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AbstractAbstractAbstractAbstractAbstract

The purpose of this paper is to articulate
and speculate on the nature of the risks
and opportunities that European compa-
nies will face after the deregulation of tele-
communications in 1998.

Whether or not executives realize it, the
Internet and the World Wide Web have
ushered in a globally standard, set of
protocols and infrastructure for informa-
tion transport, messaging, and document
sharing.  The impact of this critical mass
of standards will be at least as profound
as the coming of standard parts for manu-
facturing, radically altering cost structures
and capabilities. Now is the time to start
planning for these changes.  We are in the
midst of this change in the nature of com-
petition and the shift from marketplace
thinking to a marketspace (Rayport &
Sviokla 1994) thinking.

Systematic research at the OECD (Com-
munications Outlook) has shown that high
local phone tariffs and monopolistic or
quasi-monopolistic control of access to the
Internet keeps adoption low.  The price
elasticity of Internet access is high indeed.
The higher the price, the lower the use.

Changes in the TelecommunicationsChanges in the TelecommunicationsChanges in the TelecommunicationsChanges in the TelecommunicationsChanges in the Telecommunications

LandscapeLandscapeLandscapeLandscapeLandscape

The Internet continues to double in size
every 12 to 15 months (The Internet Do-
main Survey). However some countries
have more per capita usage than others
do. Finland for example is among the fast-
est growing and has the highest per capita
(56 per thousand) Internet host usage.
Other European countries, particularly
Italy, Spain, and France are among the
slowest adopters of the Internet.

This slow rate of adoption is hampered by
high connection costs at the consumer and
business level and is a result of Europe’s
telecommunications structure and mo-
nopolistic practices.

Europe already lags behind America and
Japan in both competitiveness as well as
the use of information technology. Over
the past 20 years, Europe’s potential rate
of growth has shrunk, unemployment
has risen and competitive position has
worsened internationally, compared with
America and Japan (European Commis-
sion 1994).

In terms of the use of Information Tech-
nology Europe also lags. Only 20% of
European households own a P.C. while
35% of American homes have one. Web
use per capita is also lower in Europe. This
is primarily due to high connection costs,
which are a result of a highly regulated
telecommunications market.

High call charges for Internet access are
restricting Internet usage in Europe. This
is choking off the emergence of a com-
petitive information economy and soci-
ety. Left unchanged the implications are
serious as European companies:
♦ will accumulate less experience with

virtual business transactions,
♦ be slower to adapt and decode the new

marketspace rules of competition,
♦ may get left behind in what is becom-

ing a global information based economy.

Meanwhile the Americans in particular
will get the first mover advantages in
cyberspace and may emerge with signifi-
cant entry barriers on a global basis.

Deregulation will change all this? Some
commentators feel that (Winton 1996) this
slower technology adoption could prove
a real economic drag on European progress
in the marketspace or information-based
economy. With deregulation in 1998, the
marketspace will expand much faster.

Due to the existing critical mass of stand-
ards in document exchange, messaging
and file transfer, we believe that telecom-
munications deregulation will unleash a
strong and robust consumer and business
marketspace.  An important question for
management is which markets and  which
functions will be effected first and how?
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From a Product to a ServiceFrom a Product to a ServiceFrom a Product to a ServiceFrom a Product to a ServiceFrom a Product to a Service

Economy.Economy.Economy.Economy.Economy.

At a macro level, the most important shift
in employment and adding of value over
the past 50 years has been the increasing
number of people and share of wallet
spent on services.

The service sector continues to grow in
importance relative to manufacturing.
Some 60% of Europeans (that’s about 70
million people) now work in the service
sector. Today there are twice as many
working in service as in manufacturing.

In America the service sector now ac-
counts for over 70% of the workforce. This
movement towards an increasing empha-
sis on service has been termed ‘the
servitization of business’ (Vandermerwe
& Rada 1988).

There are two important dimensions to
this shift. Firstly the nature of work has
moved from physical effort to an increas-
ing knowledge content - from bricks to
bits and  from brawn to brain - or infor-
mation work.

Secondly, the value chain is moving from
a production focused physical one, com-
prising key steps such as design, manu-
facturing, sales and service towards a vir-
tual value chain (Rayport & Sviokla 1995),
which is infocentric and consumption fo-
cused.

The coming of the Internet and a more
and more robustly developed marketspace
will mean a continuation of this trend
from product to service.  In fact, tangible
products become more and more like serv-

ices all the time with customers interact-
ing with information descriptions of the
product instead of the product itself.

