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Thanks for downloading this ebook.
I’m Ben, the chief operating officer at MOHARA,

and part of my job is finding great startups. I hear
a lot of pitches, and a common business model is
the online marketplace. I love this model; it’s not

only a great way to add value, but it also scales well
and provides long-term returns.

Since I’ve worked with so many marketplaces, it’s
clear that following a set of principles is critical to the
success of a marketplace business – and almost

universally some of these principles aren’t followed.
So many entrepreneurs struggle for years build-

ing an online marketplace without a blueprint for
how to build success. This book is the blueprint that
every entrepreneur with big marketplace dreams
needs to read.

*
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Although we have made every effort to provide up-to-date
information in this ebook, fees, figures and percentages are
constantly changing. The data we have used is correct at the
time of writing (January 2020).
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This book will help you:
Develop an online marketplace-specific business plan.
Seek out the quickest way to get started and gain traction.
Decide whether your marketplace proposition is viable.
Learn how the best marketplaces build value and how you can, too.

There are six sections:
1

MARKETPLACES: THE GOOD, THE BAD AND THE UGLY

pg 05

We look at an example of a marketplace business and the advantages
and disadvantages of the model.
2

WHAT IS A MARKETPLACE?

pg 11

This will outline the different forms that marketplaces can take.
3

LIQUIDITY

pg 14

This section introduces the concept of liquidity, how to assess
the potential liquidity in your market and how to maximise it.
4

SELLERS AS CUSTOMERS

pg 25

This section focuses on how you can add value to sellers so that
they keep coming back.
5

LEAKAGE

pg 31

This section considers how we can prevent one of the biggest dangers
to the online marketplace model: leakage.
6

SECRET SAUCE

pg 39

We help you think about how to spread some secret sauce onto
your marketplace to maximise value.
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Ben Blomerley is the Co-founder and Chief Operating Officer at MOHARA.

He is responsible for the quality of projects, working closely with the team to
deliver world-class products. With 20 years of commercial experience, Ben
provides strategic oversight for MOHARA and many of its portfolio startups.
Ben is a qualified chartered accountant and holds an MBA from INSEAD.
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CHAPTER 1

Marketplaces:
the Good, the Bad and the Ugly

My little marketplace

My friend Paul never needs
to buy a drink at the pub.
He runs a very effective marketplace that helps builders make more
money and homeowners find reliable suppliers.
I got to understand the power of Paul’s business when my skylight
started to leak. It was just a small drip, but it clearly needed repairing. The prospect of dusting down the ladder and searching “skylight
repairs” on YouTube was unappealing – I needed to find someone who
could fix the problem. Sounds simple, doesn’t it?
I have no idea about repairing skylights, no idea how much it should cost
and, unless I’m prepared to climb onto the roof, no way of even seeing
the problem. Whoever I choose to complete the job has incredible potential to rip me off.
So, what’s the next step? Google? Checkatrade? Referrals? Finding someone trustworthy at the right price isn’t that simple.
I decided to head down to my friend Paul’s café. He has a noticeboard by
the drinks machine where people can post requests for building work.
Local builders buying their bacon sandwiches in the café take a look
every morning and get in contact if they can help. Local people have
been using the board for a few years now with great success, so I decided
to give it a go.
Before posting the advert, Paul asks me a few questions, takes a look at
my blurry iPhone pictures of the leak and guides me on how I can position my advert to get the right builder interested.
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This is what we came up with:
My skylantern glass rooflight is leaking
I need someone to repair it within the next 48 hours
Roof can be accessed by ladder at the rear
+ flat roof for easy access
Silicone caulking needed to seal the skylight
Unsure of the need for flashing finish
Budget £200.00

With a few simple pointers from Paul, the advert was written in two
minutes and added to the noticeboard before the bacon sandwich rush
at 8:00.
Later that afternoon, a local builder called John called and offered to
visit in the morning and I decided to book him in. Because he was a
customer of Paul’s, there was implicit security that I was using someone
trustworthy and competent.

