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  Preface




  





  Managing Media Economy, Media Content and Technology in the Age of Digital Convergence is one of the most comprehensive works examining media management in the 21st century. The authors/editors, Zvezdan Vukanovic and Paulo Faustino, have assembled a collection of essays from 33 different scholars representing 13 different countries covering important areas like innovative networks, media competition, entrepreneurship, branding and advertising, convergence, news, and production. This will be a volume appreciated by students, scholars, and media practitioners.




  





  Dr. Alan B. Albarran




  The University of North Texas, USA




  





  





  Introduction




  





  This book falls broadly into two parts. The first part, comprising Chapters 1 to 11 analyses the economic, managerial and marketing environment of the media business and industry. The second part of the book (chapters 12-18) concentrates on online media credibility, digital convergence, social media platform, media production, content and usability. Thus the first section of this book dominantly analyses the media industry’s external environment. On the other hand, the second part of the book examines internal aspect of the media business. This is intended to underline the complex and multifaceted nature of media economics, business and industry.




  





  Moreover, the major premise of this book is twofold:




  





  

    	

      To point out that there is the need for all media firms and consumers to strategize in response to the arrival of new, digital, broadband, web, wireless and mobile media. The focus means a more realistic, detailed, integrated and holistic approach to media industry studies.




      



    




    	

      to adopt and appropriately adapt relevant business frameworks and concepts for the economic and technological analysis of media markets.


    


  




  





  The media industry combined with ICT and telecommunication business has been regarded as one of the fastest growing and most powerful industries generating about 10% of the global GDP. As such, there is a correspondingly growing need for media executives, managers, entrepreneurs, policymakers and academics to monitor present media industry development as well as try to anticipate the future development of media business. What distinguishes the media industry from other industries is the rapid,




  





  21




  Edited by Zvezdan Vukanovic and Paulo Faustino




  





  profound, massive and transformative pace of change early in the 21st century. Recent developments from deregulation, to the digitization of content and delivery as well as the exponential growth of the internet and World Wide Web, rapid advances in computing power and bandwidth availability including the development of open global networked electronic platforms of social media (UGC – User Generated Content) are reshaping media industry. This rapidly changing environment consequently intensifies market fragmentation and international competition.




  





  Structural changes exemplified in downsizing, outsourcing and multitasking have produced leaner organizations and along with the aforementioned technological, economic, regulatory, global and social forces, are having a dramatic impact on management, economy and policy of media, ICT and telecommunication industries.




  





  Given the extremely high speed with which the media industry was changing, the editors examined long-term industry developments as the real challenge was to define and describe the skills (core competencies) media companies and professionals would need to be successful in reacting to the present and future media industry development.




  





  Accordingly, this book has attempted to provide a broad examination of the transformation of the media and communication markets that is now ongoing during the first decade of the 21st century. This publication uses a case study approach combined with a detailed comparative and longitudinal analysis of trends and developments in media economics, management, policy and technology discipline. An important part of the book focuses on the differences in business models found among traditional versus new media, and the need to develop new business models and revenue streams. From a conceptual, academic, economic, managerial and technological standpoint, the book calls for a remapping, remodeling, restructuring and redefining of media markets by moving away from outdated labels stressing areas such “broadcasting” or “publishing”, to focus instead on interactive, participatory, non-linear, wireless, broadband, mobile, web and UGC generated media which engage consumers and advertisers across multiple digital platforms in the 21st century. This labeling is more identifiable and profitable with contemporary and global markets, and offers a broader functionality as well as applicability than the older labels.




  





  22




  





  As the editors, we aimed to analyze the rapid technological and economic shifts taking place at the turn of the first decade of the 21st century in media companies and consumers and the expected implications for the media landscape. In sum, only those companies that are able to offer, distribute and leverage innovative content through a maximum number of digital multiplatforms will be successfully positioned in the multilaterally global market. For many years, we have been writing and researching the continuing evolution of the media industries, and the challenges it is causing for researchers and corporate executives in the area of media management, economics and technology. Accordingly, we have attempted to explain the impact of digital convergence and multi-platforms on the transformation of the media industry and market. Our goal is to develop new business, technological and policy concepts on how to manage, research and study hypercompetitive media markets in the 21st century. Ultimately, the reader will decide if this has been accomplished. We are grateful for the time, feedback and suggestion provided by all the contributors. The work is stronger for their input. The scope and magnitude of this monograph is possibly best explained by the fact that the book features 21 papers written by 33 authors coming from 13 countries (USA, Germany, Portugal, The Netherlands, Montenegro, Sweden, Serbia, Finland, Belgium, Switzerland, United Arab Emirates, Greece and Spain) and three continents (Europe, Asia and North America). The authors have defined in great details more than 130 highly relevant media business and technology terms and concepts while citing in their papers about 720 books, monographs, articles and research papers.




  





  We would also like to thank Media XXI and its competent team, for their commitment in this editing process. Media XXI has been publishing relevant works, enhancing its international status as a media studies specialized publisher. Therefore, we proudly present this work, which brings together renowned researchers, teachers, advisers and thinkers on the activity of media, from around the world.




  





  Finally, a special thank for their confidence and challenge for assigning us this mission, which was, in itself, an excellent opportunity to share knowledge about cross-cutting themes of the media industry.




  





  Zvzdan Vukanovic,Podgorica, Montenegro




  Paulo Faustino, Lisbon, Portugal
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  Part one




  





  Innovative Network models in media industry and economy




  





  




  Chapter 1




  





  New paradigm models in IP TV and mobile TV business




  





  Zvezdan Vukanovic




  





  Abstract




  





  The purpose of this article is to analyze the role of the economies of aggregation in new and digital media (IP TV and Mobile TV) business. The author argues it is necessary for international corporations to provide a holistic response that regards economics as a set of mutually interactive aggregate segment in order to position global media industry and businesses in highly competitive and volatile markets. Therefore, the article proposes the creation and adoption of four strategic approaches in emphasizing the economies of aggregation: the Tripleand Quadruple-Play Bundling Strategies, Two-Sided markets, Complementors and Network Externalities. Adding and implementing these complex microeconomic approaches will result in accelerating and increasing the competitiveness and innovation, market share, demand, profit of global media companies. The author empirically proves the validity for IPTV and Mobile TV market growth by calculating the projected number of worldwide users from 2009 to 2015 based on the analysis of nineteen leading international research and consulting agencies.




  





  Keywords: Digital media, interactive media, media economics, Economies of aggregation, Tripleand Quadruple-Play Bundling Strategies, Two-Sided Markets and Network Externalities, Complementors, IP TV and Cellular– Mobile TV.
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  Introduction: The role of the economies of aggregation in media business and industry




  





  Due to the increasing global competition economists generally agree that an important feature of any modern macroeconomic theory is an explicit aggregation of the microeconomic behavior of all agents in the economy. During the last two decades, user generated content, mass customization, and personalization have replaced mass production in the media business. Accordingly, economies of scale have been substituted largely by economies of scope. Meanwhile, global hyper-competition has fragmented niche markets and stimulated media corporations to search for more original and innovative services. To be profitable, innovative services in the media industry and business have to be diffused and distributed efficiently and effectively via various cross-media platforms (broadband, multicast, and convergent digital models). Ideally, the economies of aggregation can be based on four crucial strategic and economic concepts: Tripleand Quadruple-Play Bundling Strategies, Two-Sided markets, Complementors and Network Externalities. It is important to point out that all four concepts are fundamental in terms of increasing the demand and diffusion of innovation.




