6.1 Further Research   ................................................................................ 40 

7. Bibliography ............................................................................................. 41 

8. Appendix   ................................................................................................. 48 

 8.1 Appendix A: Interviewees   ................................................................... 48 

 8.2 Appendix B: Interview Guide   ............................................................... 49 

 



 4 

Acknowledgements 

 

First and foremost, we would like to express our gratitude and appreciation to our 

supervisor, Gregg Vanourek. His guidance, recommendations, critical feedback and 

expertise in our area of research have been very helpful throughout the whole process. 

 

Secondly, we want to thank Terrence Brown, our program director, for sharing insights 

and guidance regarding the thesis structure and content. 

 

Lastly, we are thankful for the time and insights that our interviewees--Siavash Ghorbani 

from Tictail, and Gustav Gyllenhammar from Spotify--shared with us. 

  



 5 

Terms 

 

Business Model: The rationale for how an organization creates, delivers and captures 

value. 

 

Business Model Canvas: is a visual tool that describes the key components of a 

business. Created by A. Osterwalder. 

 

Closure: A concept that describes how an industry or a product can reach specific 

technological limitations after a period of development. 

 

Conversion rate: The rate at which customers convert from free to the premium 

version of a product or service. 

 

Cumulative technologies: Sticking with current technologies, practices and routines, 

since the payoff of the new ones are uncertain. 

 

Customer acquisition cost: Cost incurred when trying to convince potential customer 

to use, buy or subscribe to product or a service. 

 

Customer lifetime value: The projected value that will come from a customer 

throughout their future relationship with a company. 

 

Dominant Design: New, key features (often technological) that become a standard.  

 

Engagement rate: The rate at which customers interact with a product or service. 

 

Free based on MSP: is a business model where businesses create value for at least 

two different types of customers, providing products or services that allow a mutual 

interaction and benefits.  

Freemium: is a business model where the main product or service is free, whilst 

additional or premium features are being charged for. 

Hosted applications: Applications that are based on Internet (cloud). Term often used 

to describe Software as a Service (SaaS). 

Lock-in-effect: A situation when the probability to change to other option is decreased, 

once an investment has been made. 

Network effect: A situation when some product or service is more valuable when 

more/other people use it, and therefore new users are coming because of existing ones. 
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Path dependency: A concept that describes how previously made decisions limit future 

possibilities. 

 

Razor and Blades:  is a business model where customers acquire a heavily discounted 

product, or even free of charge, but then they are locked-in with expensive 

replacements or add-ons. 

 

SaaS: Any cloud services where people use the Internet to access software 

applications. 

 

Tag: A term that has several different purposes and is a common term with web 

ventures. Shazam uses it to define the results of song recognitions. 

 

Viral coefficient: Metric used to determine how many customers each current customer 

brings on an average.  

 

 

Abbreviations 

 

BM: Business Model  

BP:  Business Plan 

DAU: Daily Active Users 

IT: Information Technology 

MAU: Monthly Active Users 

MSP: Multi-sided Platform 

ROA: Return On Assets 

ROI: Return On Investment 

SaaS: Software as a Service 

SEM: Search Engine Marketing 

SEO: Search Engine Optimization  

SNS: Social Networking Site 
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1 Introduction 

 

1.1 Background 

 

Management techniques have been in constant evolution since the settlement of the 

first nomads. Good human and resource management helped the expansion and 

„grandeur‟1 of many great civilizations. The management of human resources and 

architectural „savoir-faire‟2 led to creations that still stand thousands of years after. 

 

Those tools and techniques kept evolving over the years due to continuous human 

behavioral changes; in the way goods are consumed and acquired. Many of the known 

managerial techniques used today--such as downsizing, referencing, pricing strategies, 

economic value propositions, etc.--were conceived back in the 1940s and 1950s. Those 

managerial tools and techniques are considered the basis for the concept of 

management.  

 

The most accurate and modern overview of management contains different approaches 

gathered throughout its evolution, starting from ‗the forecast and planning, organization, 

command, coordination and control‘ (Fayol 1900) and ‗transforming those controlled 

resources into utility or benefits‘ (Malik 2010) ‗using innovative techniques‘ (Drucker 

1994) to reach an established goal. 

 

Since the popularization of the Internet in the late 1990s, new management tools have 

been created and spread. Teece (2010) claims that developments in the global 

economy have considerably changed the balance between customers and suppliers, 

with the emergence of new technologies, open trading and globalization. All those 

factors have provided a better and broader choice of products and services for 

customers. This openness led to an intense competition, and that is one reason why 

businesses nowadays try to understand, set and re-evaluate the key value propositions 

they offer to their customers. In order to achieve those offerings, many companies are 

searching for new or optimizing existing management tools and techniques. Recently, a 

new management tool has emerged, called Business Model Canvas. It is a visual tool 

created to describe the key components of a business, the value offered through a 

product or service, the targeted customers and the revenue streams (Osterwalder, 

Pigneur & al, 2010).  

 

Along with the Business Model Canvas and the aforestated developments in the global 

economy, many companies are taking new steps and following new paths to become 

more customer-oriented3. Hence the business plan, which is a carefully written 

document that explains every aspect of the business and tends to be a long term 

                                                 
1
 Splendor and powerfulness, in style and technique. 

2
 In French, do things in a professional way 

3
 http://www.forbes.com/sites/bruceupbin/2011/05/11/seven-signs-of-a-customer-focused-ceo/ 
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reflection of the direction a company is taking, is sometimes getting supplemented and 

in some cases replaced by a business model, which is focused on the key value 

proposition and customers. Osterwalder (2010) defines business model as: ―the 

rationale for how an organization creates, delivers and captures value‖. However, this is 

not a universal definition: many people tried to find a precise definition for it. Magretta 

(2002) defined it in a very special way claiming that ‗a business model is more like a 

story, answering the four questions of Peter Drucker: (1) Who is the customer. (2) What 

does the customer value. (3) How to make money out of this business, and (4) What is 

the economic logic that explains how is a value delivered to a customer with an 

appropriate cost.  

 

Afuah and Tucci (2003) base their definition of business model upon the firm‘s 

performance, keeping in mind the resources to be used, the added value for the 

customers, the differentiation with the competitors and reaching their primary objective 

of making money. Linder and Cantrell (2000) emphasize the value created by the 

business model and how it affects the organization‘s overall income.  

 

By solving an identified problem or an unaddressed need, or by creating a delight, a 

company can create value for a targeted customer segment. In order to actually reach 

its customers, the organization works through channels to deliver that value. Lastly, and 

perhaps most important, the value has to be captured, allowing the business to be 

sustainable and profitable. 

 

In many cases, businesses are trying to make profits by providing either innovative 

products or services4. Even though that seemed to work well in most cases in the past, 

many firms nowadays have to do more. Innovative products or services do not ensure 

having and maintaining a competitive advantage and profitability. Therefore, innovative 

and hard to duplicate business models, along with good products, are some of the keys 

to capture value continuously. By adopting business model innovation, companies may 

have an interesting opportunity to reshape industries (Massa and Tucci, 2013). Through 

that innovation companies are trying to find better and more effective ways to 

understand the biggest spread between costs and revenues, increase cash flow, return 

on investment (ROI), return on assets (ROA), growth, etc. Hence, as with other 

managerial tools, there are many different business models and canvases for 

representing them.  

 

Among these different business models, there is one subgroup that is becoming 

increasingly popular and is classified as „free business models‟. These business models 

are developed out of a predecessor model commonly known as “razor and blades” 

(Teece, 2010). This model was created by King C. Gillette to lock-in the customers with 

heavily discounted or even free of charge initial offers. The trick was that the next step, 

purchase of spare blades, is of high price. Printing companies when selling printers and 

                                                 
4
 http://www.accenture.com/SiteCollectionDocuments/PDF/OutlookPDF_FutureGrowth_03.pdf 
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ink cartridges, as well as companies in many other industries also uses this innovative 

model. 

