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Introduction

Multi-sided platforms as a research topic have gained increasing popu-
larity in the academic literature (e.g., Rochet, Tirole, 2003; Evans, Schma-
lensee, 2007) and represent a popular subject area for both strategic and IT
management. Multi-sided platforms (or MSPs) could be defined as organiza-
tions, which act as intermediaries between different groups of users (Evans,
2003, Haigu 2011). MSPs are used in business models of 60 out of 100 world
leading companies and represent the new core of modern economy. Through
such platforms, companies provide their partners access of various forms to
their users base. This partners bring to the business model value, which sup-
plements the offer of the company itself. In a sense, this partners can be
viewed as another group of users of the platform as they bring additional in-
come to the company by paying access fees or for extra features of the plat-
form. Platforms that serve multiple groups of users in the last decade become
leaders in various industries (Facebook, Google, Apple), especially in the In-
ternet-based industries. The scientific basics behind MSPs has started to been
analyzed very recently, as late as the last decade. The existing difficulty of
describing and analysing MSPs and its various elements (e.g., network ef-
fects) is an evidence of that this research direction is merely emerging.

MSPs are considered to provide more value to customers by offering
better benefits at a lesser cost. The product solutions of Facebook, Google,
Apple and other successful examples of MSPs prove to be drastically differ-
ent from what existed in the market, represent new product categories and
create new needs, which they evoke through marketing and exploiting net-
work effects. Based on this. we argue that MSPs are better than traditional
firms at producing innovations that eventually overturn the market and rede-
fine the rules of the game. An effective business model produces products
that consumers value; MSPs, being an intermediary, should increase utility or
reduce long chains of traditional intermediaries and transactional costs asso-
ciated with them, in a way that allows to produce products with value that ex-
ceeds that of analogue products in the existing market. We suggest that dis-
ruptive potential could be considered as a quality of MSP’s end product and
used as a measure of the effectiveness of the platform.

The type of innovations described above are usually called disruptive,
meaning such innovations, which change the bases of competition by chang-
ing the performance metrics along which firms compete (Danneels 2004).
When introduced, they either create a new market among non-consumers or
target a niche of customers who do not value the extra features and high per-
formance of the existing product or simply cannot afford it (Bower and Chris-
tensen 1995). It is considered by the disruptive innovation theory that once
customer perceived value of a disruptive innovation increases, that innovation
gets the chance to gradually diffuse and grow into the market until it takes
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over and disrupts the mainstream market of the old product (Christensen
2003). While there exists an overwhelming supply of literature, in which
scholars suggest ways to make a firm more innovative and create various
measures of the firm innovativeness, it is highly unclear how to identify an
innovation prior its success in the market, i.e. the innovation potential of a
product, service, technology or business model.

In this work, we investigate what constitutes a disruptive innovation po-
tential of a product, service or a technology by analysing MSPs in terms of its
ability to produce products with disruptive innovation potential. Particularly,
we look at digital book publishing platforms and compare the utility they are
able provide, the cost structure they possess to that of traditional book pub-
lishing. We suggest a mechanism for conducting performance and costs anal-
ysis in order to define the disruptive potential of the digital book.

In the empirical research along secondary data, information from pri-
mary sources is used. In the context of the work two empirical studies were
conducted among Russian book consumers, a qualitative and a quantita-
tive, which aim was to define and support crucial points in the research of
digital books’ new value proposition and reader experience cycle im-
provement capabilities.

We showed how it is possible to measure the disruptive potential of
MSP’s on the example of digital books and E-publishing industry and created a
framework, which allows to repeat the analysis with different types of MSP in
the future. This mechanism can be used to evaluate the effectiveness of MSPs
and decision-making regarding the design of the value offering of a company.

1. Literature Review

1.1. Multi-sided platforms

In many industries there exist companies, which work like multi-sided
platforms (MSPs). Multi-sided business models are based on automatiza-
tion of actions between different groups of users, which are united by
common business processes (Evans, 2003, Haigu 2011). In an MSP, one of
the groups is usually paying for all the rest of the users as it gains the most
value out of participating in the platform (e.g., advertisers). The rest of the
groups are often content providers and serve for attracting the paying
group of users, for which they get relevantly smaller utility and, hence, pay
less cost (or none at all) for participating in the platform (Rochet and
Tirole, 2004; Armstrong, 2006). In this way credit card systems unite card
owners and retailers, operating systems — the hardware manufacturers; the
software manufacturers and the users; game consoles producers — the game
developers and the gamers (Evans, 2003).
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According to a report by McKinsey, the interaction of different groups
of users in an MSP creates products and services of greater value, than
those that are created in traditional business interactions (buyer-seller)
(2010). This is caused by cutting costs of conducting market research and
the buyers and sellers looking for each other and using various chains of
intermediaries. Moreover, the participation in MSPs often opens up oppor-
tunities of providing utility, which would be unavailable elsewhere due to
gained through the platform access to information and the opening oppor-
tunities of connecting and working with desired agents, companies and
communities. In the end of the day, the end users get better products and
services at a lower price. For that reason the issues related to MSP man-
agement are currently gaining more and more interest from the business
society as they rise brand new question regarding strategy and policy
(Roson, 2005) and are considered by many as one of the most important
new areas of research in management (Roson, 2005; Haigu 2011; Evans,
2003). This could also be explained by that the study of MSP encompasses
a large range of industries and is especially an important topic for the IT
industry.

The academic literature on the topic represents mostly studies on top-
ics which relate to certain elements of MSPs, like network effects, pricing
on two-sided markets, etc. Yet research, which holistically investigates
MSPs as a phenomenon has emerged very recently and at first represented
mostly spin-offs from literature on credit card systems and less — on inter-
mediary platforms. During the last decade numerous studies had been pub-
lished, which were dedicated to strategic questions related to creating and
managing MSPs. They investigated issues relating to pricing (e.g., Rochet
and Tirole, 2004; Armstrong, 2006), competition (e.g., Eisenmann et al.,
2006; Wright, 2004; Hagiu, 2007), governmental regulation and anti-trust
policies (e.g., Evans, 2003; Rysman, 2009). It was shown that traditionally
discussed aspects of strategic management exhibit interesting pecularities,
when analyzed in the context of MSPs. Although this stream of research is
currently being formed (Roson, 2005), there is a series of opened ques-
tions, which slow down its further development. These questions are defin-
ing mechanisms by which it would possible to distinguish an MSP, de-
scribing and measuring the added value, which is created due to such type
of intermediaries, measuring and studying the nature of network effects,
which often arise between and within different groups of MSP users.

