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		Abstract

		Problem definition: Online platforms that provide on-demand services are often threatened by the phenomenon of leakage, where customer-provider pairs may decide to transact "off-platform" to avoid paying the platform commissions. This paper investigates properties of services that make them vulnerable or resistant to leakage.

Methodology: We develop two game-theoretical models that capture service providers' and customers'  decisions whether to conduct their business on or off the platform. In the base model, we assume that customers are equipped with information to select their desired providers on the platform, whereas in the extension, we assume customers are randomly matched with available providers by the platform.

Results: Leakage occurs if and only if the value of the counterparty risk from off-platform transactions is neither too small nor too large.  Across both models, platforms tend to be more immunized against leakage as customer valuations for service increase or their waiting costs decrease. In the base model, platforms with  larger provider pool sizes tend to be more immunized against leakage. In the extension, platforms that feature higher proportions of high quality providers or lower heterogeneity in service quality are more resistant to leakage. Finally, by comparing the degree of leakage or the platform's expected profit between both settings, we find that neither model of perfect information nor the imperfect information setting dominates the other for all parameter combinations. 

Managerial implications: Our results provide guidance to existing platform managers or entrepreneurs who are considering "platforming'' their services. Namely, based on a few key features of the operating environment, managers can assess the severity of the threat of platform leakage for their specific business context. Our results also suggest how redesigning the waiting process and upskilling providers, as well as the conditions under which revealing provider quality information to customers can help to curb leakage. 
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