As the consumption process is becoming
more information intense, managers now
need to focus their attention on the infor-
mation content, which is exchanged at the
point of consumption. This is the new lev-
erage point in the marketspace. Managers
must shift their emphasis away from pro-
duction centered activities towards cus-
tomer centered activities to compete ef-
fectively in the new marketspace.

The virtual value chain is centered around
the customer rather than the producer. Just
recently Commissioner Bangemann has
stressed that to achieve competitive ad-
vantage in the Information Society “com-
panies must focus on the customer; and
not only the technology” (Bangemann
1996). We could not agree more.

Products and Services: InfocentricProducts and Services: InfocentricProducts and Services: InfocentricProducts and Services: InfocentricProducts and Services: Infocentric

and Non-Infocentric.and Non-Infocentric.and Non-Infocentric.and Non-Infocentric.and Non-Infocentric.

A critical question for the manager is
which products and services will be ef-
fected first?  We think that the infocentric

products are first to be changed and in
time all products and services will be ef-
fected.

An infocentric product is one in which the
primary value at the point of consump-
tion is given by information.  A newspa-
per is an excellent example of an info-
centric product.  When someone reads a
newspaper, he or she is reading from a
physical page.  It is a “tangible”. But the
primary value of this tangible is the in-
formation that is passed (from the maker
of the paper) to the reader.  This is true of
every media product, such as books, soft-
ware and most entertainment products.

On the other hand a piece of clothing is
an excellent example of a low-infocentric
product.  The information about the prod-
uct, its size, its brand, its place of sale, are
all important, but the function of the prod-
uct, during the process of “consumption”
has a low-information core.

Service is defined as ‘an act or perform-
ance that one party can offer to another
that is essentially intangible and does not
result in the ownership of anything’
(Kotler). As we see from this definition, a
service provider often creates a service
expressly for the consumer - often, even
in the presence of the consumer - which
is not inventoried.  An infocentric service
would be one in which the primary value
is transferred by and through information.

Figure 2
Customer Centered
value chain
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The Marketspace MatrixThe Marketspace MatrixThe Marketspace MatrixThe Marketspace MatrixThe Marketspace Matrix

An excellent example of an infocentric
service is stock brokerage.  A stockbro-
ker provides information about financial
products.

A restaurant would be an example of a
non-infocentric service. Certainly the at-
mosphere is important, as is the attitude
of the staff.  But, the “core” of the restau-
rant experience must be the consumption
of food and drink.

Of course there are examples we can cre-
ate that are difficult to classify, and the
definitions can be picked apart (e.g. the
restaurant must sell products like pota-
toes, in the process of delivering its serv-
ice).  The key distinction to keep in mind
is to ask what is the most important con-
tributor to the margin that the firm cre-
ates?  For the restaurant, it is the service
component that makes the margin.  For
the newspaper, the information compo-
nent is what makes the newsprint more
valuable.

Who will beWho will beWho will beWho will beWho will be

Affected in the MarketspaceAffected in the MarketspaceAffected in the MarketspaceAffected in the MarketspaceAffected in the Marketspace

and How?and How?and How?and How?and How?

Biggest issue: in order to be competitive
in a world knowledge based economy
Europe needs to have a first class tele-
communication infrastructure on a com-
mercial, personal and industrial level. The
difficulty is that even with a world class
infrastructure dramatic business changes
will occur. The Marketspace will allow for
new means of distribution, sales, and
service in many business sectors.

The big question addressed in this paper
is: What types of businesses will be af-
fected and how?

Implications for InfocentricImplications for InfocentricImplications for InfocentricImplications for InfocentricImplications for Infocentric

ProductsProductsProductsProductsProducts

The coming of this new information
infrastructure will mean wholesale re-
design of the product, distribution chan-
nel and customer relationships for many
of the products and services in the
infocentric category.  What do we mean
by this?

Let us return to our newspaper example.
The advent of an interactive, distributed
information system provides the news-
paper with a set of opportunities and
threats.  The primary threat comes from
the fact that the paper can be demassified.
That is to say, one can take the different
components of the newspaper and begin
to offer each component of the value
equation to the end customers.

Classified advertising represents a signifi-
cant part of the economics of most news-
papers.  We can already see, in the United
States, a series of on-line competitors,
such as Pointcast, who are willing to give
away classified advertising as a means to
create traffic to their web site.  This is
very threatening to the existing newspa-
per franchise.