 

Today, two evolutions of that model are mostly expressed as: 1) freemium and 2) ‗free‟ 

based on a multi-sided platform (MSP). The use of these business models is increasing 

substantially among most of IT startups around the world5, especially in Software as a 

Service (SaaS) ventures, which are described as any cloud services where people use 

the internet to access software applications6. Users of these services have usually low 

adoption costs, as the software is hosted remotely, so they don‘t need to invest in 

buying new or additional hardware. The term hosted applications is also sometimes 

used when describing SaaS. For SaaS companies, growth is measured in number of 

users and their engagement with the product or service7. To reach those goals, many 

companies are constantly developing and testing, refining or pivoting their business 

model. However, if there‘s not a constant assessment and re-evaluation of these 

business models, they can become obsolete and lead to failure. 

 

1.2 Research Question and Aim 

 

For SaaS ventures, having a strong and validated business model is very important for 

running a profitable and sustainable business (Cusumano, 2008). This research focuses 

on SaaS businesses that have embraced the ‗free business models‘. Those 

organizations offer their products for free using different strategies: freemium, and free 

based on MSP.  

 

The aim of this research is to understand which key factors and practices play a crucial 

role in delivering successful ‗free business models‘ for SaaS ventures. To do this, we 

study and analyze different approaches, including variations of successful and 

unsuccessful business models.  

 

The output of understanding how ―free‖ business models are used by companies will 

allow us to come up with informed proposals to achieve the desired success using 

these business models. The word ―free‖ in this context is placed in quotation marks 

because it is not always the case that it is entirely free (e.g., freemium includes a paid 

premium option, and free based on MSP includes payments from advertisers). To 

achieve that aim, the researchers‘ chose to focus on the following research question: 

 

What are the key factors that make ‘free business models’ successful in SaaS 

ventures? 

  

  

                                                 
5
  http://www.entrepreneur.com/article/218107 

6
 http://www.webopedia.com/TERM/S/SaaS.html 

7
 http://www.forentrepreneurs.com/saas-metrics/ 



 11 

2 Literature Review 

 

The review of existing literature will try to describe and explain the most relevant 

theories and concepts in the fields of entrepreneurship and innovation management, 

industrial and business dynamics, and business models. Particularly, it will focus on 

business model innovation and on free business models. However, it is worth noting 

that this field is relatively new, and there aren‘t many existing studies on free business 

models. 

 

2.1. Industrial Dynamics 

 

The field of industrial dynamics provides us with various concepts of technological 

developments, their drivers, features and consequences. Sometimes current 

technologies affect and limit the development of future technologies; this concept is 

known as ―cumulative technologies‖ (Dosi, et al., 1994). Likewise, the concept of ―path 

dependency‖ describes how previously made decisions limit future possibilities (Arthur, 

1989). Also, there is a concept of closure, which describes how an industry or a product 

can reach specific technological limitations after a period of development (Hård, et al., 

1993). In industries, it happens after a certain ―dominant design‖ has been chosen and 

all of the major companies of that industry follow that design (Utterback, 1996).  

 

An example of following a dominant design can be found in the mobile industry. In 2007 

Apple released the first iPhone. This device was considerably different from other 

existing mobile phones in the industry at that point. Today, the dominant design of big 

touchscreen display, with just a few physical buttons, has become the norm. The whole 

mobile industry has been transformed and nowadays the mobile phones that were 

popular prior to the iPhone release are considered obsolete (Argyres, Bigelow & 

Nickerson, 2015). 

The transformation pressure from Apple forced the other mobile phone manufacturers 

change their development strategy embracing this technological advancement. These 

transformation pressures can either be positive or negative depending on several 

factors, such as technical novelty, market demand or even political incentives (Dahmén, 

1988). Those transformations led to a paradigm shift (Dosi, 1982), which is a radical 

change in how things are conceived and used. A good example to understanding this 

concept is the case of the iPhone, which changed the interaction between users and 

mobile devices. The paradigm shift is related to the theory of radical technological 

innovations that could change entire industries and the hierarchy of firms (Schumpeter, 

1934). 
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2.2 Business Model Innovation 

 

According to Massa and Tucci (2013), the main source of emerging business model 

innovation is based on technological advancements. Old ways of doing business are no 

longer applicable because technology has changed and made previous business 

models obsolete. Massa and Tucci (2013) postulated that businesses should adapt and 

change the way they create, deliver and capture value because of the outdated 

practices in doing so. They have also tried to connect theory and practice in the field of 

business model innovation by establishing a better and more uniform understanding of 

the concept itself.  

 

Similarly, understanding the importance of business models and their connections to 

business strategy, innovation management and economic theory have been examined. 

Findings have shown that business models should be more than a good way of doing 

business in order for them to be a source of competitive advantage (Teece, 2010). 

Chesbrough (2010) goes a step further and describes business model innovation as a 

key to organizational success. In addition, he claims that a good business model is 

usually more valuable than a good idea or technology. 

 

According to Teece, the business model must solve a particular problem or meet 

unaddressed needs of the customer (Teece, 2010). A good business model design is 

considered to be hard to replicate, with both external and internal factors being taken 

into consideration.  

 

Such a business model has been created by Apple, making software called iTunes that 

will play only on their music devices, called iPods, thus creating a lock-in effect (Arthur, 

1989). That kind of business model is very hard to create, but when it is successfully 

deployed, it can deliver a lot of value, while being difficult for competitors to replicate.  

 

Another source of competitive differentiation can be found in experimentation with 

business models. Instead of taking an analytical approach, companies that apply a 

discovery-driven planning approach might have an opportunity to develop superior 

capabilities at experimentation and consequently build better business models more 

quickly than their counterparts (McGrath, 2010). McGrath also suggests that one 

shouldn‘t undervalue the human dimension here, since visionary leaders could play an 

essential role in questioning the viability of a business model and have the right 

conversations with those who might challenge it.  

 

Chesbrough (2007) uses a similar concept when he discusses what he calls the 

―business model innovation leadership gap‖. He claims that business model innovation 

requires involvement and effort from company‘s top-level managers and leaders.  

 

Nevertheless, some companies are trying to encourage innovation and this discovery-

driven planning approach. In practice, that can be found in some of the biggest 



 13 

companies in the world, such as Google where employees are encouraged to take 20% 

of their time every week and use it to pursue their own ideas and inventions8, although 

Google is not the first one to employ this approach.  

 

Matzler and colleagues (2013) have identified five components of business model 

innovation: 

 

 
 

Figure 1. Five components of a business model innovation9
 

   

 

  

                                                 
8
 http://googleblog.blogspot.se/2006/05/googles-20-percent-time-in-action.html 

9
 Matzler, K., Bailom, F., Friedrich von den Eichen, S., & Kohler, T. (2013). Business model innovation: 

coffee triumphs for Nespresso. Journal of Business Strategy, 34(2), 30-37. 
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 2.3 Free Business Models 

 

While there have been relatively many studies on business models, there is not much 

existing research on free business models. Most of the existing studies have been 

focused on freemium business models, not on free as a whole, which also includes free 

based on MSP. Nonetheless, since razor and blades business model has been called a 

predecessor to free business models, this literature review would not be complete 

without addressing that model as well. 

 

Razor and Blades 

As stated earlier, the razor and blades business model is a classic representation of 

successful business model and it served as basis for emerging modern, free business 

models (Teece, 2010). The model itself is heavily reliant on the lock-in effect, where 

customers are encouraged to buy discounted initial product or service, sometimes even 

free of charge, but then trapped with costly future purchases of add-ons or replacement 

parts. Even though companies that employ this business model usually operate with low 

or even no margin on the initial product or service, they often manage to compensate 

for that with high margin on additional and replacement offerings.  

 

The best examples of this business model are printer and ink cartridges, and razor and 

blades from Gillette (and other companies), which gave the model its name. In Gillette‘s 

case, they derive the most of their profit from the costly replaceable blades, not from 

razors, which are heavily discounted (Amit, Zott & Pearson, 2012). Gillette introduced 

this model already in the beginning of 20th century (Picker, 2011).  

 

While this model has been successful for ventures in countries with higher income,  

ventures in low-income countries have sometimes had success with a reversed model. 

In India, Gillette gained quickly more than 50% market share by selling blade cartridges 

($0.10) for a lower price than razors ($0.30)10. It is worth noting that the initial razor and 

blades business model, with small modifications, is still successful today, an immense 

success considering the model is almost a century old.  