THE GOOD
Running this type of business provides some advantages:
Paul generates revenue from this marketplace in two ways
Firstly, through pints that builders buy him as a thank you for
providing work. Secondly, by ensuring a constant stream of builders and customers come into his café to use the noticeboard.
When people come in, they always buy something. It’s hard to
quantify the marginal revenue, but it definitely increases sales.
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Paul can use his building knowledge to run the marketplace
Rather than clamber onto a roof and spend two hours in the rain
mending a skylight, he is safely tucked away in the relative cosiness of his café. His knowledge is useful in helping customers devise relevant adverts and making a judgement on the competence
of a builder, which is easily done by asking a few questions.
Paul doesn’t need any equipment or materials: no ladder, no tools
and no cement. This means he has no cash tied up in materials or
assets needed to deliver the work.
Paul can process a lot of requests quickly – far quicker than he
could if he was completing the work himself. He is not responsible
for the delivery of work and all the potential mistakes, disagreements and payment issues this involves.

THE BAD
Paul needs to keep matching buyers and sellers for the marketplace to work. If there is insufficient work for the sellers, then he
needs to keep them coming back to the marketplace until the work
increases. Hopefully, his excellent bacon sandwiches will do the trick.
He has limited control over the quality of the work, but buyers are
inclined to blame him if the seller delivers a shoddy service.

THE UGLY
Sellers and buyers may cut him out of the deal
Once a buyer knows a good builder they can just go straight to
them rather than through Paul.
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IS THIS MARKETPLACE GOING TO KEEP PAUL IN BEER?
The acid test of whether Paul has a good marketplace business comes
down to whether he can keep matching supply and demand. He will
only succeed in doing this if the marketplace adds value to both parties
and keeps them coming back.

SELLERS ARE HAPPY (FOR NOW)
Although the Lion and Lamb pub is a bit pricey (at £4.50* a pint and

with a few games of pool thrown in, a night out might cost the builder
£25), the builders are happy to take Paul out for a few beers.
However, before doing so the builder needs to ask himself whether it’s
worth paying that for the work that Paul has generated. Let’s say the
average job Paul provides is £500. In that case, £25 is five per cent of the
job value. None of them are complaining at the moment – actually, they
are always asking Paul for more work. The convenience of the pre-vetted
work is well worth the cost.
There is Room to Grow
Paul’s market is big enough; he lives in an area where the houses are
old and need constant work. Also, the market of homeowners and local
tradespeople has a lot of growth potential. Previously homeowners may
have used more expensive brand-name suppliers to reduce risk, but now
they’re comfortable going local. Paul has started this trend.

Unfortunately, beer prices may have risen since the time of writing
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THE MARKETPLACE HAS SOME EXCELLENT FEATURES
Paul has a great supply of potential customers for building work
in the form of about 500 regulars, plus their friends and family.
These people trust Paul’s noticeboard to provide a good builder, and it’s great pool of clients for sellers.
Paul has been a builder in the local area for 25 years – he
knows the sellers well, so he can make sure the best builders
use the noticeboard. This increases quality for buyers.
He has extensive knowledge of building, so he can take a vague
explanation, quickly assess the buyer’s problem, and ensure
the advert attracts an appropriate seller.
Paul adds value to the sellers by not only providing the leads
but also pre-vetting the building projects. Sellers know that a
job is going ahead and the budget is realistic.
He has a strong reputation locally, so both buyers and sellers
trust him to provide value.

With Paul’s café in mind, we’re going to take a look at a blueprint for
building a successful marketplace. Since it’s a deceptively difficult
business model with many pitfalls, a disciplined approach is required
to build a high-quality marketplace.
Let’s start by asking ourselves: what is a marketplace?

MOHARA
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CHAPTER 2

What is
a Marketplace?
All business involves one person buying and one person selling, whether
that’s a pair of shoes, a haircut or an app.
In a marketplace, you don’t own anything; you don’t take a position in
the transaction. You introduce two other parties and sell your introduction or advertising services to one or both.
In this book, we’re focusing on online marketplaces that have huge potential to scale and deliver solutions on a vastly different level to Paul’s café.
Before we go any further, I want to look at the four different types
of tech business so we can be clear on what is and isn’t a marketplace.
1

Tech businesses or licensed software. Apple does lots of things,
but it mainly sells gadgets (with the related operating system).
Other examples are Fitbit, Facebook’s Oculus Rift and Microsoft.

2

Something-as-a-service. You pay cash for something that, in some
way, increases your happiness – for example, a journalling app.
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3

Extension of an offline business. Online gambling may
by definition be tech and online, but it’s not doing much differently
to the offline world. Same with your banking app, or eCommerce.
You’re just doing it online because of convenience.