  





  The Economies of Aggregation in Global Media Business




  





  The importance of the economies of aggregation in global media business is particularly important as present and future markets are in the process of global expansion. The potential for global competition will increase by about 300% between 2007 and 2037. It is important to notice that in terms of the average return on invested capital, the media industry (1963–2003), together with pharmaceuticals, household and personal products, and computer software and services, represents the most profitable global industry (Grant, 2008).




  





  The increased importance of the media industry has grown incessantly over the last 15 years as a result of a continual deregulation of broadcasting industries as well as new digital convergence. Its increased importance is particularly reflected in economic respects. The global media industry encompasses over $1 trillion (Vizjak & Ringlstetter, 2003) and accounted for about 22% of the total information industries revenue (Compaine &
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  Gomery, 2000). In its annual media forecast, Pricewaterhouse-Coopers (2008) projects that global media revenue will grow by an average of 6.6% per year, reaching $1.29 trillion in 2012.




  





  Empirical Evidence for Global Growth of Mobile TV and IPTV Markets




  





  The author empirically proves the validity for IPTV and Mobile TV market growth by calculating the projected number of worldwide users from 2009 to 2015 based on the analysis of nineteen leading international research and consulting agencies dominantly based in the USA, UK, China and India. The international consulting agencies that calculate the projected number of worldwide users of Mobile TV in the period 2009 – 2015 include In Stat Research, Datamonitor Research, Inofonetics Research, RNCOS, Informa Telecoms and Media, Juniper Research and McKinsey Research. Their projections of worldwide Mobile TV users show an increase of Mobile TV subscribers from 2009 to 2015 for approximately 242% (78.5 to 190 millions). On the other hand, the research covering the projection of worldwide IP TV subscribers was based on the reports of the following international consulting agencies MRG – Multimedia Research Group, Gartner Research, Infonetics Research, Strategy Analytics, Open IPTV Forum, IMS research, Parks and Associates, i Supply Corporation, RNCOS, Pyramid Research, Canalys, Companies and Markets. Their research shows an increase of IPTV subscribers from 2009 to 2013 for 202% (42.2 to 85.5 millions).




  





  Benefits of Bundling Strategies




  





  The bundling of services is defined as marketing two or more components of the same service together as a package at a special price (Shaw, 2006). Bundling is the strategy of adopting, competing, and differentiating corporate portfolios in volatile media markets. Bundling strategies add value to different services by inventing economical packages that are convenient to use. As such, bundling can create economies of aggregation for information goods if their marginal costs are very low, even in the absence of network externalities, economies of scale, or economies of scope. Bundling stimulates
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  multi-product media firms to innovate. The profitability of bundling results from economies of scale in the tied market (Whinston, 1990). Competitive pressures and changing consumption habits are encouraging media firms to market bundles of services that include television, telephony, and Internet access (Baranes, 2006). If implemented efficiently bundling strategies may mitigate competition by inducing more differentiation (Carbajo, de Meza, Seidmann, 1990; Chen, 1997; Seidmann, 1991) enhance profit; ensure customer loyalty (thereby decreasing customer churn); and increase consumer choices, market shares, and average revenues per user. Moreover, bundling helps reducing churn and protects against incursions from new competitors.




  





  A quadruple and triple-play bundling strategy implies the utilization of multiple services, devices, and technological domains (TV, broadband, telephony, and mobile telephony), but one network, one vendor, and one bill. A triple and quadruple play bundling strategies are very common in the software business (e.g., bundle a word processor, a spreadsheet, and a database into a single office suite) and in the USA and EU cable television industry.




  





  It is advisable to point out that triple-play bundling strategy is most successful when there are economies of scale in production and economies of scope in distribution, marginal costs of bundling are low, production set-up costs are high, customer acquisition costs are high, and consumers appreciate the resulting simplification of the purchase decision and benefit from the joint performance of the combined product.




  





  The Role of Network Externalities in the Media Industry and Business




  





  Network externalities were originally introduced in the communications network literature. Before the invention of telecommunications, Internet, and digital media, the effect of network externalities was less visible and dominant. The existence of network externalities is the key reason for the importance, growth, and profitability of global media industry in the new, digital, and network economy. Unlike in many other businesses, in the media services industry the benefit from consuming increases with the number of other people consuming (Hoskins, McFadyen & Finn, 2004). Historically, indirect network externalities have influenced the outcome of technol-
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  ogy competition in many markets, including AM stereo, color television, videocassette recorders, CD players, laser disc players, and personal computers (Ducey &Fratrik, 1989; Farrell & Shapiro, 1992; McGahan, Vadasz




  & Yoffie, 1997). More recently, as analog technologies give way to digital technologies that require new software, indirect network externalities will play an important role in the evolution of a wide range of technology markets (Yoffie, 1996).




  





  An extra subscriber to the media network brings additional benefits to current subscribers. Similarly, the loss of a subscriber reduces benefits to current subscribers. For example, a telephone is of little value if no one else is using it, of moderate value if only a few of one’s potential contacts use it, and indispensable if everyone uses it. Obviously, the value of consuming a certain TV channel by only a few consumers has increased with the number of other subscribers. Economists refer to this phenomenon as network externalities. Accordingly, a product or service possesses network externalities if the utility one derives from it is a positive function of the number of other people who consume it.




  





  In their fundamental study on the network economy, Shapiro and Varian described the rules that guide the dynamics of networks. They argued that it is necessary to achieve a critical mass in the network to grant positive feedback. They also explored the effects that a network is subject to such as network externalities and lock in. Network externalities and critical mass are considered crucial aspects when taking into account the whole network with its multiple stakeholders such as partners, customers, consumers, shareholders, employees, investors, regulatory sectors, governments, and so on (Foss, Kristensen & Wilke, 2004). However, media management and economics researchers in the mobile-TV and IP TV industries have been slow to respond to the growing importance of network economies and externalities in new product and service adoption. For instance, most new product models in the management science literature assume that new products are autonomous and that the adoption of new products is not affected by the presence or absence of complementary products (Foss, Kristensen & Wilke, 2004). These assumptions are being called into question in almost every durable product market in the network economy, where firms rarely act alone to create new products, and products rarely function in isolation (Shapiro




  & Varian, 1998).




  





  33




  





  Features of Two-Sided Markets




  





  Digital media services operate platforms that must attract two sides of a market that exhibit network externalities in order to succeed (Mahajan, Muller & Bass, 1993). A market is said to be two-sided if at any point in time there are: (a) two distinct groups of customers; (b) the value obtained by one kind of customers increases with the number of the other kind of customers; (c) an intermediary is necessary for internalizing the externalities created by one group for the other group (Cortade, 2006). Accordingly, “a two-sided market is a market that requires a platform for different groups to interact and exhibits network externalities such that more participants from one group will encourage additional participants from the other group (Mahajan, Muller & Bass, 1993). In a two-sided market, two groups interact through an intermediary, or platform, that accounts for the externalities between the groups. In the media context, the platform is the broadcast company (or companies) and the two interacting groups are advertisers and viewers. As the media industry sells a joint product to two different categories of buyers: the medium itself to advertisers, and the medium content to media consumers (readers, TV-watchers, websurfers, etc.) the media firms thereby operate in two different industries and get their profits from both.