Although network size may be the platform’s strategic focus (Haigu
2011) before the number of platform users reaches a critical mass, other
factors, such as innovation are increasingly important for platform
growth (Lin, Li & Whinston, 2011).Past studies on MSPs typically take
product development as given. However, platform growth is fundamen-
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tally driven by continuous innovations that supplies products to the plat-
form market. Discussion of innovation in the context of MSPs is current-
ly limited, as most research continuous in the direction of pure network
externality. Boudreau (2007) is one of the few recent studies to examine
the effects of innovation in the platform market. By analyzing a data set
on the applications for handheld computers and PDAs (personal digital
assistants), Boudreau identifies a negative effect of increasing developer
network size on innovation incentives in a two-sided platform. Lin, Li
and Whinston (2011) incorporated dynamic innovation by sellers into
the interactions between the platform and the two sides of the market
and discuss the effect of the platform’s fees on sellers’ innovation incen-
tives. They show that the platform access fees on both sides affect sell-
er’s innovation incentives.

1.2. Disruptive innovations

The concept of disruptive technology aims at identifying radical tech-
nical change in the study of innovation by economists, and developing
tools for its management. The term disruptive technology was first intro-
duced by Clayton M. Christensen together with Joseph Bower in their 1995
article “Disruptive Technologies: Catching the Wave” and described fur-
ther in “The Innovator’s Dilemma” (Christensen 2003), “The Innovators
Solution” (Christensen and Raynor 2003), “Seeing What’s Next” (Antho-
ny, Christensen, and Roth 2004) and other works.

Under the disruptive innovation framework Christensen differentiates
sustaining innovations and disruptive innovations based on technological
performance and market segmentation. Sustaining innovation — is an inno-
vation, developed to help the company’s growth in the existing or estab-
lished market place to ensure market growth and domination. Sustaining
innovations “tend to maintain a rate of improvement; that is, they give cus-
tomers something more or better in the attributes they already value”
(Bower and Christensen 1995, p.45).

Disruptive innovation could be defined as an innovation that changes
the bases of competition by changing the performance metrics along which
firms compete (Danneels 2004). Disruptive innovations “introduce a very
different package of attributes from the one mainstream customers histori-
cally value and they often perform far worse along one or two dimensions
that are particularly important to those customers. As a rule, mainstream
customers are unwilling to use a disruptive product in applications they
know and understand” (Bower and Christensen 1995, p.45).

Disruptive innovations can be of radical or breakthrough nature, but
they do not have to be. The disruptive innovation when introduced typical-
ly underperforms with regard to the established products that are most ap-
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preciated by the mainstream customers. But since these technologies are
usually cheaper, simpler and frequently more convenient in usage, the new
product is created at the low-end or entrepreneurial firms may open up a
new market and perform better there. Then, over time, the disruptive inno-
vation improves toward meeting the performance requirement of main-
stream customers that initially ignored it. As soon as the mainstream cus-
tomers switch from the existing products, such innovation would disrupt
the established players and create a new dominant design. According to
Christensen (2003) sustaining innovations are usually taken to market by
the market leader, which therefore strengthen its position, while disruptive
innovations are introduced by newcomers, which threaten the position of
the established firm and lead to its failure.

Most other definitions of innovations deal with the product itself
and not with the market to which it is supplied, while for disrup-
tive/sustaining innovations the focus is on how the changes to the prod-
uct or service affect its performance (i.e. whether the change introduces
a new performance dimension or if it lowers the cost of the product) and
on the effect on the market, giving no matter to what the actual change is
(Lindgvist and Ghazi 2005). The initial work that presented the theory
received large popularity among managers listed by Harvard Business
School Publishing as one of the most popular articles for executive edu-
cation (Druehl and Schmidt 2008). Christensen’s message was that it is
critical for managers to focus on creating a disruptive innovation when
thinking of the firms long-term prospective and be able to recognize a
disruptive innovation from a sustaining when they see one in order not
to underestimate the risks and opportunities for their organization.

To successfully disrupt the market the value delivered by the inno-
vation should be higher than the value delivered by existing products
and services (Lindqvist and Ghazi 2005). Disruptive innovations intro-
duce a new value preposition as they either create new markets or re-
shape existing markets and are distinguished as “low-end” or “new-
market” disruptive innovations (Bower and Christensen 1995).

The new-market disruptive innovation usually brings consumption
to “non-consumers” by targeting new consumers and propoSing new
contexts of use. These innovations usually offer good enough perfor-
mance for a lower price (e-mail vs. postal service, mobile phones vs.
fixed phones). The low-end disruptive innovation can occur when exist-
ing products or services are “too good” and hence overpriced relative to
the value existing customers can use. (Dell computers, Ryan Air, dis-
count stores). The definition of a disruptive innovation by Lindgvist and
Ghazi (2005) includes that differentiation, emphasizing the new value
proposition as a feature of disruptiveness.
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Disruptive innovation is an innovation in the technology, or in the
business model that increases customer perceived value in at least one of
the following ways:

1. By introducing a new performance dimension to the product and there-
fore creating a new market among non-consumers.

2. By providing a less expensive solution — often in trade off for reduced
performance — targeting customers who do not value the extra fea-
tures/high performance of the existing product or simply cannot afford it.
In a recent article, Glen M. Schmidt and Cheryl T. Druehl (2008) argue

that not every innovation that dramatically disrupts the current market is nec-
essarily a disruptive innovation as Clayton Christensen defines this term. Fo-
cusing on the diffusion pattern of the new product they offer a complemen-
tary terminology to Christensen's work. Illustrating their idea by using the en-
croachment framework, they show that low price is not really a constant indi-
cator of a disruptive innovation, naming cell phones and digital cameras as
examples, but low-end encroachment is. Low-end encroachment takes place
when the new product first displaces the old one in the low end of the old
product market and then diffuses upward. High-end encroachment takes
place when the new product first displaces the old product at the high end,
followed later by diffusion down toward the low end. The low-end customers
are the last to adopt the new product. In case, when the entrant introduces a
new product that encroaches from the high end, the incumbent tends to de-
fend its market quickly and vigorously, because the incumbent is losing its
best customers (those with highest willingness to pay). Thus, the incumbent
may be more likely to introduce its own new product to encroach from the
high end, even if it means cannibalizing its own product as Intel does with a
new generation of microprocessor.