4

A marketplace business. There are different words used for
this – platform, or network, for instance – but platforms and networks aren’t ends unto themselves. They connect buyers and
sellers to each other.

If you ask someone what they think of as an online marketplace, they
might say Uber, eBay or Etsy. Fewer people would consider Facebook
or Google a marketplace, but they fit that description. Facebook brings
together buyers (users who spend a lot of time on the platform) and sellers (advertisers that are promoting products to those potential buyers
in a highly targeted way).
Publishers can also be considered as marketplaces: by providing information that generates readers, they are bringing together the buyers
(the readers) and the sellers (the advertisers).
Once the marketplace is established, it may diversify to other business
models, using its brand resources and audience to launch other products. Perhaps the most famous example is Amazon’s phenomenally
successful Amazon Web Services.
If you can match buyers and sellers and add value to the process so they
both keep coming back, then a marketplace business can be an incredible model.

MOHARA
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CHAPTER 3

Liquidity
First, let’s be clear about what we mean by liquidity:
The number of transactions filled out of the total potential
transactions in a marketplace.

This can be looked at from both the seller’s and the buyer’s perspective:
From the seller side, this is the number of listings that lead
to transactions.
From the buyer side, it’s the probability of a visit leading
to a transaction.
A marketplace with strong liquidity means transactions are frequently
happening; sellers feel confident they can make sales on the marketplace
and buyers can make purchases. In short, supply is meeting demand.

WHY IS LIQUIDITY SO IMPORTANT?
Building a marketplace requires the generation of supply and demand
– this is like two separate businesses. Consider Uber as an example:
marketing the app to consumers is a very different process to recruiting
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drivers. Uber must do both at the same time, so the demand from users
matches the supply of drivers.
Without liquidity, one or both sides of a marketplace may suffer a poor
experience – think Uber riders without a pickup and drivers sitting
around with no customers. If enough buyers and sellers are deterred
from using the platform, it can reduce liquidity and send the marketplace into a downward spiral.
Every marketplace will have its challenges; some will struggle to attract
sellers, some will be battling a lot of competition, and some will have
high leakage (more on this in Chapter Five).

HOW TO CREATE LIQUIDITY
There are lots of ways to bring liquidity to a marketplace: every marketplace has its dynamics and challenges. However, there are a few fundamental points that are worth following:
- FOCUS ON A SMALL MARKET TO START WITH

Going after a big market is problematic: its lack of homogeneity means
it’s harder to acquire customers, presents less opportunity for word of
mouth, has fewer small community benefits and provides less chance to
identify and solve customer pain points.
Generating liquidity is tricky in a large market. Let’s consider a UK
tradesperson marketplace called Rated People and the difficulty they
find generating liquidity.
Part of the complication is the size of the market – they cover the whole
of the UK and represent many different trades, so matching supply and
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demand is a constant battle. If they had a smaller marketplace, such as
plumbers in Bournemouth, things would likely be a lot easier: every
marketplace has its dynamics and challenges. However, there are a few
fundamental points that are worth following:

It would be much easier to estimate demand because the type of
work and the available market is so small.
They could quickly understand the marketplace dynamics.
For example, customers in Bournemouth may spend a lot on
renovations, and all use one firm that aren’t on the marketplace
for that type of work, but they are happy to book emergency jobs
on the marketplace.
By understanding demand, the most relevant suppliers can be
sourced and the online platform can be optimised to support
emergency requests – perhaps a Deliveroo-style ‘your plumber
is on the way’ feature could keep customers coming back.

These lessons and subsequent features can be developed because the
market is small, and the supply and demand side can be more easily
assessed. This level of highly specific optimisation is much harder on a
larger scale. It is possible to start small (plumbers in Bournemouth) and
use those lessons to roll out the marketplace.
Uber started by dominating a small niche; they used exclusive cars
in one city and performed well. Once they understood the market better
and ironed out the kinks in execution, they were able to grow in terms
of product offering (cheaper fares like UberX) and geography (operating
in more cities).
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However, starting too small carries the risk of being unable to insert
enough value because buyers and sellers in a certain market can find
each other without your marketplace. Buyers in the Bournemouth
plumbing marketplace may gradually stop using it once they’ve found a
good plumber they trust because they can contact them offline, resulting in leakage (more on that in Chapter Five).
- CREATE A LOYAL CUSTOMER BASE TO IMPROVE LIQUIDITY