It is important in this discussion to real-
ize that we are not saying that people will
stop reading newspapers.  We believe that
the newspaper revenue streams may be
eroded by on-line services.  The vessel
that we know as a newspaper will increas-
ingly become a shell where focused com-
petitors may come after each of the value
components of the newspaper.

Of course, the newspaper has the option
of building its own presence in the mar-
ketspace. Many newspaper companies are
experimenting with online distribution.
Papers like the Wall Street Journal and
The Financial Times have limited inter-
active versions online. The Boston Globe,
for example, has started their own online

service called Boston.Com. It features
Globe news and advertising, as well as
news and advertising from many other
local papers and magazines.

The existing players can extend their fran-
chise, if they so choose. As well as going
online, the possibility of customizing the
message is becoming more realizable. The
big benefit here is that the consumer can
choose what she/he wants to see and the
technology delivers the customized con-
tent or personalized paper, eliminating
redundant bits of information.

The big threat is that nimble new entrants
may, by reconfiguring the value proposi-
tion siphon off the revenue streams while
the existing players attempt to make their
entrance.

For example, in the San Francisco Bay
Area, Yahoo!, a popular Internet index
gives away classified advertising.  In 6
weeks it gathered over 5,000 automobile
ads, 10,000 house ads, and 5,000 job ads.
The marginal cost of production for these
ads is very, very low because customers
submit them in electronic form, and
Yahoo! simply puts them up on their web
site, where the world can view them.
Given the potential threats by new en-
trants, we should wonder, what are the
areas of opportunity for the existing
players in the emerging marketspace?

Opportunities for InfocentricOpportunities for InfocentricOpportunities for InfocentricOpportunities for InfocentricOpportunities for Infocentric

Products:Products:Products:Products:Products:

There are a number of places for which
the new, more pervasive marketspace can
offer opportunities for infocentric products.
If we consider the full customer life cycle,
there are a number of leverage points.
♦ Cheaper customer acquisition costs
♦ New and more direct distribution

channels
♦ Better customer service and value
♦ Tighter feedback design loops
♦ An integrated face to the customer.

Consider for example the virtual bookstore
Amazon.Com. With over 2.5 million titles
searchable online they represent a new

Figure 3
The Marketspace
Matrix
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form of cybercompetitor. Unlike their cur-
rent competition like Barnes and Noble or
Borders, Amazon.Com have no assets tied
up in physical bookstores, just one big
warehouse in Seattle.

Customers can search for the book title
they want and order online. Over 300,000
titles are discounted by between 10 and
40 per cent, so the customer is getting
considerable value for money too. But
there’s more. With Amazon.Com custom-
ers can signal their interest in say a par-
ticular author and they will be notified by
e-mail of new books of interest. All this is
automated.

Better still, Amazon.com has gone further
and built a virtual community of authors
and readers. Authors can post interviews
online and customers can post book re-
views and even contact the authors. Read-
ers can also interact with other readers.
Naturally this all augurs well for the book
publishers as demand is increased and
book sales flourish.

This new online business model deals direct
with customers and bypasses the traditional
(place based) bookstore. This also estab-
lishes a new form of cybercompetitor who
is competing along a different dimension
– breadth of titles – which is costly to repli-
cate in the existing physical model. Whole-
saler and retailer margins get shared out
between the customer in the form of lower
prices and to Amazon.Com in margins.

Customers also benefit through the in-
creased value and service of the virtual
community as well as the convenience of
the online shopping experience. Authors
for their part get valuable feedback from
the marketspace on their work as well as
increased customer exposure.

In the online or virtual bookstore Ama-
zon.Com has an advantage over traditional
competitors and they will typify a new
form of cybercompetitor. They will even-
tually compete on ‘books as bids’ rather
than atoms, which are electronically de-
liverable.

Many infocentric products and services are
all at risk in the new marketspace. Non-
Infocentric products and services will also
be impacted but to a lesser degree.

Implications forImplications forImplications forImplications forImplications for

Infocentric ServicesInfocentric ServicesInfocentric ServicesInfocentric ServicesInfocentric Services

The infocentric services that are transac-
tion focused such as brokerage, will have
an incredibly difficult time maintaining
their margins.  The major service that a
broker provides for the customer is the
inventorying and sorting of information.
These firms face significant redesign of
their entire value proposition.