Glen M. Schmidt and Cheryl T. Druehl (2008) claimed that although
some innovations tend to look disruptive, if that new product first encroaches
on the high end of the existing market diffusing downwards and the impact
on the current market is immediate and striking — it is a mere indicator of a
sustaining innovation that had just cannibalized another sustaining innovation
that was before it. It is said that both new-market and low-end disruptions re-
sult in low-end encroachment diffusion process. The only difference is
whether the encroachment starts immediately (as in the case of a low-end dis-
ruption) or after the new product has opened up a new market and subse-
quently improved enough to become attractive to the low-end customers of
the older product (as in the case of a new-market disruption).

Christensen in his original work (2003) mentions that a product can
sometimes take sales away from the old product (encroach) from the low end
even if it starts up as expensive (cell phones relative to land line). Back then
he called those situations as exceptions from the rule. Nicholas Carr (2005) as
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well spoke of such disruptive innovations that outperform existing products,
when they are introduced and sell for a premium price, rather than at a dis-
count (CD relative to vinyl disk). These innovations are typically very costly
to produce. The new expensive product is first purchased only by a small
group of “power users”, who is able to justify their purchase. To be able to
reach a mass market, these disruptions are dependent on economies of scale
to lower the production costs and the prices. As suppliers get experience and
scale and the prices of underling technologies drop, the production costs tend
to go down. Meanwhile, the broader market becomes aware of the benefits of
the new product and increasingly open to embracing it.

Table 1
Mapping of the type of innovation to the type of diffusion
Type of diffu-
. Type c.)f sion to which it Description
innovation
maps
- . The new product first encroaches on the high end
Sustaining | High-end en- L .
. of the existing market and then diffuses down-
Innovation | croachment ward
The new product first encroaches on the low end
Disruptive | Low-end en- of the existing market and then diffuses upward.
Innovation | croachment Low-end encroachment begins immediately upon
introduction of the new product.
. Before encroachment begins, the new product
Fringe-market )
opens up a fringe market (where customer needs
low-end en- . .
are incrementally different from those of current
New- croachment
: low-end customers).
Market Dis- -
. Before encroachment begins, the new product
ruption Detached-market
opens up a detached market (where customer
low-end en- . .
needs are dramatically different from those of
croachment
current low-end customers).

Source: Druehl and Schmidt (2008)

Cheryl T. Druehl and Glen M. Schmidt (2008) managed to explain
this phenomenon by distinguishing two ways of new-market disruption. In
the case that was spoken about above before encroachment began, the new
products opened up a detached market, where customer needs were dra-
matically different from those of current low-end customers (cell phone
relative to land line, FedEx relative to U.S. Postal service). “Preferences in
this new market are so divergent (detached) from the current market that
reducing the price of the current product a bit would not have enticed the
detached market to buy it” (p.350). Alternately, a disruptive innovation can
open up a new market on the fringe of the old market. “A new market is
defined to be on the fringe of the old market if buyers in this new market
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would have bought the current (old) product if only the old product were a
little less expensive. In other words, the preferences of the new fringe mar-
ket are only incrementally different from those on the low end of the cur-
rent market” (p.351). Druehl and Schmidt (2008) stress that the point is not
that high-end encroachment is necessarily a bad strategy and low-end en-
croachment a good strategy, but rather that both incumbents and entrants
must be aware of and make use of the strategy that offer maximum benefit.

2. Analytical Framework

Christensen does not establish exact criteria for determining whether
or not a given innovation is considered a “disruptive innovation” and the
question of whether an innovation is disruptive only once it displaces in-
cumbents that built their business on the prior technology or business mod-
el still stays open. In this study, we agree with Lindqvist and Ghazi (2005),
who generalize that the disruptiveness of an innovation depends both on its
disruptive potential, which is an intrinsic quality and on the actual capabili-
ties and choices the firm and its competitors make — the disruption process
of that innovation. In this section we suggest a framework for identifying
the disruptiveness of an idea.

Evaluation of Evaluation of
Disruptive Potential Disruption Process
INNOVATION does it offer new value? does it disrupt the market? DISRUPTION
> —I\> 1. Foothold
L4 2. Mass market
Performance | | Cost 3. Customer attraction
Assessment Assessment 4. Customer switching
5. Incumbent retaliation
6. Incumbent displacement

Fig. 1 The evaluation of the disruptiveness of an innovation

Since it is impossible ex ante to determine a disruptive technology,
only its disruptive potential can be evaluated. Studies of disruptive poten-
tial concentrate on the ex-ante approach in an attempt to provide a scenario
of future development of the innovation (Puumalainen and Sainio 2007).

The innovation’s ability to disrupt a chosen market is its disruptive
potential. For a product of MSP to have disruptive potential there must be
an underserved market with willing early adopters and for that to happen
the value delivered by the product should be perceived higher, than the
value delivered by existing competitors’ products. According to the disrup-
tive innovation definition, this could be established either by (1) offering
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brand new performance dimension or (2) a reduced traditional perfor-
mance for a more attractable price.

2.1. Performance assessment

Disruptive innovations change the bases of competition because
they introduce a dimension of performance along which products did not
compete previously (Danneels 2004). These new dimensions of perfor-
mance would attract the market segments from new products disrupting
the market. As it is evident what is that the consumer expects to receive
and values in the purchase, it becomes possible to say whether the prod-
uct is inferior in terms of traditional value offering and if it actually of-
fers anything new. If it turns out that it is inferior in terms of traditional
performance, but offers valued performance of a new dimension, under-
served customers and former non-consumers are likely to form a new
market for the product.