A loyal customer base can enhance liquidity. If you can make your marketplace somewhere users congregate because they like something about the
platform, then sellers won’t have much choice but to use the marketplace.
Facebook is an example of a marketplace with a loyal following; users
spend a long time on Facebook and because of its reach and user data,
it’s an incredible platform for advertisers. You don’t have to be on Facebook to achieve loyalty, though. Something as simple as a golf app can
succeed by creating a great destination for buyers.
Hole19 does exactly that. This app allows golfers to track their scores
and provides shot-distance for them when they’re on the course. This
attracts a loyal customer base, and Hole19 sells the attention of this
highly specific user base to advertisers that sell anything from golf balls
to holidays.
The app also sells subscriptions to access an advanced feature-set, so they
have a mix of business models – a SaaS subscription and an advertising
marketplace model – providing different revenue streams (points 2 and 4
from the list of tech business models back in Chapter Two).
- INCENTIVISE SELLERS

A huge part of a marketplace is getting sellers engaged with the platform
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when demand is poor, or when they have other channels to sell their
product or service through.
Let’s imagine you have a platform for landscape gardeners, and buyer
demand is low because the marketplace is still young.
How do you incentivise gardeners onto the platform?
Although there are many possible tactics, here are three to get you started:
You could start by making it easy, so the sign-up process takes
only a few minutes.
The next step could be to produce an excellent page for each gardener that they can use to promote their business.
You may be able to offer them a series of discounts you’ve managed to negotiate with other businesses — for example, a lower
rate for accounting or tool hire.
If you get your proposition right, gardeners will see inherent value in
signing up beyond just making new sales. You need to deliver buyers
eventually, but with a well-thought-out strategy the gardeners may be
willing to wait a little.

MOHARA
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3 EXAMPLES OF ADDING VALUE AND BUILDING LIQUIDITY
Let’s look at three examples of real marketplaces and three tactics
they’ve used to build liquidity.

BUILDING
A CORE OF DRIVERS

01

Critical to Uber’s success is building a core of drivers that are willing to
try Uber and are committed to staying. An Uber driver gets a lot of value:

Build a profile

Accrue strong ratings
and build a good star rating

Get incentives

Regular drivers can access
incentives for hitting certain goals

Get started

Access to an Uber “ignition” session
where drivers can get the relevant
licence and financing for a vehicle

User Experience
Picking up riders using
a smartphone is simple

Easy and safe
transactions

Delivered by removing cash
from the process

Flexiblity

Uber drivers can set their work hours

Safety

Being able to vet riders gives
drivers added security

Vetted passengers

Drivers see who they’re picking up
and the ratings they’ve received
MOHARA
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Being an Uber driver does get some pretty bad press, but the market
speaks for itself. Demand to work as an Uber driver is high, and the driver
benefits are a key factor. This develops a virtuous loop for Uber; the more
rides a driver completes, the more value and recognition they get.

02

GETTING
CONTRACTORS
ONBOARD

Rated People operate in a market where matching supply and demand
is challenging. As we mentioned, they cover the whole of the UK and a
large number of trades. A key element of the marketplace is generating
tradespeople to match the high demand for domestic work. To achieve
this, they offer extra incentives.
Tradespeople that start working on Rated People get a profile page that is
similar to a website, but has the added benefit of showing a star rating –
it acts as a form of validation.
Tradespeople also get access to range of curated deals, from cheaper insurance to free coffee. The membership is valuable regardless of the extra
work – this is critical, because Rated People need to recruit high-quality
suppliers in high volumes.
Further value is added to contractors by the level of lead qualification.
The platform demands that buyers register by filling out some information, so they have made some commitment towards getting a job advertised.
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Benefit of the customer profile
By using Rated People A&M Ltd can build a profile which adds considerable credibility
to the business. The profile is a shop window for their business, like a mini-website but
with the added credibility of sitting on the website of a reputable brand.
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MAKING
EARLY TRANSACTIONS
HAPPEN

03

There is a great story about Airbnb’s early days, when bookings on the
platform were growing very slowly. Sellers were listing places to stay, but
the uptake was low – there was clearly an issue.
After spending a lot of time speaking to users, the founders realised that
homeowners weren’t making the listings attractive enough. One big issue
was poor-quality pictures on camera phones (remember this was 2009 –
camera phones weren’t what they are today).
They decided to launch a pilot, where professional photographers were
hired to take pictures of homes for the host. This smart move is credited
with kick-starting growth for the company – listings with the new photos
were two and a half more times likely to be booked. In the summer of
2010 Airbnb officially launched its photography program. By 2012, the
company had hired more than 2,000 freelance photographers to photograph 13,000 listings on six continents, making this simple idea a game
changer for the company.