  





  Importance of Complementors




  





  Complementors is a term used to describe businesses that directly sell a product (or products) or service (or services) that complement the product or service of another company by adding value to mutual customers; for example, Intel and Microsoft (Pentium processors and Windows), or Microsoft & McAfee (Microsoft Windows & McAfee anti-virus). Moreover, a platform becomes more attractive to consumers as the number of its complementors increases (Carrillo & Tan, 2006). In media industry, platform competition results in a richer structure of interactions: the number of complementors in each platform affects pricing (and therefore profits) of both platforms and all complementors (Carrillo & Tan, 2006). Naturally, it also affects utility of all consumers.




  





  In the two-sided markets the value of a platform for one side of the market increases with the number of players in the other side of the market that
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  adhere to it. Therefore, the author argues that platforms and complementors always benefit from an increase in the number of complementors in their same platform. Brandenburger and Nalebuff in their influential book




  „Coopetition point out that the more complements there are and the closer their relationship to the products supplied by the industry the greater the potential profit within the industry (Grant, 2002). Complementors therefore have the ability to raise barriers to entry if incumbent firms have already developed products that are compatible with the complementors (Haberberg




  & Rieple, 2008).




  





  Advantages of Network Externalities in Media Markets (IP TV and Cellular–Mobile TV)




  





  Unlike with traditional cable and satellite TV, the global media market is not saturated with products and services relating to IP TV and cellular–mobile TV. As such, these two types of media are more effectively positioned to utilize the benefits of network externalities.




  





  In addition, the main advantage of IP TV, Internet, and cellular–mobile TV over other media such as newspapers, radio, and TV is that they are not oneway, but rather two-way, mediums of communication. Their content can be efficiently accessed, distributed, as well as customized and repurposed to suit individual consumers needs and preferences. Because of the fact that it can be efficiently accessed, Internet takes advantage of “locational monopolies,” which represents the monopoly from being physically close to the customers (Jansen, 2006).




  





  Strategic and competitive advantage of IPTV




  





  There are at least twelve key components in which IPTV outperforms other rival TV platforms (digital terrestrial, cable or satellite). These segments include: 1. Better internet infrastructure; 2. Increase in broadband speeds; 3. Better compression technology; 4. High broadband penetration worldwide; 5. Increased high quality content; 6. Positive support from major telcos; 7. Better interactive applications; 8. Advances in video-on-demand storage ca-
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  pabilities; 9. The development of Secure Conditional Access/DRM solutions for IPTV; 10. Next generation, intelligent IPTV set top boxes; 11. Better bundling and media diversification strategies; 12. Effective application of the „„triple play and a two-sided market structure; 13. recommendation, better program guides and greater personalization/tailored (targeted) advertising (Ashun, 2008).




  





  The Main Benefits of Mobile TV




  





  The main benefits that will improve the potential growth of mobile TV industry include: strong brand infrastructure, targeted services, changing market landscape, upgrading of 3.9G/4G networks (Korhonen, 2009), new and niche content formats, targeted advertising, better suitability for interactive applications, personalized content programming and presentation, as well as improved customer relations. Also, it is advisable to point out that effective application of mobile TV benefits from “long tail” economics through access to niche content as well as leverages their existing brands through new delivery (web based technologies) channels and content formats relations (Joint Mobile Tv Group, 2007).




  





  Barriers to the use of Mobile TV




  





  The main barriers facing a more rapid development of the mobile TV are:




  





  

    	

      Conflicting broadcast mobile TV standards: ISDB-T (Japan); DVB-H (Europe and US), DMBX (Korea) and MediaFLO (US), 1seg, MBMS, TDtv, CMMB, TMMB, DMB-T/H, CDMB, CMB and ATSC-M/H


    




    	

      Short battery life


    




    	

      Low image quality


    




    	

      Lack of content


    




    	

      Consumer disinterest


    




    	

      Government regulation
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      Global trends in Mobile TV – Further Research




      



    


  




  In order to fully leverage the concepts of dual markets and network externalities, mobile TV and IPTV industry leaders might consider option of converging digitally their content production and services. The model of digital convergence between Mobile TV and IPTV business should be dominantly based on the following factors:




  





  

    	

      Convergence of networking interface and interoperability path


    




    	

      Integration of services and re-purposing of content distribution


    




    	

      Timely facilitation of content transfer from mobile TV to IPTV


    




    	

      Common program production and formatting


    




    	

      Cross-platform profile access and billing


    




    	

      Cross-platform content access


    




    	

      PC access to IPTV and MTV (Mobile TV)


    




    	

      Transferring program from IPTV to mobile TV.


    


  




  





  Concluding Remarks




  





  In this paper the author proposes a new paradigm shift in digital media economy by adopting the role of the economies of aggregation. As such, the author argues that in order to position effectively global media industry and business in highly competitive and volatile market, it is necessary for international corporations to provide a holistic response that regards economics as a set of mutually interactive aggregate segments. As such, it is advisable to adopt innovative approach in emphasizing the economies of aggregation that feature the Tripleand QuadruplePlay Bundling Strategies, Two-Sided markets, Complementors and Network Externalities.




  





  The author empirically proves the validity for IPTV and Mobile TV market growth by calculating the projected number of worldwide users from 2009 to 2015 based on the analysis of nineteen leading international research and consulting agencies (In Stat Research, Datamonitor Research, Inofonetics Research, RNCOS, Informa Telecoms and Media, Juniper Research, McKinsey Research, etc). The figures show an increase of Mobile TV subscribers from 2009 to 2015 for approximately 242% (78.5 to 190 millions). On the other hand, the research shows an increase of IPTV subscribers from 2009
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  to 2013 for 202% (42.2 to 85.5 millions). In addition, the author argues that the digital switchover, the untapped market of new broadband and mobile/cellular technologies, combination of near ubiquitous broadband access, increasing digital convergence, lower equipment costs and home networking, competitive pressure among cable, satellite and telecom operators, consumer familiarity with a „pull medium – cellular phone and the Internet, all point to a rapidly developing market for both IPTV and Mobile TV.




  





  Accordingly, the network externalities and two-sided markets provide international media companies with the opportunity to deliver bundled triple play services with a common infrastructure and a common user experience in order to maximize revenue and maintain customer loyalty. The effect of Two-Sided markets and network externalities will help media companies to attain the economies of scale needed to leverage the creative content and technology.




  





  In addition, the digital convergence of mobile TV and IPTV will extend positive effects of network externalities and provide international media companies with valuable models of content re-purposing and related media diversification. This is particularly true if we take into consideration that only 1.8% of all mobile phone users worldwide that are presently estimated at 3.3 billion are Mobile TV subscribers. On the other hand, only 2.2% of all TV users worldwide (currently estimated at 1 billion) are IPTV subscribers.
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  Challenging content exclusivity in network industries: the case of digital broadcasting




  Tom Evans




  





  Abstract




  





  Interacting with network externalities and switching costs, exclusive dealings for premium contents in digital broadcasting markets allow incumbents to deny rivals critical mass and profitable market entry. A downstream company that acquires the exclusive rights to high-quality programming in the upstream market may obtain a competitive advantage over its rivals which suffer from negative externalities. Instead of fostering competition and innovation, exclusive licensing serves as an effective entry-deterrent strategy in order to preserve market power and to leverage monopolies. Although exclusivity for premium content has long been considered the only way for guaranteeing the remuneration of the vast investments in content production and platform infrastructure, this paper challenges the profitability of this exclusivity strategy in network industries. The paper questions the traditional economic assumptions underlying exclusivity of content and argues that the increasing emergence of multi-sided platforms in the broadcasting industry creates incentives for right holders to multi-home rather than single-home their contents.
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  Introduction




