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    Summary of Blown to Bits (Philip Evans and Thomas Wurster)


    
      
        
          Section 1

          Information, Richness and Reach

        

      


      
        
          Main Idea

        

      


      Every business uses the access to information as the structural “glue” which holds value chains, supply chains and organizations together. The Internet is melting that glue and forcing radical changes to take place.


      In particular, the historical trade-off between richness and reach is being restructured as that glue melts.


      
        
          Supporting Ideas

        

      


      A business exchanges information with its customers, suppliers, employees and partners. In fact, for most companies, their main source of competitive advantage is the proprietary information they possess and selectively share. Similarly, most business structures are developed around the functions of gathering and sharing information.


      With the explosion of connectivity brought about by the Internet:


      
        
          	Every business now has the capacity to communicate richly with its customers.


          	Communications capacity is rising at an extraordinary rate -- bandwidth is tripling each year.

        

      


      Historically, physical products and information about those products have always been bundled together. The Internet, however, makes it possible for those two to be separated. That separation has the potential to create enormous added value, since the economics of information and the economics of physical products are entirely different. Many compromises can be eliminated.


      For example, consider shelf space in a shop:


      
        
          	From an information perspective, the bigger the amount of shelf space, the greater the choices available to consumers.


          	From an inventory perspective, the wider the choice the greater the amount of capital tied up in slow moving stock.

        

      


      Whereas in the past, a retailer would have to strike a compromise between the economics of information (choice) and the economics of products (inventory), the Internet removes the need for compromise. The amount of added value created by removing that compromise will vary from industry to industry, but it will be substantial and attractive.


      This can be represented graphically as:
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      “Reach” is easy to define -- the number of people who participate in the sharing of information.


      “Richness”, by contrast, will mean different things in different industries. It may mean timely information, information known by few people, information personalized to the specifics of your circumstances by an adviser, the ability to respond to the information and have it take into account your response, etc. Buyers are very familiar with this trade-off. When looking for a product, they will start with high-reach/low-richness sources like the Yellow Pages and then fine-tune their way towards high-richness/low-reach sources like a salesman offering a personalized product. (Brand names cut down on the search time, thereby adding value).


      So how does the Internet affect this trade-off? It uses two forces acting in parallel:


      
        
          	An explosion in connectivity -- for the first time in history, a common electronic communication network is available for access by everyone. Information is no longer linked to physical proximity and there is negligible cost in the delivery, customization or delay of information delivery.


          	Common communication standards -- as open networks using “good enough” technical standards are completely overwhelming proprietary systems with restricted groups of users.

        

      


      To look at the impact of the Internet graphically:
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      Whereas in the past, a company or organization may have positioned itself at points 1, 2 or 3, there is now another choice -- point 4 where an information rich product can be cost-effectively delivered to a large number of customers. The Internet is the enabling technology for the option of choosing point 4.


      In the history of business, whenever new standards have emerged -- railroad gauge, telephone dial tone, AC power, QWERTY keyboard -- the economic consequences have been dramatic in terms of the amount of added value created. The same thing is happening now as IP (Internet protocol), TCP/IP, HTML and HTTP have been established as digital standards.


      In short, we’re now at the stage where the trade-off between richness and reach blows up and disappears.


      
        
          Key Thoughts

        

      


      
        “As the trade-off between richness and reach blows up, economic relationships, in all their manifestations, will change radically. A sales force, a system of branches, a printing press, a chain of stores or a delivery fleet -- which once served as formidable barriers to entry because they took years and heavy investment to build -- will suddenly become expensive liabilities. New competitors will come from nowhere to steal customers. Similarly, the replacement of expensive, proprietary legacy systems with inexpensive, open extranets will make it easier for companies to bid for supply contracts, join a virtual factory or form a competing supply chain. Inside large corporations, the emergence of universal, open standards for exchanging information over intranets will foster cross-functional teams and will accelerate the demise of hierarchical structures and their proprietary information systems.”

      


      – Philip Evans and Thomas Wurster

    

  


  
    
      
        Section 2

        Deconstruction and Disintermediation

      

    


    
      
        Main Idea

      

    


    Deconstruction and disintermediation are the two processes by which the added value created by the unbundling of products and information will be taken from incumbents and delivered to consumers.


    A business really has only two choices:


    
      
        	Take the initiative and deconstruct customer relationships.


        	Stand back and let someone else benefit by doing it.

      

    


    
      
        Supporting Ideas

      

    


    As the trade-off between richness and reach is blown up, a large amount of added value which was historically captured by companies will be liberated. Over the longer term, that added value will end up flowing to consumers through the two processes of deconstruction and disintermediation.