In the new Marketspace the number of
brokers that have already gone on to the
web are significant.  Customers can al-
ready shop in some countries for a house
by price, location, type and so on.  The
quality and bandwidth of the interaction,
as well as the scale of the database will
only increase over time.  It will not be
long before you can pick a neighborhood,
“fly” into a three dimensional version of
the houses and “see” what is available.
Much of this type of capability is already
in place with pictures, financing, and other
information. For example Apartments Plus
allows the customer to take a video tour
of the prospective apartment and gives 360
degree views of the interior and exterior.
(http://www.aptfinder.com)

As this happens, the customer may still
go to a broker, but they will not be will-
ing to pay the traditional margins to the
broker.  They will see a margin squeeze as
the customer can self serve on a consider-
able amount of the information that makes
up the value proposition for this info-cen-
tric service. Likewise stock brokers, insur-
ance brokers and financial advisors will
continue to see increasing competition and
price pressure, particularly as customer
search costs fall and services become more
electronically enabled via the Web.

The travel industry is another good ex-
ample of an infocentric service. The Inter-
net now provides a “golden chance to
bypass the travel agent” (McCormack

ReferencesReferencesReferencesReferencesReferences

“AUCNET,” Case study,
Harvard Business School, 5-396-280,

April 1, 1996.

Bangemann “Focus on the Customer:
not only the technology,” I

nformation Society News, June 1996.

Encyclopaedia Britannica Case Study,
Harvard Business School, N9-396-051,

December 11th, 1995.

European Commission,
White paper on Growth, Competitiveness

and Employment, 1994.

Kotler, Philip “Marketing Management,
Analysis Planning , Implementation

and Control,” Prentice-Hall.

McCormack, Michael “Free agents make
the world their oyster,” The Daily
Telegraph, September 10th 1996.

Research IssueResearch IssueResearch IssueResearch IssueResearch Issue



39                         Vol.7 – No.4 – 1997

1996). Customers can go direct to airlines,
hotels, package operators and tourist au-
thorities. The travel industry has coined
the term ‘disintermediation’ to describe this
shift in the distribution channel. Prices will
fall, middlemen will be squeezed out un-
less they dramatically reconfigure their
customer value proposition.

Now, in this argument, it is very impor-
tant to see that the marketspace version
of these infocentric services will be total
substitutes for the traditional services.  We
are saying that the price and service ex-
pectations will be greatly enhanced by
the marketspace, and those brokers who
use these new services will have the op-
portunity to provide more new and in-
novative services for their clients at lower
cost.  This will create more competition
in the brokerage and travel industry, mak-
ing it more difficult for them to justify
their existing margins.

Product Transformation inProduct Transformation inProduct Transformation inProduct Transformation inProduct Transformation in

MarketspaceMarketspaceMarketspaceMarketspaceMarketspace

Another feature of the emerging mar-
ketspace is the ability to re-configure the
physical product into a new infocentric
service. Take the humble encyclopedia for
example. It is now possible to capture the
entire content of all the physical books
in electronic form (CD-ROM). This elimi-
nates the need for the entire book print-
ing process.

One company has faced this transition
with considerable difficulty. Encyclope-
dia Britannica (Encyclopaedia Britannica
Case Study) invented this product cat-
egory but has lost out in the movement
to the new marketspace. In 1994 sales in
their traditional business dropped off by
50% and even though they had invested
in an information technology represen-
tation of their product they had to sell
this off. They sold Compton’s New Media
for $70m well short of their $400m ask-
ing price. Senior management did not
really understand the catharsis taking
place in their  marketplace as the old rules
of value creation and value capture no
longer held true in the marketspace.

Management must understand and man-
age the transition to the new rules of
value creation and capture in the
marketspace. The transition from physi-
cal to electronic is not an easy manage-
ment task. New entrants may often have
the advantage in these new market forms
than existing competitors. So watch out
for and study the mould-breakers in your
marketplace. Try to discover what their
new customer value proposition is, be-
fore it’s too late.

Non-Infocentric Products andNon-Infocentric Products andNon-Infocentric Products andNon-Infocentric Products andNon-Infocentric Products and

ServicesServicesServicesServicesServices

The impact of the emerging Marketspace
will not be as dramatic in the non-
infocentric products and services. The
main impact will be in three primary ar-
eas.  First, they will have impact on the
acquisition of customers. As the interac-
tive network reaches into the home, many
advertisers will choose to use this me-
dium because it combines the best of
broadcast advertising with the specificity
of direct mail.

Every major car company now has a pres-
ence on the World Wide Web. When
Saturn, a division of General Motors,
opened up their presence on the web, they
started at over 50,000 inquiries a day
quickly going to over 100,000.  Their fleet
of cars in service is only 3,000,000.  It
was not clear if these inquiries were in-
cremental (e.g. new to the world) or they
had simply shifted from phone or mail to
the web.  Even if they were entirely made
up of people who had shifted to the web,
it would make economic sense for GM,
because handling a web inquiry is usu-
ally 20-50 times cheaper than handling
a phone call.