  





  The widespread diffusion of digital delivery networks and reception equipment in the broadcasting industry has fundamentally reshaped the production, distribution and consumption of media content. As innovation in information technology has a disruptive impact on media ecosystems and business models, digitisation and convergence facilitate a shift away from the classical vertical layer model into the converged layered industry (Fransman, 2002, 2010). Technological advances have induced a modularised structure of industry demanding vertical specialisation rather than vertical integration. As transaction costs have decreased thanks to the Internet, firms are likely to replace their vertical integrated businesses with market relations and focus on one particular activity in the market. This modularisation of skills and capabilities will ultimately result into the deconstruction of the communications industries with the formation of strategic alliance partnerships as a means of accessing resources and competences (Li & Whalley, 2002). Such a modular architecture facilitates entry of newcomers in all layers by allowing them simply to focus on core activities, and enhances competition and innovation in all industry layers. Consequently, Internet service providers and mobile network operators have entered the broadcasting market by exploiting pay-television platforms and launching mobile television services as part of their multi-play strategy.




  





  Owing to this modularisation of value chains, stand-alone firms are incapable of exploring and exploiting all competencies and components required for developing and producing full-service information goods. In the digital economy, value is co-created by a series of partnerships in a value network, in which stakeholders – suppliers, allies and even consumers – join forces, innovate and co-produce value. Value networks should be understood as a set of relative autonomous business units that are managed independently, but co-create on the basis of bilateral service agreements (Stabell & Fjeldstad, 1998; Malecki & Moriset, 2008). Since the company’s competitive position is mainly based on its system of relationships, a performing network should be composed of interconnected complementary nodes. According to Norman and Ramirez (1993), ‘the key strategic task is the reconfiguration of roles and relationships among this constellation of actors in order to mobilize the creation of value in new forms’. The importance of strategic alliances has been illustrated during the recent HD-DVD vs Blu-ray format war, in which consortia representing consumer electronics, computer hardware
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  and movie studios went head-to-head for establishing the industry standard. The winning format was not necessarily technological superior, but was supported by an impressive consortium and proved compatible with successful hardware devices such as Sony’s PlayStation 3, which produced network externalities in favour of the Blu-ray format.




  





  Historically, gatekeepers such as network operators used to create monopolies and bottlenecks as market power was largely derived from controlling stakes over the distribution stage. Today, traditional scarcity has changed into an era of plenty characterised by abundance of information and consumer choice. As established broadcasting companies have fear of losing their historical grown dominance over production and especially distribution modalities, more critical voices argue that these incumbents have started deploying strategies for preserving market power, creating scarcity and reinventing bottlenecks (Mansell, 1999, 2004). One strategy to deal with this increasing market uncertainty is the exclusive acquisition of premium content. Content bundling forms an essential part of the value proposition to consumers, but access to compelling content is considered a major bottleneck for alternative service providers as incumbent platform operators have signed exclusive dealings with right holders. Although exclusivity for premium content has long been considered the only way for guaranteeing the remuneration of the vast investments in content production and platform infrastructure, this paper challenges the profitability of this exclusivity strategy in network industries by means of a literature review. The paper questions the traditional economic assumptions underlying exclusivity of content and argues that the increasing emergence of multi-sided platforms in the broadcasting industry creates incentives for right holders to multihome rather than single-home their contents.




  





  The paper is structured as follows. The first section briefly introduces the platform concept and discusses why network externalities may give rise to demand-side economies of scale and ‘winner takes all markets’. Afterwards, the importance of premium content for overcoming the ‘chicken-and-egg’ problem and for developing sustainable business models is highlighted. Moreover, the plusses and minuses of exclusive dealings in two-sided markets are discussed. The final section then argues why non-exclusive arrangements in externality-driven industries may provide benefits for content producers, platform operators and viewers, and discusses the move towards the platform-based broadcasting model.
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  Network externalities in platform industries




  





  Digital information technology radically affects the exchange of goods, services and information in society, foreseeing a major impact on the distribution channels and on the vertical organisation of the communications industries. Since digital access network infrastructure has become vital for carrying multimedia content and applications, platform-based intermediaries have increasingly gained importance (Illing & Peitz, 2006). In general, two polar types of intermediaries can be distinguished: one-sided merchants and two-sided platforms (Hagiu, 2007). In the merchant mode, intermediaries acquire goods from sellers either on a wholesale or consignment basis and resell them to buyers. Generally, right holders sell premium content outright to pay-television operators while consumers pay for accessing this content. This business model opposes to the platform model that allows affiliated sellers to sell directly to affiliated buyers. Consider video on demand applications such as YouTube, whereby content is affiliated with the platform and income is shared among the content provider and the platform owner (Evens, 2010). In the networked broadcasting system, intermediation thus increasingly takes place through multi-sided platforms and partnership models. Broadcasting platform infrastructures encompass several roles (see figure 1), distinguishing between (1) demand-side users (viewers), (2) supply-side users (content providers), (3) platform owners (content aggregators) and (4) platform sponsors (technology support)(Eisenmann, Parker & Van Alstyne, 2010). Platforms are regarded as structuring elements in the fluid media ecosystem, whose overall performance is derived from the coordination and the cross-subsidisation of network externalities between different markets through a common platform, treating one side of the market as the profit centre (subsidising) and the other as a loss leader (subsidised).




  





  In multi-sided platform markets, value is not created in the transformation of goods, but in their mediation between different kinds of users, who pay for access to the network. The value a platform generates increases with the number of users that join the network. Such networks compete to capture rents from consumption externalities that give rise to demand-side economies of scale and ‘winners takes all’ markets (Katz & Shapiro, 1985; Shapiro & Varian, 1999). In this context, exclusivity provisions can interact with network effects to create substantial entry barriers, especially when switching costs for demand-side users are considerable (Klemperer, 1987). In twosided markets, incumbents aim for signing up content providers exclusively
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  Figure 1




  Typology of platform roles[image: Imagem]




  





  so as to prevent multi-homing (affiliation to multiple platforms), and extract the full network benefits from users. As exclusivity in information markets operates on an even grander scale with network effects than with conventional economics, demand-scale economies allow incumbent companies to exclude other platforms to deny rivals critical mass to profitably enter markets and exploit platforms (Doganoglu & Wright, 2010; Shapiro, 1999). A downstream company that acquires the exclusive rights to high-quality programming in the upstream market may obtain a competitive advantage over its rivals which suffer from negative externalities (Harbord & Ottaviani, 2001). When network effects are there, the demand for a product or service depends not only on its price but also on the expected number of other users. Since television programming has conversational value as well, which is increased with every additional viewer, the exclusive coverage of major events such as the Olympics may generate positive social network externalities and may create incentives for people to subscribe to the particular platform (Boardman & Hargreaves-Heap, 1999).