 

One of the latest examples of successful deployment of this model can be found in the 

coffee industry. Companies are manufacturing and selling cheap coffee makers, whilst 

selling coffee capsules with very high margins. As coffee manufacturers make device 

modules compatible only with their coffee capsules, they are not allowing customers to 

buy cheaper capsules from competitors. Thus, they are creating a crucial lock-in effect 

and in a way forcing customers to stick with their brand. Recently, Matzler and 

colleagues (2013) have done a study of this model with a coffee brand, Nespresso. 

They came to a conclusion that product innovation no longer provides enough 

opportunities for differentiation. Therefore, they claim that unique and hard to replicate 

business models are at the root of today‘s new business opportunities. 

                                                 
10

 https://hbr.org/2012/04/how-pg-innovates-on-razor-thin 



 15 

Freemium 

As a result of developments in many industrial areas, especially with technological rapid 

development, business models followed that change path. Hence, a freemium model 

has been called an evolution of the aforementioned razor and blades model. The term 

freemium itself is formed by venture capitalist Fred Wilson in 2006 and ever since it has 

been increasingly used by emerging startups11. Freemium is a business model where 

the main product or service is free, whilst additional or premium features are being 

charged for12. According to Bekkelund, success for companies employing this model is 

mostly dependent on getting the conversion rate as high as possible between free and 

premium users (Bekkelund, 2011). Premium users are the ones who have to pay for 

users that are not paying and using just free version of the product or service. 

 

Pujol (2010) identified four different types of freemium, or four differentiation strategies: 

by quantity, feature, time and distribution.  

 

● Differentiation by quantity is the oldest one and refers to putting product samples 

in pre-sales, which are a form of freemium with quantity limitation of the complete 

product – ―premium―.  

● Feature differentiation is the most commonly used, especially nowadays with 

software products and services. A company offers certain set of features for free 

users, and adds on top of them several additional ones, for premium (paying) 

users. This differentiation is often challenging because companies have to find 

balance between giving enough features for free, so they can attract new users 

and grow user base, but not too much for free in order to provide attractive 

enough set of premium features. Optimization of this balance is vital for 

companies‘ revenue generation and long-term sustainability13.  

● In time differentiation, paying users get valuable data or information first, such as 

in financial news and reports, whilst other users get it later. Time differentiation 

ensures a time advantage for premium users over free ones.  

● Lastly, differentiation by distribution affects ways of how users receive certain 

products or services. This is reflected in the example of software products in 

which users are able to use them privately for free, but using in commercial 

purposes is charged for. 

 

Most of the researchers have focused on discovering why some businesses with 

freemium model are successful while others are not successful. In an attempt to answer 

this question, researchers‘ have tried to develop a framework that will serve as a 

guideline for prospective entrepreneurs and managers in building and running their 

businesses.  

 

                                                 
11

 http://www.entrepreneur.com/article/218107 
12

 https://hbr.org/2014/05/making-freemium-work 
13

 http://blogs.wsj.com/accelerators/2013/03/03/the-economics-of-freemium/ 



 16 

Lee, Kumar and Gupta (2013) have developed a dynamic structural model as an 

empirical micro foundation based framework to understand the dynamics of consumer 

behavior of choosing, using and referring the product or service in the freemium setting. 

They characterized the value of each consumer to the company as well as the value 

from the user‘s network, establishing a system that captures the existing impact on 

consumer-to-consumer interactions. The network value of the customer is defined by 

Domingos and Richardson (2001) as an expected profit from sales to other customers 

that comes from one customer. It includes a social network view of the market where 

the customer‘s value is perceived in relation to influence on other customers and 

continuous recursive influence, rather than just direct profit from sales to one customer. 

Additionally, Lee and colleagues (2013) have found that the value of a free customer is 

$2 per month for ventures employing freemium business model; and that over 65% of 

these free customers were attributed to the referral program alone. This indicates that 

the effect of a referral program is rather significant and often underestimated.  

 

Moreover, in other research on the freemium model (Bekkelund, 2011), the conclusion 

was that it is possible to create a viable business model based on freemium, but only in 

some cases. In this research, all the companies examined used freemium as a 

marketing tool. However, some companies use it as a ―bait and switch‖, where the free 

version is used to attract customers but then changed to a paid service, with 

requirement for payment in order to continue using the service. In some situations 

customers reluctantly pay to avoid hassle of changing the service provider, but feel 

cheated. The ―bait and switch‖ technique has been socially and ethically questioned and 

even regulated by law when used as an advertising technique14. According to the 

Kantian perspective, an action has moral value or is right if the person acts in good will 

or if the actor would accept to be treated in the same way (Donaldson, 1989). When 

these standards are applied to the ―bait and switch‖ technique, it seems apparent that 

the technique is unethical as the actor is neither acting in good will nor willing to be 

treated the same way.  

 

Along with the ethical question, there is also a question about sustainability of the 

business, often defined by financial, social and environmental perspectives. From the 

financial perspective, sustainability addresses issues of economic efficiency and 

prosperity; the environmental perspective raises questions about pollution, resource 

conception, and climate change; sustainability in the social perspective is related to 

health, well-being, human rights and equality. In short, business sustainability is also 

referred to how companies take care of the ―profits, people, and planet‖—or what has 

been called the ―triple bottom line‖ (Norman and MacDonald, 2004). Companies that are 

sustainable create economic value and contribute to healthy ecosystems and strong 

communities (Galea, 2007). 

 

                                                 
14

 http://smallbusiness.chron.com/examples-bait-switch-advertising-10575.html 
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What proved to be a most valuable insight of using the free version as a marketing tool 

was the word-of-mouth effect, according to Bekkelund (2011). Nevertheless, it has to be 

used wisely in order to attract the right customers, primarily those with a potential to 

convert to premium ones. Furthermore, Bekkelund found that the most important metric, 

as a measure of success, is the average lifetime value of a customer, not the 

conversion rates. His last finding was that, in order for the freemium business model to 

work, the paying customers must pay for both themselves and for the free users, since 

potentially more than 90% of the users are not paying, demanding very low marginal 

costs and a large addressable market. This observation provides one of the most 

substantial reasons why some companies fail with freemium business models. For 

example, Helpstream (software platform for comprehensive customer engagement) 

failed exactly because of that. Even though they had 500,000 users, the company was 

not able to generate enough premium customers to survive (Warfield, 2010). 

 

Free Based on a Multi-Sided Platform (MSP) 

Most of the research has been done in the area of freemium, rather than in this field of 

the free business model based on MSP. However, some research has been done on 

MSPs in general. Evans (2011) defined MSPs as businesses that create value for at 

least two different types of customers, providing products or services that allow a mutual 

interaction and benefits.  

 

One example of this business model is Metro Newspaper, which is free for people to 

pick up and read, whilst companies pay for having their advertisements in the 

newspaper, in such a way to reach out their potential customers. A similar example is 

the video streaming service YouTube, where people can upload and watch videos for 

free, but on the other side of the platform companies pay for advertisements that pop up 

before the start of the video. 

 

A decade ago, research on this topic of free based on MSP had started by Rochet and 

Tirole (2003). They investigated two-sided markets in business, economics and law, 

which consequently created momentum for further research. Parker and Van Alstyne 

(2005) were the first ones who scrutinized an increasing trend of giving away for free a 

product or service for one part of the market, to create a network effect and get the 

revenue from the other side. Ever since, similar articles began appearing as the 

companies were intrigued by this new business model and wanted to find both new 

opportunities and strategies for growth. Also, an understanding of the new model was 

missing, giving scholars an opportunity to define new terms and concepts. 
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Evans wrote an essay on multi-sided business in 2011 with contributions in several 

areas: 

 

1. Background of the economics of MSPs and in which industries these platforms 

are more common. 