10m

8m

6m

Photography
programme launched

4m

2m

2008
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CHECKLIST
Whether you already have a marketplace or you’re planning to launch one,
our checklist questions will help you focus your thinking in the right areas.

1

Is there potential for more liquidity in the market?
Are buyers and sellers struggling to transact?
What problems are buyers and sellers facing

2

when attempting to transact?

3

How are you going to solve these specific problems?

4

Is it feasible to start with a small market?

5

How will you scale from a small market to a larger one?

6

Which will be the hardest group to engage (buyers or sellers)?
How will you overcome the challenge of engaging the group

7

that is the hardest to please?
What alternatives are there to your marketplace,

8

9

and why are you significantly more appealing to these options?
Do sellers have enough margin to pay your commission?
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CHAPTER 4

Sellers
as customers
I was recently at a dinner with the CEO of a large UK marketplace who
shared some metrics with me: every buyer on the marketplace had a
lifetime value of £3.50, while the seller was worth £2,500.
That means sellers are 714 times more valuable than buyers.
I can’t tell you the name of the marketplace, but I can tell you these
ratios are common. Yet most marketplace founders I meet focus on the
buyer experience.
They talk animatedly about how they’re going to solve the buyer’s problem of finding a local fitness instructor or lower freight costs, but this
lop-sided thinking sets a marketplace off on the wrong foot.
The best and most successful marketplaces do something special for
both sides. Sellers are customers too, and in some cases they are 714
times more valuable.
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THINK OUTSIDE THE BOX
My first point is to discount price as a selling point. One “benefit” I hear
marketplace owners preach to sellers is that the service is free.
There are two problems with that:
It’s not true – the cost may not be monetary, but there is a time
and an administrative cost.
It devalues the service – people may give less value to something
they got for free or at a low cost.
The point is that you’re trying to provide a valuable new channel,
so don’t make low cost your main selling point.

GETTING SELLERS EXCITED:
A LESSON FROM ETSY

Once you’ve prioritised sellers in your mind, you can start to think about
how to get great sellers flocking to your platform.
Let’s look at a company that gets sellers excited and offers a winning
suite of tools – Etsy.
Building an Etsy-level seller stack isn’t going to happen overnight.
However, in the same way we can learn about football by watching
Barcelona, we can learn about marketplaces by taking notes from the
best. Let’s dive in!
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WHAT DOES ETSY DO FOR SELLERS?
- LOW COST TO GET STARTED

To list one item costs £0.15 *, so the financial risk of trying the platform is
low. The small fee also creates a small barrier for those not serious about

providing quality. A 5 per cent transaction fee and a 4 percent + £0.20
payment processing fee are only payable on the sale of an item.
Once a seller is using the platform regularly, other optional features can be
bought – these extras account for a good chunk of Etsy’s revenues.
By making the initial financial commitment low, it de-risks the initial foray
into Etsy and the costs kick in if the platform works.
- REDUCE FRICTION

Etsy recognises that sellers want a seamless experience when managing
their Etsy store – they need to make managing the store easy. The suite of
tools is considerable:
Sellers can stay connected to their Etsy store via an engaging app.
Payment processing means transactions complete easily.
Analytics on performance help shop owners make decisions on
product ranges, inventory management and promotions.
- SELL MORE

The Holy Grail.
Aside from access to a marketplace with over 30 million buyers, Etsy places
huge emphasis on helping sellers do more business.
All fees correct as of January 2020
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Here are some of the sales and marketing features:
Add shop customisations to promote products and offers.
Provide detailed tips on how to succeed when operating a store.
Promote listings with sales or coupon offers.
A feature that allows you to tell shoppers when your product
is back in stock.
Make your Etsy store address custom.
Social media tools that help create effective messaging
on Facebook, Twitter, Pinterest and Instagram
So there it is – Etsy focused on sellers, and it paid off for them. Make sure you
ask the question: what can we add that will generate better quality sellers?
- A FEW MORE IDEAS

Create incentives for listing products that are exclusive
to the marketplace.
Provide support uploading products onto the platform (like Airbnb
providing photographers to people listing rooms or properties to rent).
Packaging and fulfilment (like Amazon FBA).
Training or networking opportunities.
Integration with existing platforms or systems (like Xero or Salesforce).
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Associate with a brand that is compelling.
Speed of settling payments.
There are many many more. Brainstorm some.