  





  Indirect network externalities are at the heart of the celebrated ‘chickenand-egg’ problem, which refers to a lack of incentives for platform invest-
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  ment. Platform operators should break the vicious circle that is hindering the platform’s development: producers need consumers, who need compelling content at their turn (Parker & Van Alstyne, 2005). Whereas supply-side users are reluctant to invest in often expensive content when a substantial consumer base is not certain yet, uncertainty about available content hinders end-users to join the network. Coexistence of these processes may lead to absence of network externalities and lack of incentives for the platform’s development (Evans & Schmalensee, 2009). Hence, much attention should be devoted to business model design issues to break this circle by matching stakeholder expectations in order to make money (Rochet & Tirole, 2003). In this context, pricing and content bundling are regarded as critical components in the value proposition of broadcasting platforms. Failures of recent technologies such as DAB or CD-I and the format wars for VCR and DVD have shown that the availability of attractive content crucially determines the success of a technology. The adage ‘content is king’ thus still prevails, especially in an essentially top-down industry as television. The increase of network capacity and the homogeneous transmission quality of networks ‘imply that consumers’ preferences tend to be driven by content rather than technology much more than before’ (Nicita & Rossi, 2008). High-quality, premium content, characterised by excessive rights fees such as live sports and Hollywood blockbusters, has proven its strategic importance in helping digital television platforms to build a substantial subscriber base. However, access to must-have content has become a major bottleneck for alternative platforms as incumbents and first movers are raising substantial entry barriers for newcomers by implementing tying and bundling strategies (Evens et al., in press). Introductory offers including premium programming are used by first movers attempting to increase consumer demand for their platforms. In two-sided markets, when such exclusive deals are not offered, incumbents would eventually lose out when competing operators launch superior platforms, which may be able to capture externality rents.




  





  For new entrants in the market, rights ownership of premium content functions as a significant competitive advantage for attracting a substantial customer base and for resolving the chicken-and-egg problem. Owing to the intensified struggle for market share among platform operators, premium rights for mega sports events and major competitions have heavily inflated. NBC won the USA rights to the 2010 and 2012 Olympics for $2.001 billion representing a 33% boost from the $1.508 billion bid for the 2006-2008 Games. This exponential increase in acquisition costs is generated by in-
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  cumbent pay-television operators’ requests for exclusivity and their strategy to foreclose the market. This finding may be opposite to the traditional assumption according to which exclusivity was the consequence and not the origin of the excessive costs observed for purchasing premium content (Wachtmeister, 1998). The exclusive coverage of live sports encourages people to invest in reception equipment and acts as a loss leader to attract a higher amount of long-term subscribers. Instead of fostering competition and innovation, however, exclusive licensing for premium content raises rival’s costs, creates entry barriers and leads to a market inefficient outcome. This supports earlier findings that bundling denies rivals scale and serves as an effective entry-deterrent strategy in order to preserve market power and to leverage monopolies (Aghion & Bolton, 1987; Carlton & Waldman, 2002; Nalebuff, 2004; Whinston, 1990).




  





  Exclusive dealings in broadcasting




  





  As mentioned, acquisition of premium contents is seen as primary means of differentiation and competition between platforms for consumer adoption. However, the overall extent of exclusivity depends from industry to industry. In the videogames market, for example, games of all major publishers are available to each console (Sony PlayStation 3, Microsoft’s Xbox, Nintendo Wii and PC), except for those few games produced or bought out by hardware manufacturers to solve the chicken-and-egg problem. Whereas EA Sports affiliates to each platform, blockbusters such as Gran Turismo and Toy Story exclusively contracts with the PlayStation 3 system. In the broadcasting industry, however, exclusivity for premium contents has long been considered the only effective way for stimulating investments in content production and platform development. As European pay-television and later digital platform operators started exploiting business models based on a set-top box system providing conditional access to encrypted content, premium contents helped to differentiate pay-television offerings from free-to-air broadcasters. Consequently, content producers have re-arranged licensing schemes in exclusive time windows in order to expand market power and to optimise the lifecycle management of their contents. By using exclusive windows, premium right holders aim to limit content availability benefiting from scarcity. Such windows, in which value is driven by a unique matrix of time, exclusivity, differential pricing and repeat consumption, al-
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  low maximising profits in separate markets and consecutively releasing content licenses for particular markets and purposes as theatrical exhibition, home video, pay-per-view, pay-television and free-to-air television (Ulin, 2009). The limited competitive structure of each layer within the European pay-television market has induced a fundamental transformation from ‘exclusive windows’ to ‘exclusive dealings’ as Nicita and Ramello (2005) argue. The original exclusive window assigned for the use of particular contents by pay-television operators was interpreted as the right accorded to the incumbent operator to broadcast content to subscribers on an exclusive basis. Exclusivity contracts are thus not inherent in pay-television markets, but are the outcome of competitive strategies deployed by first movers to foreclose the market.




  





  Advocates of content exclusivity have argued that exclusive agreements can improve overall efficiency as they minimise transaction costs, protect brand names and protect intellectual property from free-riding. Given operators’ large sunk costs in equipment and platform investment, the exclusive purchasing is an effective way for persuading viewers to subscribe and for recouping the huge costs sustained for acquiring premium content. Broadcasters and platforms see exclusive dealings as a means for building up audiences, increasing advertising and sponsorship revenues and gaining public prestige. Furthermore, exclusivity of contents helps operators in differentiating themselves from competitors and even allows them to generate additional revenues from granting sublicenses to competing channels. For content producers and sport organisers on the other hand, the exclusive selling of broadcasting rights is assumed to guarantee a maximum short-term profitability as the price paid for exclusivity by one broadcaster probably exceeds the sum of amounts that would be paid by several broadcasters for non-exclusive rights. The more intense the competition on the demand-side, the higher the acquisition prices for broadcasters and the higher the return for rights holders will be (Wachtmeister, 1998). Hogendorn and Yuen (2009) have found that a must-have content provider such as Disney’s ESPN for US pay-television operators is more likely to sign exclusive access contracts with a single platform if the content popularity is high, market share differences between platforms are high and platform compatibility is low. However, as the marginal cost for content providers to broadcast on multiple platforms is negligibly small and compatibility thus high, these findings suggest that content providers are better off with non-exclusive contracts. Content exclusivity is identified as the dominant strategy in mature media markets, but
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  multi-homing seems the most frequent approach in growth markets such as mobile television markets. Since exclusivity contracts have transformed the pay-television business in a ‘competition for the market’ model where the winner takes all, the network externalities generated by these exclusivity contracts have raised antitrust concerns in Europe. Although exclusivity is a widely accepted practice in the broadcasting industry and in itself does not breach the principles of free and fair competition, such dealings have raised the attention of competition authorities both on economic and social arguments. Exclusivity dealings are an essential component of the pre-emption strategy deployed by dominant upstream and downstream firms as they may raise rivals’ costs, deter efficient entry and therefore foreclose markets. Combined with substantial switching costs for both supply-side and demandside users, strong network effects can induce chicken-and-egg problems for alternative platform operators as they might hinder reaching critical mass. Consequently, this scenario may in part explain the delay in investments in and the roll-out of alternative network infrastructures such as fiber optic cable and digital terrestrial television in many European countries. Exclusive dealings may thus hinder innovation and competition as they create entry barriers for the development of alternative platforms (Nicita & Ramello, 2005). Recently, UK’s biggest pay-television provider BSkyB was forced by the telecommunications regulator Ofcom to make two of its Sky Sports channels available to competing cable and terrestrial television providers at significantly reduced wholesale prices. The decision fell after four competing platforms had complained that BSkyB’s control of broadcasting rights was creating a vicious circle hindering competition and keeping prices artificially high. Ofcom argued that BSkyB was using its market power in the wholesale supply of their premium channels to limit distribution to rivals, therefore driving up access prices, limiting consumer choice and restricting platform innovation (Ofcom, 2010). Contrary to Weeds (2007) stating that subscribers are better off under exclusive distribution as exclusivity intensifies price competition to the benefit of consumers, others (Armstrong, 1999; Doganoglu & Wright, 2010; Harbord & Ottaviani, 2001) argue that a ban on exclusive dealings would intensify downstream competition and transfer the social benefits of premium programming from firms to consumers. Whereas exclusive arrangements may harm consumer welfare at the expense of industry profits, non-exclusive distribution remains the welfare optimum as the largest group of consumers has access to premium programming and especially events of major importance for society (Hagiu & Lee, in press).
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  Towards a platform-based broadcasting model