Defining Analysis of the
Customer Value Buyer Experience Cycle

Where can the
buyer experience be
improved?

Existing What is the value of
Products the product?

Cioes the innovation
improve buyer
experience?

Does the innovation
Innovation offer new value?

Fig. 2. The performance assessment

Traditional value analysis. By identifying what the customer will
actually value about the product the foothold for the innovation can be
identified (Christensen 2003). Sheth, Newman and Gross (1991) in the
theory of Consumption Values and Market Choices argue that they have
identified five values that drive all market choice. These five values —
functional value, social value, emotional value, epistemic value, and
conditional value — are categorized in order to distinguish between the
functional dimensions and socio-psychological dimensions of value.

e Functional value could be defined as the perceived utility acquired
from a product's capacity for functional, utilitarian or physical perfor-

mance (Sheth, Newman and Gross 1991, p.161).
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e Emotional Value is the perceived utility acquired from the ability of
the product or service to arouse feelings or affective states (p.161).

e Social Value is the perceived utility acquired from product’s associa-
tion with one or more specific social groups (p.161).

e Epistemic Value is the perceived utility acquired from the product’s
ability to arouse curiosity, provide novelty and/or satisfy a desire for
knowledge (p.162).

e Conditional Value could be defined as the perceived utility acquired
by the presence of extreme physical or social situations when the cus-
tomer choice is made, in which the functional or social value of the
good is emphasized (p.162).

Any or all of the five consumption values, depending on the situation,
may influence a consumption experience. Yet the market choice is a func-
tion of multiple consumption values and these consumption values are in-
dependent and make differential contributions in any given choice situation
(Sheth Newman and Gross 1991).

Since customer value is measured, a qualitative research design is
considered the most appropriate given the nature of the information that is
desired (Woodruff and Gardial 1996). It is important that all of the possible
value types are taken into consideration.

Analysis of the buyer experience cycle. Once it is known what the
consumers value, the next step is to investigate where and how they re-
ceive that value. According to the buyer experience cycle model, a cus-
tomer’s experience when buying a product is not only the result of using
the product — there are normally five other stages: purchase, delivery, sup-
plements, maintenance and disposal (Kim and Mauborgne 2000). Each
stage encompasses a wide variety of specific experiences.

In order to understand if the proposed innovation exploits the potential
for performance improvement in the different stages, the appropriate ques-
tions should be answered (Kim and Mauborgne 2000).

1. Purchase — how easy it is to find the product, how attractive and
accessible is the store, what is the level of comfort and speed of
making the purchase.

2. Delivery — how fast and convenient is the product delivery.

3. Use — what training or expert assistance is required while using the
product, how effective are the product’s features and functions.

4. Supplements — what are other accessories that need to be used with
the product.

5. Maintenance — how easy it is to maintain the product.

6. Disposal — whether the use of the product creates waste items and
how easy it is to dispose of the product.
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There are six different ways for innovating and creating value in these
stages, which are defined by levers of utility (Kim and Mauborgne 2000).
Those are the ways in which companies unlock utility for their customers.

1. Customer productivity — the innovation helps customers do things bet-
ter, faster or in a different way.

2. Simplicity — the innovation offers enhanced ease-of-use.

3. Convenience — the innovation makes a desired activity easier to per-
form.

4. Risks —the innovation minimizes customers’ financial or physical risks.

5. Fun and image — the innovation delights customers.

6. Environment friendliness — the innovation facilitates recycling and
other environmentally sensitive practices.

The benefits and drawbacks of the product can be evaluated by using
the utility map (Kim and Mauborgne 2000). Filling in an innovation’s utili-
ty map makes it possible to observe what utility levers the product involves
in and if it actually improves buyer experience. An innovation has the po-
tential to become a new-market innovation if it introduces a new benefit in
the same stage of buyer experience cycle or introduces a new benefit in a
new stage.

Product value determinants that should have been discovered before-
hand through the pilot testing are to be used in a quantitative research
aimed at measuring the level of reader dissatisfaction with the attributes of
the current product. A high level of dissatisfaction in a buyer experience
cycle stage would indicate where there is currently a room for innovations.
Filling the utility map would show whether the innovation improves expe-
rience that needs to be improved or overserves the customers by providing
extra utility that would not be valued.

Yet it is important to know innovations in which experience stage the
buyer will value more, since it is clear that in different cases different stag-
es might be of greater importance than others. So by additionally measur-
ing the perceived importance of each stage it would be possible to say in-
novation is which stage would lead to a more efficient increase in per-
ceived value.

Studying perceived importance of new utility. A new utility only
increases value if the customer appreciates this utility. So in order to meas-
ure the value contribution more correctly it is necessary to estimate the
need in innovations in each buyer experience stage by:

1. Estimating consumer dissatisfaction with factors that affect utility at
each stage.

2. Measuring the relative perceived importance of each stage to the
reader.

3. Finding out an increase of what utility will generate the most value.
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Purchase  Delivery Use Supplements Maintenance IDisposal

Customer
Productivity

Simplicity

Convenience

Risk

Fun and Image

Environmental
Friendliness

Fig. 3. The utility map
Source: Kim and Mauborgne (2000)

Bower and Christensen (1995) pointed out that established firms are
held captive by their customers and therefore miss the disruptive technolo-
gies. Danneels (2004) interprets Christensen’s findings saying that this
happens because those firms are focused narrowly on serving current cus-
tomers and should not allocate all their resources to serving just them.

Since the focus of disruptive innovations is on non-consumers and less
active consumers in the low end of the market and the studied object does
not feat to traditional performance expectations, estimating customers’
willingness to go for an innovation is a challenge.