CHECKLIST
1

What problems are your sellers facing when trying to transact,
and how are you going to solve these problems?
What routes to markets are your sellers currently using,

2

3

and why are they deficient?
What benefits does your platform deliver for sellers?
Are there benefits above and beyond just transacting

4

that will make sellers come back to your platform?
Other than increasing transaction volume, what are the biggest pain

5

points for sellers in your market? Can you help solve them?
What are the key objections sellers may have about using your

6

marketplace? How can you address those objections?
What tools can you provide to help sellers transact more on

7

your platform?
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CHAPTER 5

Leakage
Let’s step into the future...
You’ve spent considerable time and money building a platform to help
sellers grow revenues and buyers find the best product or service.
You’ve sat in countless coffee shops and on many calls listening to your
users’ problems, and you’ve worked punishing hours to create a solution.
You’ve laboured for both sides building some great software and knocked
on a million doors to get a critical mass of users.
And it works. Buyers and sellers are doing business on your platform –
many marketplaces can’t make this equation work.
Then you are hit with possibly the most disheartening problem of all:
leakage.
You think, ‘Surely users will respect my marketplace after we spent so
much time building it? It would be wrong just to take the transaction
away from the marketplace – kind of unfair. That won’t happen, will it?’
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A FRUSTRATING REALITY
Unfortunately, if buyers and sellers aren’t incentivised to keep using the
marketplace, many will leave and transact off the platform.
Leakage is a well-known issue that needs to be proactively addressed.
It’s particularly prevalent in marketplaces that have certain conditions:
Repetitive and ‘high touch’ transactions: If buyers and sellers are
making regular transactions that are personal, the risk of leakage
is high. Beauty therapies, gym classes or hiring freelancers are all
examples. Once the buyer has found the seller and they’re meeting
regularly, there can be a strong incentive to do a deal ‘on the side’
and cut out the marketplace.
Complex transactions: If a seller needs to visit the buyer and provide a bespoke price for a product or service, there may become
an incentive to reduce cost and cut out the marketplace –
for example, a builder providing a quote for a driveway project.
A few examples of marketplaces that face this problem:
Upwork: Once a buyer has found a great freelancer, their relationship
might move off the platform to save transaction costs.
Treatwell: Once a buyer has found the ideal beauty therapist
or hair salon, this relationship may go offline.
BlaBlaCar: This car-sharing marketplace can run into problems if
buyers and sellers start transacting off the platform for their
regular journeys.
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In contrast, a marketplace like Uber has virtually no leakage because
the incentives to keep using the platform greatly outweigh the benefits
of transacting independently.

STOP THE LEAK
There are three broad tactics for stopping leakage:

1

push

Keep buyers and sellers on the platform

2

pull

Lure them into using the marketplace

3

shift

Instead of just using a bidirectional push/pull
approach, change the paradigm and approach
the problem from a new angle

- PUSH STRATEGIES

Prevent easy identification of the seller, so direct communication
is difficult. For example, eBay stops users providing contact info
like phone numbers and emails via its messaging service – this
stop buyers and sellers transacting away from the platform.
Put in place contractual terms limiting seller freedom.
For example, some marketplaces expressly forbid sellers putting
their marketing materials into packages sent out by stating “including your own branded materials may constitute a breach of data
protection legislation laws”.
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- PULL STRATEGIES

If the marketplace offer a stronger brand or better customer service than the underlying seller, customers may prefer to shop via
the marketplace than directly. Amazon has benefited strongly from
this, as have comparison websites.
Provide benefits to the customers that make it more economical
for them to be loyal to a single platform, rather than connecting
with sellers individually. This can be in the form of cashback, loyalty programmes or discounts. Cashback sites specialise in this,
even though the rest of their offering is limited.

- SHIFT STRATEGIES

Have sellers pay for leads, rather than take a commission from
the transaction. Rated People operate this way with its tradespeople
because their transactions are complicated and physical.
Provide alternative services to sellers so that they don’t just
view you as a cost, but as a way to do business. This can set you
down the path of becoming a SaaS business rather than just a
marketplace. For example, you could provide invoicing services
or job management.