2. The antitrust economics of two-sided markets. 

3. Analysis of web-based businesses from the two-sided market perspective. 

4. Analysis of the payment cards business from the two-sided market perspective. 

5. Multi-sided viewpoint on software platforms. 

 

Evans (2011) claimed that one of the essential variables of MSP is to gather enough 

users for each side of the platform. This is known as ―critical mass―. This is referred to 

the right amount of customers who provide value and build up growth. There are also 

probed strategies that enable the gathering the critical mass. Those strategies are 

mostly dependent on whether or not the platform requires participation from one side or 

both. To reach this critical mass companies that use this business model, hope that they 

can create a network effect with their go-to-market strategy. By having a network effect 

the number of users of the product or service grows quickly, and can lead to 

completeness and achievement of the financial balance that makes a business 

sustainable. 

 

An example analyzed in this research is Facebook. The founder‘s initial strategy was to 

acquire as many users as possible and then influence them. The first step was to 

charge marketing agencies for having an advertising space with a big reach on the 

other side of the market. This technique is commonly known as online advertising. It is 

growing rapidly and companies are spending vast amounts of money on it. In the U.S. 

alone, in 2014 spending in digital advertising was about $50 billion with projection of 

increase to more than $82 billion by 201815. People are spending an ever-growing 

amount of time on their mobile devices, PCs and television, which have connection to 

the Internet16. This rapid growth and connectivity over the Internet is well seen from the 

fact that in 1995 less than 1% of the world population had an Internet connection, 

whereas today there are more that 40% or 3.1 billion people using the Internet17. 

 

 

  

                                                 
15

 http://www.statista.com/statistics/270985/online-advertising-expenditure-in-the-united-states/ 
16

 http://www.ibtimes.com/we-spend-more-time-smartphones-traditional-pcs-nielsen-1557807 
17

 http://www.internetlivestats.com/internet-users/ 
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3 Methodology 

 

Even though the area of free business models is relatively new, it has a small amount of 

research papers and articles, especially when coupled with business model studies in 

general. Because of this paucity of literature, the methodology will be based on an 

open-ended research strategy. Specifically, a qualitative methodology is the open-

ended research strategy employed. Bryman (2008) claims that a qualitative approach is 

not about conducting research around some theory, but rather about theory emerging 

from the research itself. 

 

3.1 Research Design and Method 

 

The choice of research design has been made in favor of a case study methodology, 

because case studies ask questions ―how‖ and ―why‖ (Tellis 1997). A case study itself is 

an intensive analysis of a particular person or a group, or in our case companies, over a 

period of time. This research also asks those questions in order to get answers why are 

some companies with a free business model more successful than others, and how did 

they achieve that success. Apart from successful companies, this research also 

investigates failure, which is one more reason for choosing case study methodology.  

 

This research is using qualitative content analysis as a choice of research method. 

Qualitative content analysis is defined by Krippendorff (2004) as ―a research technique 

for making replicable and valid inferences from texts (or other meaningful matter) to the 

contexts of their use.‖ Since the research on this topic, mainly publicly shared 

information from various sources is used and subjectively interpreted in order to get 

better understanding of factors for success or failure that encompassed companies with 

free business models. 

 

This research used an interpretivist paradigm, as most qualitative research emerges 

from this paradigm. Assumptions and beliefs of the interpretivist paradigm are based on 

a relativist ontology and transactional or subjectivist epistemology, according to Guba 

and Lincoln (1994). The relativist ontology hypothesizes that social reality is constructed 

subjectively by our experiences and perceptions. According to the transactional or 

subjectivist epistemology, the research and the object of the research are linked, which 

results in inheritance of researchers‘ values into the whole research process. As the 

purpose of this research is to find key factors and practices among free business 

models, the interpretivist paradigm is a suitable choice in dealing with the approach of 

exploration and establishing new theories.  

 

The case selection has been based on several variables. The first variable is that the 

case hasn't been already analyzed in similar researches, such as research entitled 

―Succeeding with Freemium‖ written by Bekkelund (2011). The second factor was 

accessibility of data and information regarding a company that uses free business 
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model. This process was performed by using both a search engine for academic articles 

called Google Scholar and the general search engine Google. Other than those search 

engines, an information clearinghouse and consultancy with vital information about 

companies with freemium business model ―freemium.org‖ was used, and several other 

sources such as Business Insider, Forbes, The Verge, TechCrunch, etc. When 

available, information from the company's website itself was used, such as annual 

reports and information for investors. The third factor was relevance and credibility of 

the case to the research, whether they have been using some form of free business 

model entirely throughout the development of the company or they were just 

experimenting with it for a while. Lastly, success of the case was taken into account 

because it is important to have both successful and unsuccessful cases in order to 

assess what variables are crucial for getting free business model to work. Success was 

assessed on whether or not a company has been able to create sustainable and 

prospective free business model. 

 

3.2 Data Collection and Analysis 

 

Data collection is beginning already in the process of the selecting a sample of cases, 

but it is much more in depth conducted after the cases are chosen. The data is collected 

mostly from the same sources as in the process of case selection. The focus is on 

highly credible data, such as employers at high level in the companies or publicly 

shared information from the companies themselves, like statistics, graphs and annual 

reports. Nevertheless, because there is often not sufficient amount of this type of 

information, secondary data is also accepted. Secondary sources are interviews and 

articles published by sources that are mostly reliable and credible. However, reliability 

and credibility of these sources is not guaranteed. Also, regarding of date and time the 

information is published, preference is on the newer data but there is no particular time 

constraint on that matter. 

  

After the collection part, data analysis is employed with qualitative approach. The 

qualitative methodology provides means to develop theory out of the research itself, 

rather than the other way around. Data comes from textual sources, but also sources 

that are non-textual, such as graphs, statistics and images. Conclusions are drawn from 

these sources, as suggested in the definition of the qualitative content analysis itself by 

Krippendorff (2004). Non-textual sources are transcribed and together with textual ones 

scrutinized to find similarities, differences and inconsistencies, which served in the end 

for forming propositions regarding key factors that make free business models 

successful. 

  

In the academic research, when qualitative research methods are used, they mostly 

contain interviews, observations and case studies. Since those methods are not entirely 

objective and the interpretation of the data collected is partly subjective, the validity 

and reliability of the data has to be addressed. For the purpose of this research those 

two concepts are used, but it is worth noting that there are two alternative concepts for 
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assessment of the qualitative data - authenticity and trustworthiness, as shown in the 

study done by Bryman (2008). 

 

The concept of validity in qualitative research has been examined by Lecompte and 

Goets (1982), where they asserted two versions of validity – external and internal. The 

external validity is defined as the data‘s scope of generalization, whilst the internal 

validity refers to finding a good match between theoretical ideas developed out of 

researcher‘s observations and these observations. In some other academic papers, 

such as the one by Guba and Lincoln (1994), validity is assessed on different criteria, 

which are transferability (parallel of external validity) and credibility (parallel of internal 

validity). In the case of this research, the external validity is increased by providing 

access to the collected data, where the reader could decide if the findings are 

transferable for other specific field of study, as described by Payne and Williams (2005). 

Pattern matching, or specifically scrutinizing multiple cases, and analyzing just the 

presented content without finding underlying meanings, are methods being used to 

increase internal validity. 

 

As it is the case for validity, reliability has also the same two versions – external and 

internal. Lecompte and Goets (1982) claim the internal reliability suggest consensus 

between multiple observers, whereas the external reliability encompasses the study‘s 

rate of possible replication while adopting similar roles as the ones that have been used 

by previous researchers. In the process of creating this study two observers were 

present, however the consensus has been reached on what is found, which ensures 

reasonable internal reliability. As the information gathered for this research is based 

only on publicly accessible data, and the research process is described in depth, the 

external reliability is assured. 

 

Interview Methodology 

To ensure credibility of our analysis and our data interpretation, we interviewed industry 

experts from Tictail and Spotify, because the researchers didn‘t have access to the 

concerned parts of the analyzed companies in the cases studies. The interviews were 

consisted of several questions, varying from general to specific. Those specific 

questions aimed to validate our proposals for key factors that make free business 

models successful. The interviewees‘ information as well as the questions formulated to 

validate the researchers proposals can be found in the Appendix at the end of this 

document. 
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3.3 Limitations 

 

Limitations are the influences that can be hardly controlled by the researchers‘, and they 

put restrictions on the research process. This research will encounter some 

weaknesses and limitations when it comes to finding trusted data and resources. Free 

as a business model is a relatively new subject and not very much researched in 

academia. One of the biggest obstacles is finding written literature about this topic. 