  





  Exclusivity for premium programming has long been considered the only effective way for guaranteeing the remuneration of the vast investments in content production and platform infrastructure. Exclusivity creates incentives for right holders to produce innovative and high-quality content, ensures that service providers have access to popular content and reduces the risk that platform operators get stuck in a chicken-and-egg problem. The European pay-television business suffers from bloody bidding wars for the acquisition of premium rights that are exclusively tied to the winner (e.g. Leandros & Tsourvakas, 2005). Owing to considerable sunk costs in platform development and content acquisition, the market tends towards fierce competition and monopoly structures. However, as argued by Evens (in press), exclusive rights purchase reflects the one-sided merchant mode and leaves no opportunities for a multiplatform strategy as other parties are denied access to crowd-pulling supply. Value creation in broadcasting markets is changing as content is progressively being rented through licensed access rather than being bought by platform operators. Given the slight transition towards externality-driven platforms and the rise of the retail model (payper-view), questions have arisen whether exclusive dealings really are the most profitable strategy for premium programming producers (Armstrong, 1999; Balto, 1999).




  





  Regarding exclusivity, content producers and platform operators might have diverging interests. Both aim for the maximisation of profits and return on investment, but strategies for achieving these goals may oppose. Whereas content producers should strive for maximal diffusion of their contents across all available platforms in order to capture network rents, platform owners are willing to acquire exclusive contents in order to raise entry barriers, foreclose markets and preserve market power. So far, right owners have sold broadcasting rights to the highest-bidding platform on an exclusive basis. This has long been interpreted as the most optimal strategy for both actors, but regulators are increasingly taking into account the interests of consumers that are denied access to premium programming as rights are held exclusively by another service provider. Regulators and competition authorities are considering different models for access to contents with special attention to the effect on producers’ incentives to invest in content production, new entrants’ incentives to invest in alternative platforms, incumbents’ dominant position and viewer interests (Nicita & Rossi, 2008).
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  Apart from regulatory interventions (such as in the BSkyB case) aimed at creating more open and competitive markets, it is argued in this paper that premium programming producers and even platform operators should innovate their business models in order to benefit from the rise of externalitydriven platforms and enhance innovation both in contents and technology.




  





  It is doubtful whether platform operators and gatekeepers will lose total grip on the selection, aggregation and transmission of broadcasting content in the future, but bargaining power will increasingly shift towards premium content producers and right holders as technological convergence is creating abundance in the distribution layer. As foreclosing portions of externalitybased industries is inefficient and too costly for content producers as they strive for maximal diffusion, affiliating with several platforms would entail profit maximisation if they get paid on a per-user fee basis. Content producers may sell their contents outright to platform operators when there is a high degree of complementarity among sellers’ products. In the case of high-quality content, Hagiu and Lee (in press) argue that right holders might profit from a multi-homing strategy. Whereas exclusivity of mid-quality content can soften price competition at the platform level, low-quality content should multi-home as it does not yield any competitive advantage. Increasingly, right holders, especially in the sports business, are exploring this shared access to premium contents and provide non-exclusive content to multimedia platforms that can be accessed by means of extra payments. The digital channel Eredivisie Live, broadcasting games of the Dutch soccer’s top-tier league, acts as an interesting case. Instead of selling its rights exclusively to the highest-bidding platform, the league managed to agree distribution deals with all operators (cable, satellite, terrestrial, xDSL) but ceded control of pricing to the platforms. The channel is produced by Endemol Sports and aims to reach as many viewers as possible and therefore is not exclusive for one particular platform, but it cannot influence the pricing. In return, the distribution deals are thought to include revenue-share agreements. Following the Dutch example, the French football league released its plan to start its own dedicated pay-television channel. The service will run alongside existing contracts with Orange and Canal+. Contrary to Eredivisie Live, the French league aims to prepare for the possibility that Orange will not bid for future broadcast rights so that Canal+ would become the sole bidder for television rights to French premier league matches in 2012 (which would depreciate the value of all rights packages).
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  Such a business model based on shared access to premium contents and on royalties paid by the platforms for each viewing would allow producers’ revenues to grow with the number of viewings and the multiplatform diffusion of the contents (Nicita & Ramello, 2005). Removing exclusivity as artificial barrier would generate incentives for technological innovation and the development of alternative broadcasting platforms, and would move competitive advantage from exclusivity of content to pricing, quality of service, programming variety and innovative features. The dominant position of a platform should not only rely on the exclusive provision of premium content and on the timing of its market entry, but on its whole value proposition including customer support, ease of use, product innovativeness, interoperability etc. Exclusive arrangements are now used by first movers to limit scale of alternative providers and to push them out of the pay-television market. Dominant positions as a result of network externalities may induce monopolistic behaviour and may dampen incumbent’s incentives to invest in customer service quality and technological innovation in the long term. As they fear cannibalisation of their businesses by new media services, incumbents often hold back premium rights as part of their pre-emption strategy. For consumers, non-exclusive arrangements would allow for getting access to premium contents from any single delivery platform and reduces switching costs between platforms as an industry barrier. As Rochet and Tirole (2003) contend, competitive pricing on one side of the market depends on the extent of multihoming on the other side of the market. Nonexclusive distribution intensifies downstream competition and should thus result into lower subscription prices. Consequently, more people would go digital so that both platform operators and broadcasters will benefit from increased consumer uptake and expenses. In such a platform-based broadcasting model, operators would have open shared access to high-quality content, premium right holders would maximise profits from capturing network rents and consumers would have equal access to an optimal variety of contents.




  





  Conclusions




  





  For years, national regulators have been demanded by European Directives to implement legislation aimed at encouraging new market entries and at creating incentives for more intense competition and lower prices in tel-
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  ecommunications industries. Local loop unbundling has been used for allowing market entrants to employ the incumbent’s fixed infrastructure without the need for rolling out proprietary networks and for supporting the proliferation of alternative delivery platforms. In countries where digital broadcasting has a considerable high market penetration, such as France and Spain, this entry policy has been a key factor allowing IPTV newcomers to develop advanced services. However, network externalities have induced monopoly power to first movers leaving entrants little opportunities to develop competing offers since access to premium contents has become one of the major bottlenecks for alternative providers. Hence, network regulation should be considered as a first step towards an open market, but should be accompanied by content regulation, which should result into equal access to premium contents for all market players. As bargaining power has changed from distributors to right holders, regulatory attention has shifted to control over content. Following the network neutrality principle, regulatory interventions aim at creating incentives to invest in the development of competing delivery networks and at granting access to incumbent operators’ exclusive offerings. In general, such interventions should meet three important public policy objectives (Nicita & Rossi, 2008). First, regulations should be aimed at balancing the interests of right holders and distributors and at maximising incentives for content production and content distribution. Second, regulatory interventions should stimulate investments in technological innovation and network capacity, and should be aimed at establishing maximal quality of service to final customers of both incumbents and newcomers. Third, as foreclosure strategies used by incumbent operators may hamper free competition in network markets, antitrust regulations should focus on restraining dominant positions in order to enhance competition in terms of increased consumer choice and lower prices.