This study proposes to try to feel for a need for an innovation in the
market by measuring the level of customer dissatisfaction with the attrib-
utes of the current product. From changing the question from “where the
buyer experience can be improved?” to “where it needs to be improved?” it
would be possible to say innovation is which stage would lead to a more
efficient increase in perceived value. That way a single utility improve-
ment that the customer perceives as important would lead to a more effi-
cient increase in a new product’s value than multiple improvements in util-
ity that is valued less. If it turns out that the innovation drastically im-
proves utility that is most valued and used, underserved consumers and
former non-consumers are likely to form a new market for the innovation.
In a situation, where there are no unsatisfied needs, which the innovation
could focus on to stimulate a new market isolation and if the innovation
only offers new utility levers, that are not really valued or used, there is a
small chance for the innovation to disrupt the market. In that case, we say
that the innovation has no disruptive potential.
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2.2. Cost assessment

A customer perceived cost of a product is decreased either by reduc-
ing the price of the product via innovations in the industry supply chain or
by reducing the customer cost of using the product via offering enhanced
simplicity, convenience, productivity, smaller risks, etc. The second case is
equivalent to innovation’s proposing of a new utility lever and thus is in-
stead reviewed in the context of performance assessment.

Value has also a meaning in the context of trading relationships.
Since value is derived from customer needs, those activities that do not
contribute to meeting these needs are “non-value-added” waste, or “mu-
da” in the language of lean thinking (Feller, Shunk and Callarman 2006).
By streamlining the processes that generate the goods and services that
customers value, fewer resources need to be expended, and thus the
margin between customer value and the cost of delivery increases,
providing opportunities for price reduction (Feller, Shunk and Callarman
2006).

Our focus in this section is to understand how the various participants
in publishing industry’s supply chain add value and affect the final price of
the product. Supply chain is a term “now commonly used internationally —
to encompass every effort involved in producing and delivering a final
product or service, from the supplier’s supplier to the customer’s custom-
er” (Supply-Chain Council 2005). The primary focus in supply chains is on
the costs and efficiencies of supply, and the flow of materials from their
various sources to their final destinations (Feller, Shunk and Callarman
2006). Efficient supply chains reduce costs.

Each member in the supply chain receives “input” from the previous
member, “adds value” to this input through its internal activities/processes
and passes on the “output” to the next member in the chain (Feller, Shunk
and Callarman 2006). This process is often depicted via value chains. Val-
ue chains link raw material suppliers, manufacturers to distribution chan-
nels and end customers by defining the locus of value creating process.
They generally include three or more of the following actors: producers,
processors, distributors, wholesalers, retailers and consumers, who work
together to identify objectives, share risks and benefits and invest time, en-
ergy and resources to make the relationship work (Powazek).

A consideration of the tasks and functions that occur in the industry is
needed to uncover whether the product reduces or eliminates considerable
muda via process improvement activities. This could be done by:

1. Defining the value contributions of the actors of a value chain before
and after the potentially disruptive innovation.
2. Finding the changes in value contribution in the trading process.
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3. Finding how the value offerings in a value chain affect the price.

While a sustaining innovation improves or maintains profit margins
by exploiting existing processes, disruptive innovations often involve
changing the business model (Lindqvist and Ghazi 2005). Low-end dis-
ruptive innovations require a new financial or operational model that
would help earn attractive returns at low prices and new-market disruptive
innovations are built on new business models often with lower price points,
new revenue model and new distribution channels.
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Fig.4. Typical supply chain / value chain

Figure 5 illustrates the graphical representation for evaluating the dis-
ruptive potential of an innovation, based on the definitions, classifications
and analysis logic described above.

3. Research methodology

In evaluating the disruptive innovation potential of an MSP product,
both qualitative and quantitative techniques are required. This includes per-
forming qualitative and quantitative interviews in order to test the viability
of framework.
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The first research is a pilot testing — an attempt to explore the deter-
minants of reader buying experience and the new value digital books offer.
The research is exploratory and a qualitative research design was consid-
ered the most appropriate, given the nature of the information that was de-
sired. As Woodruff and Gardial (1996) noted, “measuring customer value
Is rooted in the use of qualitative data-gathering techniques”. In-depth type
of interviews was considered as the most appropriate method, since it was
necessary to reveal the hidden motives, considerations and attitudes of the
respondents towards a particular topic. 30 in-depth interviews were con-
ducted in total.

During the exploratory and descriptive phases of the work secondary
sources are mainly used. These are books, scientific and other articles in
journals, also articles and other information on the Internet. The credibility
of these sources is generally high. The books and articles have either been
recommended by the supervisors or collected using databases, e.g. Emerald
Insight and EBSCO. During the descriptive and evaluative phases of the
work, use of primary sources has also been considered. The primary
sources are mainly ordinary book consumers, not coming from or deliber-
ately connected with Publishing, libraries and book retailing. The primary
sources are used when the draft of the framework is applied on the digital
book. After the framework had been applied on digital books, the results
enable an evaluation of the appropriateness of the framework. Required
modifications are identified and a refined framework is proposed.

The main research, on the other hand, aimed at measuring the level of
consumer dissatisfaction with the attributes of the traditional product re-
quired the use of quantitative techniques. The questions in the on-line sur-
vey, in which 100 participants took part, were conducted using Likert’s
scaling and the results were summed up to show the book attributes that
caused a sufficient level of reader dissatisfaction. Likert’s scaling was con-
sidered the most appropriate, because the participants were not asked to
evaluate the whole product as such with competitors’ products, but only to
evaluate separate product features.

The evaluation logic illustrated via a block scheme (figure 6) presents
a tool for distinguishing disruptive innovations and the types of disruptive
potential. The classification of disruptive innovations might also prove
helpful with analysis of any other product when working with Christen-
sen’s (2003) original model.

The object of this study is e-publishing, an establishing type of MSP,
on which we have chosen to illustrate are model. Next, we will mention the
main definitions of termed used in the analysis and discuss the ecology of
E-publishing.
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The E-publishing ecology. The Open eBook Forum, the trade and
standards association for the digital publishing industry that in 2005 was
renamed to International Digital Publishing Forum (IDPF), back in 2000
published a document, suggesting the framework for E-publishing ecology.
The document embodies various deliverables (glossary, reference models,
stakeholder profiles, etc.) that its' working group have produced for the
Public Comment Draft. The paper defines e-publications as follows:

Electronic Publication — is a Literary Work disseminated in the form
of a Digital Object and accessed electronically, where...

Digital Object — is a sequence of bits that incorporates unigue naming,
Metadata, and Content. It may be recursive, enabling management of ob-
jects at multiple levels of granularity (the whole document, a paragraph,
graph, etc.) in any medium (text, audio, video, image, etc.) and...