MOHARA

35

My little marketplace

01

A CASE STUDY:
UPWORK

Let’s take a closer look at freelancer marketplace Upwork. This market
leader helps businesses find freelancers for a huge range of assignments,
from software development to graphic design. They have:

12m

5m

registered
clients

registered
freelancers

3m

jobs posted
annually

STRATEGIES TO STOP LEAKAGE
- PUSH STRATEGIES

A non-circumvention clause states that for period of 24 months
following an introduction, buyers and sellers are obligated to transact on the platform. Businesses can opt out of this, but it carries a
significant cost.
A pop-up that suggests using the Upwork messaging platform if
Skype or other methods of discussing projects are suggested.
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- PULL STRATEGIES

Payments can be processed through the system; this is supported
by time tracking, invoicing and automated payments.
Access to Upwork’s dispute mechanism means that buyers and
sellers can work on projects with peace of mind that there’s recourse if agreements are violated.
Sellers can build a reputation on the platform with feedback and
details of jobs completed successfully. This helps build trust with
buyers and generates more sales.

- ALTERNATE STRATEGIES

Upwork doesn’t just make a commission on transactions – it also
charges fees to sellers for making job listings more visible.
Upwork Enterprise is a more sophisticated service that helps larger businesses hire and manage freelance teams. For example, it
supports HR and legal functions by offering legal compliance to
contractors.

Every marketplace has leakage risk. Your job as a marketplace owner is to
identify key risks and put tactics in place to mitigate them, while accepting
that some leakage is likely.
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CHECKLIST
A critical first step is understanding the risks your marketplace faces. These
questions will help you think about the dynamics of your marketplace, and
subsequently its risks.

How much interaction is there between buyer and seller
1

before the transaction takes place?

2

Does the seller need to provide a quote to the buyer?

3

Will the buyer and seller physically meet?

4

How bespoke is the product or service being provided?
Is the buyer likely to be a repeat customer of this particular

5

seller, or the marketplace in general?
Is the transaction easy to complete, so buyers and sellers

6

aren’t incentivised to take it off the platform?
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CHAPTER 6

Secret
sauce
In the final section, we’re going to look at how you can add value to your
marketplace.
If you want to take a 20 percent cut on a transaction, then you’ll have to
offer something in exchange. We call this the secret sauce - what do you
offer that attracts people to your platform and keeps them there?
Marketplaces need a unique value proposition that encourages both
parties to a transaction, with emphasis upon being a better option than
the most direct substitute. This is as basic as providing food and amenities was in the Persian bazaars of 3000 BC, or more recently the platform for a simple online listing like Craiglist.
The success of a marketplace’s value proposition can be defined by how
well it can attract and retain both buyers and sellers. Marketplaces that
succeed in both attracting and keeping customers are well placed to
prosper.
Here are some examples that show how existing marketplaces have been
successful at creating added value.
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BUILD A STRONG BRAND THAT ATTRACTS USERS
Excellent branding is essential to the success of a marketplace. Nowhere
is this more important than in the comparison website market, where
the battle for users is ongoing and expensive.
There are some highly successful examples of comparison sites that
have used branding to their advantage. Think of the success of Compare
the Market’s ‘Compare the Meerkat’ campaign, or Go Compare’s opera
singer campaign.

OFFER TECHNOLOGY THAT IS BETTER
THAN INDIVIDUAL SELLERS
What’s the main difference between Uber and a regular taxi service?
In terms of the final product, there isn’t one. Both services provide a car
that gets you from A to B.
The main difference is in the way customers make the purchase. The
Uber app makes it easy for people to book a journey, pay for the service,
and see exactly how long they will have to wait for the car.

Uber’s technology allows it to improve upon the existing experience of finding a cab;
namely, calling or waiting on the side of the street until one shows up.
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GIVE CUSTOMERS VALUE
ON TOP OF THE PRODUCT THEY BUY
Everyone knows Amazon is a great place to find and buy products. As
well as providing a great shopping experience, Amazon adds value in
the form of policies — such as fast delivery, product guarantees, and
returns — that individual sellers may find hard to offer on their own.
These policies even protect products bought via the service from thirdparty sellers.
This works for both buyers and sellers. Buyers know they have good
customer protections in place, reducing risk in the buying process.
Meanwhile, little-known brands can benefit from the trust that Amazon
has already built up.