  





  With respect to exclusive dealings, European and national competition authorities dispose of a wide array of regulatory instruments for securing competition in the market. Given the increasing number of merger cases in the media sector, regulators are accepting remedies foreseeing the granting of access to essential inputs or access to specific content to third parties on a non-discriminatory and transparent basis, better known as must-offer obligations. Dominant operators such as BSkyB have been mandated to provide must-have content to alternative infrastructure operators either on a wholesale or retail basis. Such remedy should lower barriers for entering the pay-television market and enhance ‘competition in the market’. As a
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  response to unique selling units, content sharing in the form of purchasing pools or sublicensing agreements has become another popular model for gaining access to content. By establishing buying pools, broadcasters and platforms aim to control the huge price increases for premium contents and allow that premium content is spread alongside competitors. Numerous examples in the broadcasting field may show that firms are increasingly ceding exclusive control over contents as the online and illegal distribution of content is undermining the value of the window systems. In addition to regulatory interventions, content producers and broadcasters may proceed to the non-exclusive distribution of premium contents. By spreading their contents over as many platforms as possible, right holders are able to capture network rents whereas non-exclusive distribution of contents may allow platform operators to spend fewer resources for content acquisition and allocate budgets to technological innovation and customer support. In the future, digital broadcasting markets will become more open and competitive advantage will shift from content exclusivity to quality of service, innovativeness and pricing. As all providers should have equal access to highquality content, pay-television operators and digital broadcasting platforms should be able to really compete in the market.
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  Abstract




  





  Today, innovation is about much more than developing new products. It is about reinventing business processes and building entirely new markets to meet untapped customer needs. This chapter will examine the subject of business process innovation which involves creating systems and methods for improving organizational performance. Special attention will be given to the topic of intelligent networking which represents the combination of software, technology and electronic pathways that makes global communication possible for both large and small organizations alike. This chapter will consider two very different kinds of intelligent networks. The first is a supply chain management system where the focus is on just-intime manufacturing and global inventory management. The second kind of network involves enterprise resource planning where the emphasis is on information sharing and exchange. Each of the said networks represent a highly innovative business process and share the common goal of improving organizational performance as well as enhanced service experience for the end consumer. The information presented in this chapter is supported by a case-study examination of Dell Computers and Netflix Inc.
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  Introduction




  





  Today, innovation is about much more than developing new products. It is about reinventing business processes and building entirely new markets to meet untapped customer needs. In the field of business and technology, innovation breaks down into three subset areas. They include: 1) product innovation, 2) business model innovation and 3) process innovation. Some of today’s more innovative companies are innovative in all three areas. The combination of the Apple iPod and iTunes media store, for example, created the first sustainable music down-loading business model of its kind. It has redefined the way product software is distributed to the consumer.




  





  This paper will examine the subject of business process innovation which involves creating systems and methods for improving organizational performance. Special attention will be given to the topic of intelligent networking which represents the combination of software, technology and electronic pathways that makes global communication possible for both large and small organizations alike. A basic tenet is that the intelligent network is not one network, but a series of networks designed to enhance worldwide communication for business and residential users (Noam, 2001). What gives the network(s) its unique intelligence are the people and users of the system and the value-added contributions they bring to the system via critical gateway points (Gershon, 2009, 2004). This chapter will consider two very different kinds of intelligent networks. The first is a supply chain management system network where the focus is on just-in-time manufacturing and global inventory management. The second kind of network involves enterprise resource planning where the emphasis is on information sharing and exchange. Each of the said networks represent a highly innovative business process and share the common goal of improving organizational performance as well as enhanced service experience for the end consumer. The information presented in this chapter is theory-based and supported by a case-study examination of Dell Computers and Netflix Inc.




  





  Business Process Innovation




  





  Davenport & Short (1990) describe business process as a set of logically related tasks performed to achieve a defined business outcome. A process is
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  a structured, measured set of activities designed to produce a specified output for a particular customer or market. Business process implies a strong emphasis on how work gets done within an organization. Specifically, this means creating systems and methods for improving organizational performance. Business process innovation touches on all aspects of organizational performance, including product manufacturing, inventory management, warehousing, marketing and distribution.




  





  According to Davenport, a business process exhibit two important characteristics: 1) they have internal and external customers and 2) they cross different organizational boundaries and subunits) (Davenport, 1993). A highly successful business process renders two important consequences. First, it is transformative; that is, it creates internal and external efficiencies that provide added value to the company and organization. Second, it sets into motion a host of imitators who see the inherent value in applying the same business process to their own organization.




  





  The Theory Behind the Practice




  





  There are a number of theoretical traditions that are central to any discussion involving business process innovation. They include Total Quality Management, Six Sigma and Reengineering to name only a few. What each of the theoretical traditions share in common is a strong and thorough commitment to improve quality and optimize performance. In short, process innovators are obsessive problem solvers.




  





  Total Quality Management




  





  Total Quality Management (TQM) represents an approach to management, whereby, the entire organization is fully engaged to deliver quality products and services to its customers. The principles of Total Quality Management date back to the 1940’s to the work of American business consultants W. Edwards Deming and Joseph Juran, who were involved in helping to resurrect Japanese industry in the aftermath of World War II. Out of that experience and subsequent writings emerged the principles of Total Quality Man-




  





  65




  





  agement (Deming, 1982). TQM represents an approach to management that seeks to improve product quality and increased customer satisfaction through strong quality oriented leadership. TQM requires company wide participation in quality control (Fairhurst, 1993).




  





  There are four important elements that characterize TQM in action. They include: 1) Employee involvement, 2) Focus on the customer, 3) Benchmarking and 4) Continuous improvement. TQM embraces quality as a fundamental corporate goal. Workers must be trained, involved and empowered. Employee involvement in key decision making helps promote a sense of ownership in the outcome (Hammer & Stanton, 1995).




  





  One of the underlying principles of TQM requires that everyone should be considered a customer. To that end, customers fall into two basic categories, external and internal. External customers are those people including suppliers and buyers who interface with the organization from the outside. Internal customers are the various people and departments within an organization who depend on each other for materials and logistical support. TQM also emphasizes the importance of continuous improvement as the basis for producing long term results. Everyone within the organization has a responsibility to improve product and service quality. Continuous improvement means that the organization benefits from the ongoing commitment to steadily improve products and business processes.




  





  Six Sigma




  





  In 1986, Bill Smith at Motorola Corporation developed a set of process improvement strategies known as Six Sigma. Six Sigma is a highly disciplined process that helps a business focus on developing and delivering near-perfect products and services. Why “Sigma”? The word is a statistical term that measures how far a given process deviates from perfection. The goal of Six Sigma is to systematically improve processes by eliminating defects (Hahn, 2000). Six Sigma is first and foremost a business process that enables companies to increase profits dramatically by streamlining operations, improving quality and eliminating defects in everything a company does. Six Sigma was greatly influenced by six preceding decades of quality improvement methodologies, starting with TQM.
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  Eliminating Defects. While traditional quality improvement programs often focus on detecting and correcting defects, Six Sigma encompasses something broader: It provides specific methods to re-create the process itself so that defects are never produced in the first place. A basic assumption of Six Sigma is that manufacturing and business processes can be measured, analyzed and controlled and that continuous efforts to reduce variation in process outputs is key to improving product quality (Pande, Neuman & Cavanagh, 2000).