    
      
        1. Deconstruction

      


      Deconstruction is the dismantling and reformulation of traditional business structures -- value chains, supply chains, organizations, franchises -- which will occur as the trade-off between richness and reach is eliminated.


      Deconstruction typically affects the most critical processes of a business because that’s where the greatest added value is created. It’s also the point at which incumbents can least afford to lose their share of the added value.


      Example of deconstruction:


      Classified advertising contributes 40-percent of a typical newspaper’s revenues in return for for 10-percent of its total costs. Therefore, if classified ads move away from print format to electronic format, that reduction in overall profitability could threaten the ongoing financial viability of the newspaper. Therefore, instead of asking whether or not an electronic version of a newspaper will replace the print version, the better question is to ask where are the areas of greatest profitability and what will happen if just those functions move to the Internet.


      The implications of deconstruction are:

    


    
      
        	Value chains will fragment into multiple businesses.


        	Each new business will have a unique competitive advantage.


        	Competition will increase for the new businesses.


        	Information businesses will increase in value dramatically.


        	New opportunities will arise for unbundled businesses.


        	Many roles will be eliminated -- wholesaler, distributor, etc.


        	Navigators who can guide choices will emerge.

      

    


    To benefit from an industry’s deconstruction:


    
      
        	Analyze how the richness/reach trade-off has traditionally been made in the industry.


        	Evaluate how the Internet and other technologies can transform those trade-offs.


        	Try and project how existing industry participants could create added value as a result of those changes. Where would a new competitive advantage lie -- and by what strategy could those opportunities be exploited?


        	Design and build a new business model which will specifically target those new economic opportunities.

      

    


    
      
        2. Disintermediation

      


      Disintermediation is the elimination of the traditional intermediaries -- the parties who add no value but generate revenues from the trade-off between richness and reach.


      Disintermediation eliminates intermediaries by:

    


    
      
        	Sacrificing richness for greater reach.


        	Adding richness and greater reach simultaneously.

      

    


    Example of disintermediation:


    In the brokerage business, full-service brokers offered a rich service to a small number of customers. In 1975, Schwab introduced the first discount brokerage, offering telephone brokers who disintermediated the full-service brokers. Then, in 1989, Schwab introduced automated telephone ordering -- effectively disintermediating the telephone brokers. Lately, Schwab has moved to Internet delivery of its services, adding greater richness in the form of personalized advice, portfolio tracking, greater financial data, better quotes and trade execution.


    Key points about disintermediation:


    
      
        	It will only occur where the richness/reach trade-off can be shifted and if compromises in the current business model will be eliminated. Both conditions are necessary.


        	It can attack just one part of a business and not another. In fact, the most valuable part of the business is the most likely to be disintermediated.


        	Customer needs and not business definitions are the main point of focus in differentiation.


        	Previous waves of disintermediation resegmented markets. The current Internet-driven wave destroys old business models entirely.


        	Any disintermediation initiative which does not attack compromises in existing business models will fail.

      

    


    Smart business managers are constantly looking for ways to deconstruct and disintermediate their own business models. In fact, for suppliers, this is a key opportunity to take the customer relationship away from retailers and capture more value. In practice, however, that will only occur if you can resolve the numerous in-house conflicts and vested interests this strategy will uncover.


    More than likely, deconstruction and disintermediation create opportunities for new players to come along. With a fresh perspective, they can focus on where the biggest compromises have traditionally been and target those opportunities specifically. By outsourcing all but their strategic systems, they will bring to bear impressive focus.


    
      
        Key Thoughts

      

    


    
      “Managers must put aside the presuppositions of the old competitive world and compete according to totally new rules of engagement. They must acquire totally new technical and entrepreneurial skills, quite different from what made their organization (and them) so successful. They must manage for maximal opportunity, not minimum risk. They must make decisions at a different speed, long before the numbers are in place and the plans formalized. They must devolve decision making, install different reward structures and perhaps even devise different ownership structures. They have little choice. If they don’t do it for their own business, somebody else will do it to them.”

    


    – Philip Evans and Thomas Wurster

  


  
    
      
        Section 3

        Emerging Competitive Strategies

      

    


    
      
        Main Idea

      

    


    The deconstruction of the supply chain linking consumers, retailers and suppliers provides an opportunity for a new entity to emerge -- the navigator. These are new generation intermediaries that provide one key benefit -- shortcuts through a vast sea of options to the best choice.


    Navigators compete in three dimensions:


    
      
        	On reach


        	On affiliations


        	On richness

      

    


    In most industries, navigators will ultimately end up securing the majority of the new added value created unless the incumbents can add richness at a faster rate than the navigators are..