The second domain in which non-info-
centric products will be affected is the
after-sales service. Companies can give
24 hour a day access through electronic
mail to their customer base. They can
provide service information. They can
sense when people are in need of service
through information on service history
etc.
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The third domain will be in the repeat
purchase process. When a customer is
ready to have a new version of a product
or service, the interactive presence, men-
tioned above in sales and service, gives
the offering company the opportunity to
resell to the customer. Information on ex-
isting product ownership and use is a new
company information asset base.

An important related dimension of this
process is the reselling of goods them-
selves – in a used market. The coming of
a broadband, interactive network will
provide a liquid market for used hard
goods.  If your product or service has a
long useful life, and a high resale value,
the chances are that a robust after-mar-
ket will be developed.  The used car mar-
ket is already being facilitated by elec-
tronic means in the US and Japan and it
will come to Europe with a vengeance.
AUCNET (AUCNET 1996) for example has
constructed a new value proposition in car
auction business in Japan. Using infor-
mation technology the auction takes place
in virtual space and the customer buying
process has been dramatically recon-
figured. So watch out for these new threats
and opportunities for your business.

Another interesting development is the
possibility of bringing the customer di-
rectly into the design process. This can
dramatically change the ability to develop
fast market responses to customer needs.
Levi’s (Summer 1996) for example has
used technology at the point of purchase
to obtain information on customer size
requirements for jeans. They use this in-
formation to custom manufacture bespoke
jeans for the individual lady customer and
deliver these at a 40% price premium. This
information ‘asset’ is then bar coded into
the jeans and the customer can re-order
to suit their size at any time. Understand-
ing and responding to the information
exchanged at the point of consumption
enhances both customer loyality and dif-
ferentiation (price premium).

So even with low-infocentric products and
services the marketspace has many oppor-
tunities to differentiate. As with non-
infocentric products, the main impact on
non-infocentric services will be in:
♦ Customer acquisition,
♦ After-sales service, and
♦ Design feedback loops.

SummarySummarySummarySummarySummary

The basic argument of this paper is that
the coming of the interactive internet-like
network to Europe will mean a wholesale
redesign of the customer value proposi-
tion for those companies that have
infocentric products and services. There
will also be a much reconfigured customer
contact system (acquisition, service, and
reselling) for non-infocentric products/
services.

Those firms that live on information float,
or make a margin due to poor access to
information, or hold onto their competi-
tive advantage due to the fact that their
competitors cannot reach the end con-
sumer efficiently, must watch out.  It will
be easier in future to reach that end con-
sumer, and with reasonable telecommu-
nication rates, the information penetra-
tion of homes and businesses will be very
rapid indeed.

Managers – What to do?Managers – What to do?Managers – What to do?Managers – What to do?Managers – What to do?

Given the rapidly impending deregula-
tion in telecommunications in Europe
managers need to assess the impact of
the marketspace on their businesses and
prepare for the opportunities and risks in-
herent. The following are some key ques-
tions to assist this process.

♦ How infocentric is your product or
service business today? Where does
your company fit in the Marketspace
matrix?

♦ Is your product becoming more serv-
ice intense? This may signal a re-
configuration of your value chain from
a physical to a virtual one.

♦ How infocentric is the consumption
process? Look at the consumption
process again from the customer’s per-
spective and focus on the information
exchanged at the point of consump-
tion.

♦ How vulnerable is your business to a
complete redesign of the distribution
system, the product or service offer-
ing?

♦ What marketspace moves are your
competitor’s making? Be careful to in-
clude new competitors as well as your
existing ones.

♦ What new business opportunities arise
out of this new marketspace, to ac-
quire customers at a much reduced
cost, to enhance after-sales service, to
build customer loyalty or to engage
customers in the product/service de-
sign loop?

As Commissioner Bangemann has indi-
cated the real key for companies is ‘to see
where technology can be used to improve
customer service and satisfaction’. The
marketspace will bring in its wake many
new opportunities for European compa-
nies to compete for customers in both glo-
bal and local markets. In this new com-
petitive environment the rules and even
the game will change with technology
providing new ways to reach existing cus-
tomers often bypassing the existing busi-
ness model.

However, without a competitive infrastruc-
ture European companies may again be
left behind in the rapidly emerging infor-
mation economy. The future will belong
to those companies and countries that are
prepared for the new marketspace.
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