Consequently, we will have to carefully analyze the present literature because it‘s 

mostly done by marketing and pricing specialists that in most cases tend to be biased. 

Therefore, reliability and credibility of those sources cannot be guaranteed. 

 

As mentioned, there are many different types of business models, but this research 

study focuses on finding the key elements as well as coming up with the most accurate 

pattern that can lead to a successful ‗free business model‘, either freemium or free 

based on MSP. However, there is no clear distinction between those two business 

models. Having that in mind, we are aware that companies tend to combine different 

business models, therefore those companies will be analyzed meticulously. The 

limitations we can find will be due to a vast scope of potential methods of research, 

multiple theoretical concepts and empirical findings.  

 

Furthermore, it might be challenging to gather enough publicly available data about 

cases that are chosen, what can result in incorrect conclusions. Accessibility of public 

information is one of the factors that will determine case selection, as mentioned in 

previous section of the research, and cases without enough publicly available will not be 

chosen. Data that will be used is from some non-academic sources as well, such as the 

website ―freemium.org‖ and here might be some issues related to validity, reliability, etc. 

Also, the analysis and interpretation of the collected data from the different sources is 

subjective. 

 

Interviews done in the qualitative research are usually in-depth and require the 

researchers‘ presence during those interviews, which can affect the interviewee‘s 

responses. Those limitations will partially be overcome by creating appropriate interview 

questions and taking unbiased approach towards interviewees. 

 

Another important limitation the researchers‘ should consider is time. This constraint will 

be solved by setting milestones and priorities during the research process. 
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3.4 Delimitations 

 

Delimitations are the influences on a research that can be controlled. They are also 

boundaries set by the researchers in order to define the parameters and objectives of 

the study. 

 

The review of the literature has been done in three main areas, which are: Industrial 

dynamics, Business model innovation and Free business models. Our choice not to 

review business models in general and their particularities is because of the adequate 

previous studies. 

 

We have chosen to limit this research on the SaaS venture because these free 

business models are being increasingly and predominantly employed by those kind of 

organizations, making them a viable choice to bring more understanding in this 

insufficiently researched field. 

 

The study is limited on the key factors that make these models successful with 

emphasis on the aspects of finance, development and customers. Though, technical 

aspects of the services were not being investigated thoroughly. The reason for that kind 

of the research objective is in our case study example‘s choice. We have chosen 

companies that are or that have been established on the market with already well 

developed services. Also, the study doesn‘t investigate influence of management and 

culture on venture‘s success. 

 

The outcome data, taken from the interviews we ran with companies using this business 

model, is to conclude, embolden and validate the analyzed data we took out of the case 

studies, not to obtain representative nor quantitative results. By interviewing companies 

that are following the same growth and development path as the studied ones, we can 

say that the result of this study can be either applied to most SaaS ventures in their 

early stage or to established companies that want to switch to a more value-driven 

business approach (Franz and Kirchmer, 2012). 
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4 Empirical Findings 

 

After an in-depth literature review and familiarization with the key concepts of these 

specific business models, the next step was to meticulously analyze several existing 

companies using these business models to better understand the way they are 

implemented and executed. This analysis will allow us to get a bigger range of data 

regarding the use of these models. 

 

Along with the comprehensive analysis of a range of U.S. based companies using these 

business models, such as Snapchat, Dropbox, and YouTube, the researchers‘ analyzed 

two prominent Stockholm-based startups using these models as well, Tictail and 

Spotify. In the end, the researchers‘ chose three companies that they judge to represent 

archetypes of these models and have most of the factors that can lead to a great 

success in the entrepreneurial world. The first analyzed case is Facebook, which is 

based on a completely free service for users, but paid for advertisers. The second one, 

named Shazam, is a rather representative example of a freemium business model. The 

third analyzed company is Everpix, an example of failed implementation of a freemium 

business model. These case studies were chosen according to the data availability and 

demands in order to answer the research question following the process outlined in the 

methodology section. 

  

4.1 Case 1 - Facebook 

 

Facebook is the leading Social Networking Site (SNS) in the world. Mark Zuckerberg 

and his colleagues from Harvard University founded Facebook in 200418. Their mission 

is to make a more open and connected world. To achieve that, Facebook has built a 

Multi-sided Platform (MSP) that serves different customer segments with different value 

propositions19. For regular users this platform is completely free of charge. However, 

Facebook‘s main revenue stream is selling advertising space.  

 

Facebook offers a unique combination of reach, relevance, social context, and 

engagement to advertisers. They can connect with the users based upon the 

information shared by those such as age, gender, location, education, work history or 

specific interests. Moreover, Facebook offers advertisers an ability to include social 

context in their ads. Social context highlights user‘s connections with a brand or 

business. Businesses can also create ‗Pages‘ to connect and share content with 

interested customers and simulate an ongoing dialog with them. However, Facebook 

has started to demand more from their ad revenue model, and now posts from Pages 

are being distributed to a select number of followers based on ―engagement‖. If a 

                                                 
18

 http://www.businessinsider.com/how-facebook-was-founded-2010-3?IR=T#we-can-talk-about-that-

after-i-get-all-the-basic-functionality-up-tomorrow-night-1 
19

 http://bmimatters.com/2012/04/10/understanding-facebook-business-model/ 
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person or a company that runs a Facebook Page wants all followers to see the post, 

then those page owners have to pay for the privilege or risk becoming irrelevant. It has 

been estimated that only 1 to 2 per cent of followers will eventually see a post20. The 

rest will only see it if the company chooses to pay Facebook. In addition, Facebook 

started tracking users‘ browsing activity around the web, and use that information to 

serve up what they think are appropriate ads for users. This last move from Facebook is 

suggesting that they are continuously trying to find optimal business model. 

 

Some people claim that Facebook‘s business model smashed the traditional 

manufacturing style we see with consumer products, and instead built a consumer 

platform that enabled many around them. 

  

Owyang (2012) listed three main reasons why the business model implemented by 

Facebook is successful so far: 

1. Users do the work. 

2. Brands send the traffic and inject the revenue. 

3. They stayed agile amid growth. 

 

By claiming that the users do the work, it is considered that Facebook users are 

contributing in generating meaningful content and value to each other. Furthermore, 

Altimeter research21 indicates 90 per cent of corporate websites link to their social media 

accounts, showing how more than 10 years of hard earned traffic spent on Search 

engine optimization (SEO) and Search engine marketing (SEM) with Google has now 

been shifted to send that traffic to Facebook. Also, the partner ecosystem of Social 

Media Management System has contributed and generated associated revenues. 

Lastly, the statistic22 shows as of December 2014, more than nine thousand people 

were in full-time employment by the social networking company, whereas for example 

Apple has about ten times more employees, over ninety two thousand. Despite of 

tenfold more employees at Apple23, an interesting fact is that they have two times higher 

revenue per employee than Facebook24, what is about $2 million for Apple and $1 

million for Facebook. However, by being lean, Facebook is able to stay focused and 

innovative to constantly roll out new features and products. 