Literary Works — are works, other than audiovisual works, expressed
in words, numbers or other verbal or numerical symbols or indicia, regard-
less of the nature of the material objects, such as books, periodicals, manu-
scripts, phonorecords, film, tapes, disks, or cards, in which they are em-
bodied (U.S. Copyright Act 1976, cited in OEBF 2000).

E-publishing is then defined as the act of disseminating Literary
Works in digital form. E-publication could be read on hardware devices
known as e-book readers.

E-book (digital book) Reader, also called an e-book device or e-reader
— is an electronic device that could be used for reading digital books and
periodicals. Any PC, laptop, cell phone or Personal Digital Assistant
(PDA) capable of displaying text on a screen is also capable of being an e-
book reader.

Dedicated E-readers — are devices designed primarily for the purpose
of reading e-books. Most modern dedicated e-readers use e-ink technology
to display content. The main advantages of these devices are portability,
readability of their screens in bright sunlight, and long battery life.

In September 2007 the International Digital Publishing Forum (IDPF,
former OEBF) announced EPUB to be the official E-publishing standard,
superseding the older Open eBook standard. EPUB (also referred to as “e-
pub”) is free and open, and designed for reflowable e-publications, mean-
ing that the text display can be optimized for the particular display device.
It is composed of three open standards:

e Open Publication Structure (OPS) 2.0, contains the formatting of its
content;
e Open Packaging Format (OPF) 2.0, describes the structure of .epub

file in XML,

e OEBPS Container Format (OCF) 1.0, collects all files as a ZIP ar-
chive.
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XHTML or DTBook (an XML standard provided by the DAISY Con-
sortium) are used to represent the text and structure of the content docu-
ment, XML - for descriptions, a subset of CSS - to provide layout and for-
matting and a re-named “zip” file to hold it all in. Extension ".epub" is the
file extension for EPUB reflowable e-publications. The format is meant to
function as a single format so that publishers can produce and send a single
e-publication file through distribution. EPUB also offers consumers in-
teroperability between software/hardware for unencrypted reflowable digi-
tal books and other e-publications (Conboy 2009).Unlike PDF, which is a
print-oriented, fixed-layout format that makes it hard to change the layout
of documents when, for example, changing the page size, but keeping the
font size the same, EPUB is a display-oriented, reflowable format. Using
the EPUB format makes it easy to produce a document, which would dis-
play well on different display sizes and with many various font sizes.

Next, the term “digital book” will be later on used to describe a new
format for reading that is the digital media equivalent of a conventional
printed book. Moreover it will be also applied as a word to unite digital-
ized, multimedia and hypertext books. “E-book”, on the other hand, is used
to refer to a product category (contrary to e-newspapers and e-journals)
under the umbrella of non-periodical digital books.

4. Analysis

In this part, the empirical findings based on the analytical framework
are introduced. These findings include an evaluation of the disruptive po-
tential of the digital book in the book publishing market.

4.1. Performance Assessment

The performance assessment aims at investigating what performance-
related benefits the digital book has to offer. New performance dimensions
suggested by the new book format may attract former non-consumers and
facilitate the formation of a new market. The offering of a better price for
the cost of inferior performance, on the other hand, if reconsidered so to
best satisfy the needs of an existing reader, may attract a low-end segment
from where the digital book would start disrupting the market.

First the reader perceived value of the book is determined: what types
they are, at what stages of consumption each value is accumulated and
what are some of the peculiarities of the consumer perceived value when it
comes to books. A qualitative research conducted from 30 respondents,
who are book consumers is made to support these findings.

Then, a formulation of new market needs is presented and the digital
book is reviewed in terms of capability to satisfy these needs.
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Then based on a quantitative research of 100 book consumers the dis-
satisfaction with different product performances in each reader experience
stage is measured and a utility map summarizes whether digital books im-
prove reader experience in a way that could be valued by the market.

Traditional performance assessment

I.  The functional value of a book refers to the book's information media
capabilities. The more readable and preservable the book is, the higher
it's functional value is.

Readability of a book depends on print and paper quality: the pages'
background should contrast the text and the printed text and pictures are to
be sharp. In poor quality print the paper is gray and transparent showing
through text from the back of the page and the text and pictures are blurry,
causing tension to the eyes, when read.

Preservability of a book depends from the time and frequency of using
the book: as the book grows older, the easier it gets to accidentally tear a
page and the more dirt and stains the book gathers if often used, making
rereading the text more difficult.

II. The emotional value of a book is the value that is created through as-
sociating the book with special feelings and memories. The higher is
the book's capability to arouse feelings and affective reactions in the
reader, the higher the emotional value of the book is.

I1l. The social value of a book is the perceived association of a book with a
certain social group or groups. Books generate social value when they
are associated with positive or negative stereotypes of demographic (age,
sex, religion), socioeconomic (income, occupation), cultural/ethnic (race,
lifestyle), or political, ideological segments of society.

When the information about books one reads and have read is availa-
ble for others to see, allowing associating the reader with a certain social
group, the book could be said to generate social value. This happens when,
for instance, a reader puts a list of his favorite authors and titles on his web
profile of a social network or even just by reading a book in a place where
others can identify the title or genre of the book, or also the mere fact of a
book being read.

This also works the other way around, when not the associated social
community is aware of the reader, but the reader is aware of that communi-
ty. In this case the reader relating himself to this community via reading
generates the social value of the book.

IV. The epistemic value of a book is its ability to arouse curiosity, create
novelty or satisfy an aspiration for knowledge. A book generates epis-
temic value when it is capable to supply something new or different
from what is already known.
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Novels when reread usually do not provide as much epistemic value as
the first time when they were read, since its end and plot turns are known
in advance.

Conditicnal

Functional Value Social Value

- association with
social groups

- readability
- preservability

- particular need

Book Consumaot
Choice Behavior

Emoticnal Value Epistemic Value

- aroused feelings and - parceved novelty
affective reactions - aroused curiosity

Fig. 6. The five values influencing book consumer choice
Source: Sheth, Newman and Gross (1991)

V. The conditional value of a book is the value that is determined by the
conditions of the specific situation, in which the reader makes a buy-
ing choice. A book generates conditional value when there are urgent
matters that accentuate the functional or social value of that book.