Offering guarantees isn’t the only way to add value. Quidco and Top
Cashback both do so by giving buyers cashback whenever they purchase
via the site, making buying on these marketplaces attractive.
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THE ABILITY TO PURCHASE FROM
SEVERAL COMPANIES IN ONE TRANSACTION
Why were supermarkets so successful in wiping out the high-street, even
though many of the products on offer were the same as those people
could get from their local independent stores?
One key reason is the convenience that comes with being able to buy
products from several brands in one transaction.
The same theory is applied to marketplace sites. When you use a site
like Amazon, you can put a large amount of related products in one
shopping cart. This is useful if you’re buying a new home entertainment system and want several peripheral products in one shopping
cart, and it’s much more convenient than having to complete transactions across several websites.
This produces a dilemma for the seller. Although they may want to
control their own sales process, by not having a presence in the dominant marketplace they risk missing out on significant revenue. This
creates a momentum cycle where more brands join, which in turn
attracts more customers.

ALLOW BUSINESSES TO SELL STOCK
THEY WOULDN’T OTHERWISE HAVE SOLD
Every time a hotel has an empty room or a manufacturer is unable to
sell excess out-of-season stock, they lose potential revenue.
Sites such as Groupon provide sellers with an increased chance of sales
of this excess stock at times when they are unable to sell it.
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While the revenue might not be as high, it’s better than letting the products go to waste.

These sites also provide outstanding value for consumers, who can often pick up
products or services at a much cheaper price than they would have been able to
otherwise. It’s a win-win situation.

PROVIDE A ROUTE TO NEW MARKETS
Up until a few years ago, individual craft-makers had few options when
it came to selling their products. They could perhaps sell to friends or
acquaintances via word-of-mouth, or set up a stall at a local craft fair if
they were particularly dedicated.
Either way, the potential market for their products was highly limited and
the options for increasing this — such as opening physical stores or setting
up and marketing their own website — were out of reach for many people.
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This is no longer the case. Websites like Etsy have made it incredibly
easy for people working in limited markets to reach practically anyone
on a national, or even an international level.

The value for customers is also clear to see. They are happy to use these
sites, as they get greater access to a wide range of products that would
otherwise have been out of reach.

CONSIDER THEMES THAT ARE BUILT OFFLINE
Online marketplaces should look at offline examples of good practice when
developing their secret sauce. For example, extraordinary customer service
used in the offline world can also be used in online marketplaces.
Look at the way high-end retailers use customer service to increase sales
and think about what principles can be applied to your marketplace. For
example, a sales consultant with amazing customer knowledge can be
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an asset to a retailer. You can replicate that in your online marketplace
by providing tools for sellers to give detailed video explanations about
their product.

GIVE CUSTOMERS ANOTHER REASON TO SPEND TIME
AT THE MARKETPLACE
No one wants to spend a significant amount of time on a marketplace
designed to show them ads, unless that marketplace is Facebook, Instagram, Reddit, Twitter or Google.

Facebook’s news feed
is an example of something
that hooks and keeps people
in a marketplace, and it’s
the perfect way to show them
a stream of relevant adverts.

MAKE USE OF THE NETWORK EFFECT
All the examples in this list benefit massively from the network effect.
A new marketplace could appear tomorrow with better technology than
Amazon, allowing it to offer a much higher value proposition for both
buyers and sellers.
However, sellers are unlikely to make the switch because all the buyers
are on Amazon. Likewise, the marketplace will have a hard time getting
buyers to move because all sellers are on the existing platform.
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The same could be said for other marketplaces like Facebook,
Hotels.com, Uber, and others. The more buyers or sellers a platform can
attract, the more attractive using the service becomes to both the opposite group and other members of the same group.

CHECKLIST
This is the fun part, where it’s time for you to get creative.

What secret sauce do competitors in your market offer? How
1

well is this received by customers?

2

Brainstorm 25 ideas that could add value to your marketplace.

3

Pick the best three for sellers and the best three for buyers.

4

Rate these ideas in terms of cost, ease of execution and value.

5

Which ideas are the best, based on your ratings?

6

Are there any ideas you can take from offline competitors?

7

How can you keep users visiting your marketplace?
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Thanks for reading our ebook, I hope it’s given you

some ideas/inspiration about how to create a thriving
online marketplace.

If you have an idea for a marketplace, want to grow a
marketplace or if you’re a bit stuck do reach out
— I love to talk about this business model.

I’m on ben@mohara.co
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