 

Using Osterwalder‘s Business Model Canvas, here is a visual representation of 

Facebook‘s business model: 

 

                                                 
20

 http://nowsourcing.com/2014/06/22/facebook-starts-to-get-more-tougher-mercenary-with-their-ad-

revenue-model/ 
21

 http://www.web-strategist.com/blog/2010/12/09/slides-social-business-forecast-2011-the-year-of-

integration-leweb-keynote/ 
22

 http://www.statista.com/statistics/273563/number-of-facebook-employees/ 
23

 http://fortune.com/2013/10/31/analyst-apples-revenue-per-employee-is-off-the-charts/ 
24

 http://www.businessinsider.com/facebook-has-high-revenue-per-employee-2013-3?IR=T 
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Figure 2. Business model canvas - Facebook25 

 

Success of this model can be seen in the company‘s results26. As of the last quarter of 

2014, Facebook has over 890 million daily active users (DAU) and 1,393 billion monthly 

active users (MAU). Because of so many users using it on a regular basis, it has 

become an attractive destination for advertisers and developers alike. Their revenue 

just of the last year‘s quarter was $3,851 billion and almost all of that revenue comes 

from advertising. It is accounted for over 93% of their revenue. The rest of it comes from 

payments and other fees. Average Revenue per User (ARPU) was $2.81 in the last 

quarter of 2014, with the U.S. and Canada being the most profitable countries for 

revenue per user. Interesting fact is that most of Facebook's revenue growth is coming 

from mobile advertising and payments. Non-mobile revenue and revenue from 

payments and fees like in-app purchases through Facebook continue to remain 

consistent, but mobile revenue has exploded since 2012, as it now makes up roughly 

66% of Facebook's total revenue. The following figure shows the revenue breakdown by 

segment of Facebook: 

                                                 
25

 https://businessmodelinnovationmatters.files.wordpress.com/2012/04/facebook-business-model2.png 
26

 http://investor.fb.com/eventdetail.cfm?eventid=154637 
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Figure 3. Revenue by segment - Facebook27 

 

However, this steady revenue rise is not followed by the rise in generally accepted 

accounting principles (GAAP) operating margin28. It has been in decline for the whole 

second half of 2014, falling from 48% to just 29%, which is the lowest since early 2013. 

The decrease in operating margin is attributed to the money spent on research and 

development that increased from 19% to 29% on the last quarter of 2014, as an effort to 

continuously innovate. Nevertheless, with hundreds of millions of members around the 

globe, Facebook is unquestionably the largest social site, providing the company both 

economies of scale and benefits from the network effect. Even though Facebook is 

letting people to use the platform for free, whilst reaping benefits of multi-sided platform 

and charging for advertising, they have demonstrated that this can be a highly profitable 

model. 

 

  

                                                 
27

 http://uk.businessinsider.com/chart-of-the-day-facebook-growth-comes-from-mobile-ads-2014-

10?r=US#ixzz3Ti9k5Tcb 
28

 GAAP operating margin excludes share-based compensation expense, payroll tax expenses related to 

share-based compensation, and amortization of intangibles 
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4.2 Case 2 - Shazam 

 

Shazam is an application that records a fragment of a playing music, analyses it and 

identifies the artist and the song title. This service was founded in 1999 by Barton, 

Inghelbrecht, Wang and Mukherjee. There are two versions of this application with 

differentiated business models. The most popular one is called ―Shazam‖ and is free of 

charge, but with many built-in advertisements. It includes unlimited tagging (music 

discovery), lyrics, links to YouTube videos and many other interesting features.  On the 

other hand, ―Shazam Encore‖ is the premium version of the application and costs 

between $5 and $7, based on the platform. By paying for this premium version, the 

users get an ad-free environment and direct integration with Spotify, which allows them 

to enjoy the full length of the song. Therefore, Shazam is an example of a freemium 

business model. Despite the freemium business model, they also earn money by selling 

the identified songs through the application. Shazam sells between 5 and 10 percent of 

all downloaded music, from which it gets an important revenue share. In 2013, more 

than 300 million songs were sold through Shazam (Morris, 2014). 

  

Shazam spotted well when to stop limiting free users and focus more on expanding the 

user base, but they have soon introduced new premium features, which will attract more 

people to convert29. When a song is identified, users are redirected to iTunes, Google 

Play or Amazon to acquire it; and from every one of those acquisitions, Shazam takes a 

cut. However, Shazam has recently announced that their advertising business has 

surpassed the revenue income from music sales and licensing deals with partners such 

as Apple. The main reason for the increase of advertising income is a big advertising 

push and boosted advertising partnerships for banners and television ad campaigns. 

Furthermore, they have added a television service, enabling users to access exclusive 

content such as links, photos, or music when they "Shazam" a commercial or a show. 

Also, Shazam has nurtured partnerships stateside as well. They partnered firstly with 

Jimmy Kimmel Live, connecting fans of the late-night talk show to content such as audio 

downloads and Kimmel's YouTube channel. Secondly, Shazam partnered with Fox to 

give fans of the reality show X-Factor another way to vote for contestants and buy 

songs from the show30.  

 

Figure 4 shows key statistics such as number of users, number of downloads, number 

of tags (result of music recognition) and the top countries where Shazam is operating. 
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 http://www.freemium.org/shazam/ 
30

 http://www.inc.com/jill-krasny/shazam-warner-music-group-startup.html 
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Figure 4. Key statistics – Shazam31 

 

  

Although the venture doesn't report financial figures, CEO Rich Riley said the company 

has revenues in "tens of millions" of dollars. Shazam has surpassed 100 million monthly 

active users and more than half-a-billion downloads and they are preparing to become 

one of the first mobile application companies to go public. The company said its monthly 

active users have grown 34% in the 2014, putting it in among the top 20 consumer 

Internet companies with the largest user database, including Twitter, Facebook and 

WhatsApp32. They are a New York-based service with 250 employees and have raised 

close to $100 million from venture capital firms including Kleiner Perkins and Sony 

Music Entertainment. This company is not yet profitable, as CEO Riley suggested, it is 

an intentional result of a decision to prioritize a larger long-term bottom line over short-

term profits. 
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 http://news.shazam.com/images/shazam-key-stats-with-top-countries-225879 
32

 http://www.forbes.com/sites/parmyolson/2014/08/20/shazam-hits-100-million-active-users-as-it-gears-

up-for-ipo/ 
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Figure 5. Exponential growth in tags - Shazam33 

  

Some of the key facts regarding Shazam‘s worldwide growth and adoption lie in the 

freemium business model and its important role in acquiring users. Shazam is now 

among top 10 applications globally with 15 million ―Shazams‖ per day and 13 million 

new users per month34. The enormous user growth enabled by the well execution of the 

freemium business model resulted in exponential growth of tags. To reach the first 

billion tags it took them 10 years, but then they arrived to the second billion in just 10 

months. In August 2013 they reached 10 billion tags and that number is rapidly growing, 

particularly since Shazam is forming new partnerships and constantly adding new 

features. 

 

  

                                                 
33

 http://www.ericrettberg.com/datacultj1/wp-content/uploads/2014/11/shazam.jpg 
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 http://news.shazam.com/images/shazam-key-stats-with-top-countries-225879 
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4.3 Case 3 - Everpix 

 

The San Francisco startup called Everpix set out to be a smart photo-sharing platform 

that enabled an effortless way to store and organize photographies. It was an online 

cloud-oriented service, on which users could store and access their photos anywhere 

just by being connected to the Internet. Pierre-Olivier Latour founded Everpix, in 201135. 

According to their CrunchBase profile, the company had raised $2.4 million, specifically 

$1 million in seed round, $800.000 in angel investment and $600.000 in debt financing. 

Two years after the launch, in November of 2013, the founders announced that the 

company was shutting down. 

 

During the short two years of its existence, Everpix had become one of the best 

platforms in the world in structuring a photo library and automatically grouping photos by 

various variables, such as time and date, but also by photo content36. The overall user 

experience was pleasant with a clean interface design, fast software and simplicity. 

Those were the main selling points that attracted around 55.000 users who stored more 

than 400 million photos in the platform. The number of users that paid for subscription 

was just above 12%, with 6.800 users37, which is a high conversion rate, especially 

when compared with the other software companies that use the freemium model. The 

most of them range from 2% to 5% in conversion rate38. Specifically, already established 

service for taking notes, called Evernote, had a conversion rate of 6% after 5 years39. 

However, the income from subscribers was not enough for Everpix to cover the costs, 

which eventually led them to shut down the business, as shown in the images below. 
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 https://www.crunchbase.com/organization/everpix 
36

 http://www.theverge.com/2013/8/29/4560364/best-cloud-storage-photo-apps 
37

http://www.businessinsider.com/how-a-35000-amazon-bill-ended-everpix-2013-11?IR=T 
38

 https://hbr.org/2014/05/making-freemium-work 
39

 http://www.bloomberg.com/bw/articles/2013-02-28/as-evernotes-cult-grows-the-business-market-

beckons 
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Figure 6. Revenue vs. Cost graph - Everpix40  

 
Figure 7. Gross income from operations - Everpix41 

 

According to Rimer (one of their first investors), people working at Everpix were mainly 

focused on features and look of the product, neglecting the business side of it and 

consequently the growth. For a comparison, other successful photo storing services at a 

time (such as iCloud Photo Stream, Dropbox, Flickr, Google Drive) had millions of 
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 http://research.ivanplenty.com/2014-economics-everpix-shutdown-decision 
41

 http://research.ivanplenty.com/2014-economics-everpix-shutdown-decision 
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users, by tenfold more than Everpix had. They had tried too late to get more funding to 

ensure better scaling and profitability, but unfortunately failed to capture interest of 

investors. The investors‘ main concern was the ability to build a business with more 

than $100 million in revenue from subscription because of numerous free photo tools. 