For example a book from an obligatory class reading list could pos-
sess a huge conditional value for a student during the exams session, while
have possessed none a few years earlier.

In a book dedicated to digital book peculiarities Stork (2000) notices
that the sets of advances in technology are not yet mature and some of the
advantages brought their own inherent problems: resistance to change, font
issues, lack of a standard format, digital rights management, reproduction
of graphics and reader hardware.

In a report by O’Hara (O’Hara and Sellen 1997) dedicated to the
comparison of reading paper and on-line documents the authors conduct
a laboratory study in order to give an understanding of why economists
at the IMF always mark up and review their colleagues’ documents on
paper and choose to read important documents from paper rather than
computer screens. The research pointed out the following observations
(O’Hara and Sellen 1997):

e It was found that the ability to annotate while reading was important
in enforcing an understanding of the source document, and helped in
planning for writing.
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e It was found that movement through documents was important for in-
formation organization, for reference, and for checking understanding.

e Laying out pages in space was found important for gaining an overall
sense of the structure of a document, for referring to other documents,
and for integrating reading with writing.

Concluding, the aspects that a consumer traditionally values in books
were defined and arranged according to Sheth-Newman-Gross’s classifica-
tion (1991). Secondary data collected from researches on reading behavior
and digital book traits illustrates that digital books clearly loose in terms of
traditional performance to paper books:

- Switching to digital books requires changing core habits, since they
have no physical representation;

- The lack of a standard format and the digital text being reflowable
lead to the loss of the massage put in the page design and text posi-
tioning of the book;

- Digital books offer small flexibility and control over spatial layout;

- Full color graphics, complex tables and figures are not easily repro-
ducible on small screens;

- Annotation in digital books seizes to be an integral part of reading;

- Slow book navigation techniques require additional efforts from
the user;

- Digital books require expensive hardware, which is not always
compatible with every digital book format.

New performance assessment. Even taking into consideration the
disadvantages of the digital book Stork (2000) mentioned, he demonstrates
absolute confidence in that digital books are here to stay and would be a
major part of the Publishing industry in the new millennium. He broke the
advantages of digital book publishing into six characteristics: readability,
usability, changeability, portability, multimedia capability, and availability.

Robert Stein, founder of the first commercial multimedia CD-ROM
publisher and director of the Institute for the Future of the Book, has been
exploring the potential of “new media” for nearly thirty years. One of this
Institute's stated principal activities - building high-end tools for making
complex electronic documents (www.futureofthebook.org 2006) — is of big
importance for this study. Of particular interest is the 2008 peace, in which
Bob summarized his views in a conceptual model he called “a unified field
theory of publishing in the networked era”.

Stein in the unified field theory of publishing in the networked era
(2008) accuses the Publishing industry to have turned a blind eye on the
fact that reading and writing have always been social activities. Publishers,
retailers and even authors tend to forget about the active reader by not car-

26



Ing to interact with or support the communities of readers - the relationship
which may benefit both parties: extending reading experience for the con-
sumers and receiving useful feedback and suggestion for the producer.

Today social interaction comes forward transforming the image of the
reader and reading as such from a solitary experience to a social activity:
you take a book, go to a forum, read messages, leave massages, leave
comments on the book at the online shop and google the questions that rise
up while reading (Stein 2008).

In the Institute for the Future of the Book (www.futureofthebook.org,
2006) they discovered that used books in libraries sometimes have very inter-
esting marks in the margins: thoughts, remarks and even readers’ conversa-
tions. Realizing the value of such practice for the reader experience they
started experimenting on efficient ways to include it in a book, the way read-
ers could use the maximum from it. Experimentation on writer’s blogs,
CommentPress platform and via Sophie software proved that there is a great
potential and need in including user-generated content into books.

Speaking on the same topic, but in the context of textbooks Parker
Rossman (2005) presents a similar opinion, saying that the Electronic
Learning Tutorial Instrument System of the future should become a teach-
er-guided technology tailored to the individual via an automated tutor and
incorporate other media and technologies, including the feature of com-
menting and online discussions.

He also stresses the importance of personification of the reading expe-
rience of a textbook consumer, meaning that the same e-textbook through
special software should be able to change the pace of reading and regulate
the difficulty of the study materials according to the reader’s needs or offer
further readings for those who are interested in the subject in a deeper lev-
el. The feature of customization might prove as useful also in the electronic
trade book market, helping to create a personalized citations library.

Another clear trend of digital media and high-tech leisure products is
applying interactiveness and user customization possibilities wherever it is
possible. Literally letting the reader lead the reading process by allowing
him to customize the way he wants the read it or even letting him to en-
gage in the plot, if we talk about fiction, choosing variants to solve quests
or performing an action in the story. With the author laying “Easter eggs”
across the story, just as there are often “hidden tracks” on CDs and bonuses
and deleted scenes on DVDs, the reading process could be so much more
involving and personalized — the trait the book seemed to lose as other me-
dium have appeared.

Analysis of reader experience cycle. According to Kim and
Mauborgne (2000) the perceived value of “consuming” a book would not
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be something the readers get at once as they finish the book, but something
they would receive peace by peace during the whole process of book con-
sumption that can be divided to the following steps:
1. Buying the book (from searching for the needed book to the act of
purchasing),
2. Delivering the book (from the act of purchasing to the act of using the
book),
3. Reading the book (from preparing for reading to the reading process
itself),
4. Keeping the book (from after the book had been read).

The more convenient is every step of the consumption process, the
less costs they suffer and the higher the value of the product is.

In-depth interviews with 30 book consumers of different ages and
backgrounds allowed formulating the following generalization: an average
reader values a book more...

(I.  Buying the book)

...the higher the availability of the book is;

...the reachable the place of purchasing is;

...the faster the buying transaction is;

...the more secure the transaction is;

(1. Delivering the book)
...the faster the delivery of the book is,
...the lighter the book’s weight is,
(1. Reading the book)
...the less efforts it requires to read the font;
...the simpler the navigation in the content is;
(IV. Keeping the book)

...the less accommodations for keeping the book requires;

...the less maintenance efforts keeping the book requires,

...the more preservable the book is.