  





  If the operations manager (or team) can measure how many defects exist in the process, the organization can systematically figure out how to eliminate them and get as close to zero defects as possible. A “defect” is defined as a failure to deliver what the customer wants. An “opportunity” is defined as a chance for nonconformance, or not meeting the required specifications (Hahn, 2000). This means that an organization needs to be nearly perfect in executing its key processes.




  





  Six Sigma contains three important elements. They include the customer, the process and the employee. The customer should form the center of the universe for the business enterprise. Their expectations should include, a high quality product, on-time delivery, competitive prices, reliability and excellent customer support. Achieving Six Sigma level of performance presupposes the ability to look at business process from the perspective of one’s customers. They understand better than anyone what works best and least in terms of their interaction with the company. The customer’s routine feedback provides the basis for making improvements that provides added value to the organization as a whole. One of the important goals of Six Sigma training and thinking is to empower managers and employees to make decisions on the shop floor. Quality is the responsibility of every employee.




  





  Reengineering




  





  A number of management scholars have contributed to the principles of reengineering over the years. Hammer and Champy (1993) popularized the term to the general public when they published Reengineering the Corporation: A Manifesto for Business Revolution.
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  Since then, the term reengineering has become part of the corporate lexicon whenever an organization should decide to reorganize or downsize its business operations. Reengineering, however, is really about business process innovation.




  





  The decision to reengineer usually comes about at a time when a company is faced with major competitive threats or recognizes that its operations are costly and inefficient. Another term for reengineering is business process redesign. Hammer & Champy state the question very simply. “If I was recreating this company today, given what I know and given current technology, what would it look like?” (p. 31). Business process redesign often means starting over. Reengineering represents a fundamental rethinking of business processes in order to bring about dramatic improvements in organizational performance. It means throwing out old assumptions about how things were done in the past and developing new procedures and solutions.




  





  In order to accomplish such goals, reengineering means having to rethink key business processes and a willingness to abandon old or outmoded ways of doing business. Improvements in performance can be measured in several ways, including reduced manufacturing costs, greater speed and efficiency and improved customer service. While the specifics of reengineering will vary from one organization to the next, there are certain features that are typical of a reengineered process.




  





  

    	

      Creating cross-functional teams


    




    	

      Streamlining the business process


    




    	

      Designing multiple versions of a business process


    




    	

      Sharing information and resources




      



    


  




  One of the basic tenants of reengineering is that one organizes around key business process which may be handled by a small, cross functional work team rather than by rigidly defined organizational hierarchies, departments or assembly lines. A cross functional team consists of members from various departments with different skill sets. They meet regularly as a group to solve ongoing problems of mutual interest. Second, reengineering presupposes the ability to identify customer needs and then designing a process and aligning people to meet those needs. A routine request for information, for example, should not be routed among five different departments. Instead, the request should be handled by one person who is given the
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  proper resources and authority to handle such requests. That person now performs the whole process and also serves as the single point of contact for the customer.




  





  The traditional industrial model presumes that a manufacturing/production process is maximized when large quantities of a product can be produced identically for the least cost (i.e., standardized television manufacturing etc.). Under a reengineering scenario, however, standardization now includes customized solutions to a business process. This principle becomes especially important in the fields of media and telecommunications where issues pertaining to media software programming and networking require unique solutions to customer needs. We have entered the era of customization (Chan Olmsted, 2006). Today’s media consumers create for themselves specialized music play lists on their iPods or line up their television viewing experience via their digital video recorders.




  





  In years past, traditional manufacturers tend to compartmentalize information. It was not uncommon to find that several divisions within an organization might create their own separate data base. The information was often duplicative and seldom shared between departments. The duplication of effort was both costly and inefficient. Today, the emphasis is on the sharing of information resources across divisional lines thus promoting greater efficiency in product manufacturing, marketing and distribution. This is central to the principles of Enterprise Resource Planning (ERP) which allows various players within an organization’s supply chain to access the same information from a commonly agreed upon information system platform (Zheng, Yen & Tarn, 2000).




  





  Media, Telecommunications and Business Process




  





  In the field of media and telecommunications, business process innovation is about creating new and adaptive systems for improving organizational performance. It can be seen in a variety of contexts, including the development of a user friendly E-commerce ordering and tracking site (Amazon), the utilization of just-in-time manufacturing techniques (Dell Computer) and/or the distribution of music and film programming via Mp3 file software (Apple, Netflix). The important point to remember, is that technol-
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  ogy alone is rarely the key to unlocking economic value. Companies create value when they combine technology with improved methods for doing business (Manyika, Roberts & Sprague, 2007). Innovation, without value creation, is simply a technology driven effort that may provide incremental improvements to an organization, but does not address the larger question of how to make the organization better.




  





  One technique for identifying value in an organization is based on the principles of value chain analysis proposed by Porter (1985). Value chain analysis looks at the combination of business and technology activities through which a firm adds value to the final product or service outcome (Kung, 2008). Table 1. provides a comparison of five media and telecommunications companies that are industry leaders in the use of business process innovation. Each of the said companies have rendered a host of imitators in terms of the way they have advanced business process.




  





  Intelligent Networking




  





  International business has been transformed by the power of instantaneous communication. The combination of computer and telecommunications have collapsed the time and distance factors that once separated nations, people and business organizations (Friedman, 2005).




  





  The information economy involves the full integration of transnational business, nationstates and technologies operating at high speed (Gershon, 1997). It is a global economy that is being driven by free-market capitalism. The basic requirements for all would be players is free trade and a willingness to compete on an international basis (Friedman, 2005). The once highly centralized business has given way to the transnational corporation (TNC) that operates in multiple countries throughout the world. Instead of time and communication being highly synchronized, today’s working professional lives in a digital world of asynchronous and virtual communication that allows for the international collaboration of projects regardless of time zones, geographical borders and physical space (Gershon, 2009, 2004). The driving force behind such changes is that today’s information economy is built on what Noam (2001) calls a “network of networks.” (pp. 1-2). We don’t talk to people, we network with them.
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  Table 1




  Five Media and Telecommunications Companies Industry Leaders and Business Process Innovation




  





  

    

      

        	

          





          Home Box Office


        



        	

          In 1975, HBO helped advance the principle of satellite/cable networking by using satellite communication to advance long haul television distribution.


        

      




      

        	

          





          Dell Computers


        



        	

          In the area of computer manufacturing, Dell created a highly successful business model utilizing just-in-time manufacturing techniques as well as direct-to-home sales capability and 24/7 customer service.


        

      




      

        	

          





          Pixar Studios


        



        	

          Developed computer generated animation graphics in contrast to traditional cartoon animation techniques. Examples include,Toy Story, Finding Nemo, Monsters Inc., The Incredibles,




          Cars, Wall-E, Up etc.


        

      




      

        	

          





          Apple Computer


        



        	

          Using Mp3 software technology, the combination of the Apple iPod and iTunes media store have created the first sustainable music down-loading business model of its kind


        

      




      

        	

          





          Netflix


        



        	

          Has become the largest Internet based DVD film rental service in the U.S., Netflix has developed a highlysophisticated enterprise resource planning system to support product ordering and delivery status.
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