Similarly, the efforts to find an acquisition opportunity were not successful, which led to 

discounting the services after the last bill for hosting came and there was not enough 

money to pay it. 

 

Everpix is a typical example of the freemium business model. In the free version, users 

could only see the photos of the last 12 months. Their premium offering was an 

unlimited storage space for $4.99 a month. The company had found a good way to 

increase usage of the platform with creating a feature called ―Flashback‖, which sent 

daily emails to users with their photos from the same date last year. About 60% of the 

total amount of users returned every month, and almost half of the free users returned 

each week. As a result Everpix received great critiques and claims that even with few 

features, users were delighted with the existing ones. Their application on Apple Store 

had a 4.5 star average rating out of more than 1,000 reviews, but they were 

unsuccessful to convert them to returning active users. In the end, the founders 

acknowledged several mistakes they made42: 

 

1. Too much focus on the product, whilst distribution and growth suffered as a 

result. 

2. The first pitch for investors was mediocre. 

3. Failed to position themselves on the market against alternative service providers 

(iCloud Photo Stream, Dropbox, Flickr, Google Drive). 

4. Began with marketing too late. 

5. The product required commitment by users as it had a learning curve (users had 

to set up everything before being able to upload photos). 

 

Everpix created a great product that people liked and consequently more than a 

thousand of them rated it with 4.5 stars (out of 5) on average in the Apple App Store. 

Despite user satisfaction, that was not enough to have a sustainable and profitable 

business, and this is the key lesson learned from Everpix founders. 
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 http://www.theverge.com/2013/11/5/5039216/everpix-life-and-death-inside-the-worlds-best-photo-
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5 Discussion 

 

In this chapter, business model innovation is discussed and analyzed, along with the 

empirical findings. Particularly, the emphasis is on free business models and on the 

analysis of the key factors that make them successful. These key factors are relevant 

for better understanding of these models and consequently improving position in the 

market. 

 

In a competitive economy today, free online goods and services are becoming more 

attractive than ever. Nevertheless, companies are not only managing to make money 

with these business models, but also to scale and grow. The last decade has seen an 

increasing trend of companies using these business models, freemium and free based 

on MSP. Today, these business models are adopted mainly by the web-based 

companies. 

 

In the empirical findings, there were three companies examined, two of them known and 

successful worldwide, while the third was a failure. The first one is a MSP that heavily 

focuses on revenues from selling advertising space. The second one uses the freemium 

model with additional features for premium users. Both companies managed to reach 

significant positive results with these business models. The third company failed with its 

freemium business model. 

 

Along with the analyzed case studies, two interviews were conducted with companies 

that use these free business models. The outcome of those interviews was first-hand 

data which provided a level of credibility and validity to our findings, but also some 

additional insights and key factors for the success of these business models. 

 

According to findings in this research, the factors that led those companies to succeed 

or fail are diverse. Some of the key factors are related and can be attributed to both 

business models (as they sometimes overlap), whilst others depend on some specific 

particularities of each business model. These factors are classified in three main 

groups, which are: Customers, Business Sustainability and Development Strategy.  

 

5.1 Customers 

 

For every business, creating, delivering and capturing value is vital for the success of a 

venture. This offered value is vital for customer acquisition and retention. 

 

In the case of Facebook, which uses the free based on MSP business model, the 

network effect proved to be one of the key factors in its success. This success is directly 

attributed to user engagement and content creation, which drives high traffic on the web 

and mobile applications. Subsequently, that attracts advertisers. The network effect is 

related to the first-hand experience that enables people to try and use the service 
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without any cost or engagement, a concept that Faugère and Tayi (2007) explained as 

a good strategy to increase sales. If the delivered value is satisfactory, users 

recommend this service to others, which is commonly known as word-of-mouth.  

 

In the two conducted interviews, Tictail and Spotify, those key factors mentioned above, 

except network effect, were coming up constantly, making them the key factors to 

succeed with the freemium model. That is seen in Shazam's case, but also in Spotify 

and Tictail, where word-of-mouth has been a strong driver for growth. For Shazam, it 

took them almost a decade to reach one billion tags, but as soon as they employed the 

right user acquisition strategy, the number of tags started to increase dramatically. The 

Everpix case is quite specific. Even being active for just a short period of time, the 

service they were offering was very attractive for their targeted customers. Being a 

company that offers a very narrow service, the word of mouth didn‘t help them to get a 

wider range of customers apart from the targeted ones. 

 

The constant measure of metrics like customer lifetime value, viral coefficient, customer 

acquisition cost and engagement rates proved to be very effective, what was also 

acknowledged in the interviews. Neglecting these metrics was another reason for failure 

of Everpix. 

 

List of the key factors in this section: 

● Network effect 

● First-hand experience 

● Word-of-mouth 

● Metrics 

 

5.2 Business Sustainability 

 

Sustainable companies create economic and social value while achieving prosperity 

and presence in the market. Companies using these free business models often apply 

innovative approaches in quest of financial sustainability. 

 

At the beginning, Facebook‘s revenue was coming mostly from the online web 

channels, but that trend is nowadays changing as smartphones, tablets and even 

smartwatches are becoming ever more popular. This behavioral change entailed the 

creation of a new go-to-market strategy putting more emphasis on the revenue stream 

that comes through advertisements on mobile channels. The case studies and interview 

with Spotify showed that there are certain requirements for advertisement to pay off. 

First, it‘s very important to have a large user base, and secondly, to create a higher 

engagement rate among the users. If these two requirements are not fulfilled, there is a 

high probability that the advertising revenue would not be sufficient for the financial 

sustainability of the company. 
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The adoption of the freemium model is growing among companies43. Many ventures, 

like Shazam, are using free as a form of marketing to spread the product in the hands of 

the maximum number of people, whilst converting just a small fraction to paying 

customers. The interviewees at Tictail and Spotify clearly stated this go-to-market 

strategy as the first step they had to undertake to present their products and services. 

 

One of the key factors in obtaining success with the freemium model is finding an right 

balance between the free and paid services. Many companies struggle to find this 

balance where the quality of the free offer is good enough, but not so good that it drives 

down the free-to-paid conversion rate too much. 

 

While Facebook and some other free MSPs are able to obtain sufficient income from 

the paying side, the advertisements, many freemium businesses don‘t seem to be able 

to do that. Consequently, Shazam is not only offering premium version of their product, 

but also taking a fee from music reselling channels. The company is employing a multi-

sided market approach, like Facebook, with regular users on one side of the platform 

and businesses on the other side. Like many other companies, Shazam is searching for 

additional revenue streams. One of those streams is based on the reselling fee, which is 

currently bringing most of the company's revenues. However, Shazam is also 

establishing additional partnerships that allow them to take a certain percentage of 

every transaction that goes through their channels. From this can be seen the 

importance of understanding the dynamics of network externalities and multi-sided 

markets. Spotify claimed that by establishing these partnerships, they create more value 

for customers and enlarge their market reach. Also, this is an example of how freemium 

and free based on MSP business models sometimes overlap. Shazam and Spotify are 

using freemium model, but taking a multi-sided approach, which provides benefits for 

multiple market sides. 

 

As shown in the literature review, around 90% of the freemium users are not paying, 

therefore it demands two elements in order for freemium to work. The first element is 

having low costs per user. Conducted interviews reinforced this premise and 

emphasized the importance of automation, especially when user database is growing 

significantly. Spotify stated that one of their biggest challenges was scaling customer 

service, which was expanding with user growth and imposing unwanted increasing cost. 