    
      
        Supporting Ideas

      

    


    Since the deconstruction of value chains will dramatically increase consumer choices, there will be an opportunity for navigators to become established as a new and more logical type of intermediary.


    A navigator may take various forms:


    
      
        	A software program -- Quicken


        	An online database -- Auto Trader, Yellow Pages


        	An evaluator -- Consumer Reports, J.D. Power, film reviewers


        	An online search engine -- Yahoo!


        	Market makers, advisers, agents or stockbrokers

      

    


    In practice, navigators always cater to the exclusive interests of buyers. They enhance efficiency and productivity by providing shortcuts.


    In the world of Internet connectivity, navigators:


    
      
        	Can facilitate direct 2-way information flows.


        	Are ideally placed to promote industry standards.


        	Facilitate greater choice rather than act as choke points.


        	Are highly cost effective -- usually free.


        	Allow complete fluidity between participants.


        	Are free of any centralized control.


        	Are completely adaptable and constantly evolving.

      

    


    Navigators are unrestrained by reach -- they can offer every possible alternative to every searcher simultaneously. Similarly, navigators are unrestrained by richness -- they can provide as much or as little information as the searcher specifies. And navigators can seamlessly integrate with other navigators to present even greater amounts of comprehensive information.


    At present, it is still unclear what type of navigator will secure long-term competitive advantage in the Internet era. Current first-generation navigators are varied and include search engines, intelligent agents, software programs and electronic retailers. Presumably, navigation will stabilize within the next few years to whichever model best captures the added value created.


    What is already clear, however, is the fact navigators will compete in three dimensions:
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        1. Competing on Reach

      


      The key objective for navigators to compete on reach is to achieve critical mass in one information domain. Once that has been realized, the navigator can then attempt to migrate across to other categories as well to capture part of the added value that will be created when information and products are unbundled in those other categories.


      E-commerce has thus far been excellent in the generation of greater reach. The downside is that reach without meaningful navigation becomes clutter or background noise.


      No current generation navigators have managed to achieve critical mass in the Internet era. That may be due to several factors:

    


    
      
        	The economics of information is unique and may yet be misunderstood by most participants.


        	Product suppliers have not been willing to offend their existing retailers yet.


        	Retailers have been reluctant to cannibalize their own established operational base to pursue the navigator role.


        	The focus has thus far been more on getting electronic brochures online rather than where it will ultimately end up -- on solving problems.

      

    


    The reluctance of existing businesses to reconfigure their business models and actively pursue the navigator role creates huge opportunities for outside parties to perform this function. This is paradoxical, since current incumbents are ideally placed to exploit the new economics of unbundled information. Again, the unwillingness to change business models until forced to do so could prove costly, and is at best only delaying the inevitable.


    Specifically, retailers should:


    
      
        	Avoid thinking historical victories guarantee future success.


        	Be attacking themselves before someone else does.


        	Combining local & electronic presence into a seamless whole.

      

    


    Product suppliers, on the other hand, should be:


    
      
        	Aggressively adding e-commerce skills.


        	Making it easy for navigators to find a path to them.


        	Developing products that are differentiated and better.

      

    


    At the same time, electronic retailers should be:


    
      
        	Avoiding any exclusive tie-ups at this stage of the game.


        	Reinventing their business models every year -- or sooner.


        	Focusing on the direct fulfillment business model.

      

    


    
      “First generation strategies of experimentation will give way to second-generation strategies of big bets.”

    


    – Philip Evans and Thomas Wurster


    
      “As the sheer volume of information and commerce moving over the Web grows, as the limitations of first-generation strategies become more apparent, as the prospects of replicating the strategies of first-generation

    


    

    
      
        2. Competing on Affiliation

      


      

      
    


    
      
        	Advising users why a premium feature offered by a seller is not worth the additional cost.


        	Disseminating unflattering information about product performance or negative customer satisfaction information.


        	Informing users of cheaper alternatives which are available from alternative sources.

      

    


    

    

    

    
      
    


    

    
      
    


    

    
      
    


    

    
      
    


    

    
      
        3. Competing on Richness


        

        
      


      
        
          	It can contain more information about the consumer and their preferences to allow customer specific marketing to take place.


          	It can contain more information about the product, the brand, the associated service and other product attributes.

        

      


      

      
        
          	Strengthen the relationship with the consumer.


          	Rise above the clutter created by greater reach.


          	Dull the potential impact of impartial navigators.

        

      


      

      
        
          	Provide reminders of upcoming events along with potential purchases based on earlier choices made.


          	Provide personalized interfaces to the business with huge configuration choices, each taking into account negotiated discounts and other detailed preferences.


          	Provide configurators which look at consumer needs and provide information about suitable product options.
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