The second element is to have a large addressable market. As the most customers use 

free version and conversion rates are very low, the market size should be big enough to 

get substantial income from paying users. Despite having a large addressable market 

and high conversion rate, that is not guarantee for success, as seen in the case of 

Everpix. The main reason for that is their inappropriate resource allocation. As the 

founders admitted44, they put almost all their resources into product development, and 
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not in marketing and business development. For this reason, an appropriate resource 

allocation is another key factor in developing a sustainable business model, especially 

in the early stages of a venture. 

 

List of the key factors in this section: 

● Large user base 

● High engagement rate 

● Using free as a form of marketing 

● Right balance between the free and paid services 

● Partnerships  

● Low costs per user 

● Automation 

● Large addressable market 

● Appropriate resource allocation 

 

5.3 Development Strategy 

 

To retain the already created and delivered value, companies are constantly trying to 

find new and innovative ways to develop. To maintain their leading positions and avoid 

disruptions, companies like Shazam, Facebook and Spotify try to stay innovative. In 

order to innovative they allocate significant investment in research and development of 

products or services, as well as the improvements in the business model side. Those 

continuous re-evaluations are employed to uphold and grow the user base in order for a 

company to grow and increase profit, as affirmed in the interviews. 

 

Facebook is well established on the market, although new social networks are 

constantly emerging. The competition is tougher and in order to avoid the fate of 

disrupted social networks, such as MySpace, Facebook is investing huge amounts of 

money into research and development. By doing that, they are trying to create new 

value for their customers and at the same time optimize the current revenue stream and 

find new and innovative channels for additional revenues. 

 

Furthermore, a very valuable lesson from Shazam‘s development is how they took their 

time to achieve growth. In the early days, they were experimenting with their business 

model and for many years there was a lot of criticism that they didn‘t have a sustainable 

business model. But their persistence in experimenting with it proved to be essential in 

finding the most adequate model. For emerging startups, Shazam should serve as a 

reminder that success doesn't come overnight. 

 

List of the key factors in this section: 

● Continuous re-evaluations of employed BM 

● High investment in research and development 

● Persistence in experimenting 
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6 Conclusion 

 

The aim of this research thesis was to find the key factors that make free business 

models successful and profitable for SaaS ventures. According to the three examined 

cases and the two conducted interviews, it is shown that it is possible to create both free 

based on MSP and freemium business models, which can be not only successful, but 

also highly profitable. However, there are some critical elements that companies with 

these business models should adopt. 

 

We have categorized these key factors in three different groups: 

 

● The first group is related to Customers, their acquisition and behavior towards 

the use of the services employing these free business models. The study shows 

that for both models key factors that drive user growth are first-hand experience 

and word-of-mouth, which can be measured by metrics such as viral coefficient 

and customer engagement. In the case of free based on MSP the success is 

strongly influenced by the network effect, as seen in Facebook‘s example.  

 

● The second group corresponds to the Business Sustainability and market 

presence. This group encompasses the strategic decisions that drive financial 

growth. Our findings suggest that revenues coming from advertisement can be 

sufficient for ventures using free based on MSP model, especially when this 

revenue comes from mobile channels. Yet the requirements for advertisement to 

pay off are high engagement rates and large user base. For freemium ventures 

apart from the key factors cited above, partnerships and paying customers 

provide the needed additional revenue. Right balance between free and paid 

services, low costs per user as well as automation are important for freemium 

companies to be sustainable. Regardless of the business model employed, 

without appropriate resource management ventures can fail, like in the case of 

Everpix. 

 

● The last group, named Development Strategy, entails the future recommended 

actions to keep the market position as well as help companies evolve and avoid 

disruption. The research indicates that companies should continuously re-

evaluate the value offered to their customers, whilst investing in research and 

development. Spotify and Shazam are good examples of how persistence in 

experimenting with the business model can be effective. Also, these companies 

are examples how freemium and free based on MSP business models are 

sometimes overlapping, as freemium companies tend to take a multi-sided 

market approach. 
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This research showed that the business model concept offers an innovative way for 

ventures to consider their options in the uncertain, fast-moving and unpredictable 

environments, leading to new opportunities. Lastly, the research demonstrated that both 

free business models can be a viable choice.  

 

Summary of the key success factors of SaaS ventures: 

 

 

 
 

Figure 8. Key factors that drive success of SaaS ventures45
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 Graph made by the researchers out of the listed factors in Discussion 
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6.1 Further Research 

 

Research on the topic of free business models, both freemium and free based on MSP, 

is in very early stages. Most of the studies that have been done so far were focused on 

freemium, rather than free based on MSP. This research covered both models, although 

with some delimitations that affected the depth of the study. Therefore, there is plenty of 

future research potential on this topic, especially given the lack of research on free MSP 

business models. 

 

The study is limited on the key factors that make these models successful with 

emphasis on the aspects of finance, development and customers. Technical aspects 

and different venture stages were not investigated thoroughly. Also, further research 

can be performed on the influence of management and company‘s culture on its 

success. 

 

One of the key findings was that both of these models are dependent on a large user 

base, which should be reached in order for the models to work. However, there is no 

exact number of how many users is critical, as every business is specific and unique, 

but with some further studies we could learn more about this important topic. 

 

Further research could be conducted on key metrics and the challenges associated with 

measuring various aspects of these ventures and their success. There is a potential to 

perform in-depth research about each of these metrics, such as viral coefficient, 

customer lifetime value, and engagement rate, to get a better understanding of these 

models and which metrics are critical for success.  

 

In this research, only SaaS ventures were examined, hence there is potential to study 

other types of ventures and industries, as well as geographical and social aspects that 

might play a relevant role in the development of a successful business. 
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8 Appendix 

 

8.1 Interviewees 

 

Siavash Ghorbani: CTO & Co-founder of Tictail. 

Siavash interest in web, retail and classified ads dates from dates from the years of 

study in KTH. Those interests led Siavash to co-found Tictal in 2011. 

Tictail is a free online platform that helps the creation of e-commerce websites in just 

few clicks. This customizable and user-friendly approach is due to Tictail‘s endeavour of 

‗removing technology‘ from the process of setting up an e-commerce website. 

 

Gustav Gyllenhammar: Senior Director Growth at Spotify. 

Spotify is a Stockholm based online music streaming service. Two years after this 

service was launched in 2010, they have reached 10 Million users, from whom 2.5 

Million where paid subscriptions. By 2015, the number of users is around 60 Million. 

 

 

8.2 Interview Guide 

 

The researchers used the questions below when conducting the interviews to obtain 

desired answers that could be helpful of a better understanding of this business model, 

as well as to be useful to set a path of answering the research question. Those 

questions have been used as a guide, but in some cases the interviewee mentioned 

some important key elements that can answer the research question, so the 

researchers had to formulate new questions related to that answer to get a better and 

clearer answer. 

 

The interview had two separate parts on which the intended result was to get a first-

hand of the ‗business definition‘ and it‘s value proposition; and the second part was 

directly linked to the research question.  

 

Business Introduction: 

 

What is Tictail/Spotify? 

How did you identify this need? 

What is your ‗Value Proposition‘ that makes you different from the competitors? 
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Business Model: 

 

What made you choose this Business Model and not another? 

 

What are the advantages you encountered using this BM? 

a. Disadvantages? 

 

In your view, what made this BM successful? 

a. Virality? 

b. Pricing Strategy? 

c. Scalability? 

d. Network effect/Recommendations 

 

What are your targeted customer segments? (free/premium users) 

 

Did you find ‗sweet spot‘ of how your company creates, delivers and captures value? 

(The balance between return rate, conversion rate, free/premium users) 

a. And how much time did it take you to reach it? 

 

Was it crucial to convert free users to paying users? And have you found the balance 

between those two kinds of users? 

 

What are you doing to escape/prevent disruption from newly emerging startups? 

a. Long-term strategy? 

b. Are you looking into some other business models or additional revenue  

streams? 

 

What advantages does your company have in multi sided markets? 

a. Disadvantages? 

 

Does your company need automation for demanding activities related to free users? 

 

What metrics are important and how do you measure them? 

 a. Viral coefficient 

 b. Customer acquisition costs 

 c. Customer lifetime value 

d. Engagement rates  

 

 

 

 