In the qualitative research 30 people were asked about the things that
could decrease the cost of reading and buying a paper book in each stage of
the buyer experience cycle. Specific sub-questions were formulated in ad-
vance to be able to enhance the understanding of the questions by the re-
spondents. In order not to lose any essential information about consumer
behavior that is closely dependent on the age of the respondent, the study
used stratified sampling by age. There were 10 age groups and each con-
sisted of three respondents with an age difference of maximum 4 years,
with the oldest respondent being 65 years old and the youngest — 15 years
old — all consider themselves book consumers. About one third of the re-
spondents were men,
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The purpose of the pilot testing was to collect information about value
at all stages of a book consumption experience as in-depth interviews are
very useful at uncovering hidden issues and in providing with very rich
depth of information (Wikipedia). The results of the study are also used in
the development of the quantitative survey items.

Finding the right book. During the initial interview every respondent
argued that the main determinant of a book’s value is its relevance to the
buyer expectations of the product prior to using: whether the book was in
practice what it was expected to be in theory.

The received answers allowed summarizing the perceived indicators
of the product relevance to the readers’ needs:

1. Book’s cover design,

Quotes from media: recommendations, short reviews on the cover,
Annotation inside and on the back of the book,

Books location in a place for certain book category in the
bookshop/e-bookshop/ library,

5.  Recommendation from the shop assistant/ librarian,

6. Automatically generated recommendation on e-bookshops,

7. Buyers’ comments on e-bookshop website,
8
9

oW

Printed reviews,
. TV reviews and advertising,

10. Outdoor advertising,

11. Internet media reviews and advertising,

12. Book reviews on blogs, forums and personal websites,

13. Online reference databases,

14. Printed reference books.

All of the respondents said that when possible they apply to several
such indicators before buying a book and that the more sources are used in
the process of decision making, the better is the result. Its possible to say
that in a market overflowed with products finding the right book becomes a
big challenge and introduces new costs for the book consumer. And for
that reason new mechanisms for determining the relevance of a book to
ones needs become of great value for the book consumer.

Book disposal barriers. There is yet another issue related to the per-
ceived reader value that is less obvious — the attitude towards a book that
the buyer doesn’t need anymore. The respondents’ answers to the question
“what do you do with books you don’t need anymore?” showed that the
mere thought of throwing away a book triggers barriers of various charac-
ters, that could be classified as: emotional, functional and social (table 2).

The emotional barrier appears from treating books as friends and
memorabilia, what stimulates maximally long book maintaining. The long-
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er such a book is kept, the more emotional value it generates and the harder
it is to part with the book.

The functional barrier, in contrary, rises in response to looking at
books as paid for goods that can still generate value somewhere in the fu-
ture or be reused by others. That leads to selling, lending or bequeathing
used books.

Last, the social barrier reminds the book consumers of their responsi-
bility towards nature and society, which often makes them want to recycle
or donate the book to a library.

Table 2
Common book disposal psychological barriers

. ... A good book is like a friend. I will feel bad to throw it away.
Emotional . : . .
. ... It would be insensible to through away something that describes me
barrier : :
and reminds me of my life path.
. ... At some point in the future I might want to reread it.
Functional : .
barrier /i is not reasonable to throw away what someone else can still use.
... It is wrong to throw away something that could last for a 100 year.
Social ... Throwing away books is a socially irresponsible deed.
barrier ... Throwing away books is an eco-hostile action.

These barriers constitute that the perceived consumer value of the
book generated in the process of “using” the product does not disappear as
the book had been read. The mere act of consideration of a book disposal
leads to reconsidering and, sometimes, the increase of the perceived value
of the book at the moment the decision needs to be made whether to keep it
or throw away.

It could be concluded from the observation that as the epistemic and
conditional values are no longer relevant, the barriers generated by the per-
ceived emotional, functional and social values push the consumer to pay
extra costs for book keeping or facilitate a new consumption chain for the
used book:

1. Due to a strong emotional attachment, the time of single book preser-
vation is significantly extended, what leads in time to a limited in-
crease of the emotional perceived value at the expense of decreasing
functional, conditional and epistemic value and high cost of keeping
and maintaining the book.

2. Reselling, lending and bequeathing of books lead to a loss in epistem-
ic and conditional perceived value of the book (as the book wares out
and the content does not get upgraded by new editions) and causes the
weakening of producer’s control over the product, lost revenues and
eventually — higher price of books.
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3. Recycling and donating books boosts the perceived social value of the
consumption by engaging the book into a new consumption chain if
the used book is qualified for such purposes or, in the opposite case,
delegating the act of disposal to the library or the recycling company.
It should be mentioned that in each case the consumer suffers a cost of
preparing and delivering the book to the transfer.

That way the definition of the reader perceived value could be formu-
lated is the relationship between the reader’s perceived functional, emo-
tional, social, epistemic and conditional value of the book consumption
and the inconveniences associated with buying, delivering, keeping, read-
ing and disposing of that book.

Utility Map Analysis
Stages of the Buyer Experience Cycle:

S-1.

S-1I.

S-111.

S-1V.

The digital book allows fast and secure book purchasing in any time
of the day and night with an infinite amount of copies available
from the seller, limited only by an Internet access or a receiving
range of a wireless network.

The delivery period is reduced to seconds or minutes, depending on
the device Internet speed or to the time of information transfer
through a USB drive to the reading device. The book consumer
does not require the physical delivery of the purchase and the deliv-
ery capacity is not limited to the books sizes anymore, but just to
the storage space of the device used.

The technology allows readability, text search, cross-referencing
and integration of dictionaries to seize to be an important issue due
to the usage of hyper-text and CSS programming languages, that al-
low total customizing and effective full-text search. Yet digital
books make reading less intuitive (turning pages, navigating), re-
ducing the perceived simplicity of the product.

Light and sight enhancement requirements are needed at a mini-
mum extant, since most reading devices possess build in screen il-
luminating features and electronic ink technology that simulates
reading from paper books and is not tiring for the eyes. Due to a
design standard that supports flexibility, fonts could be enlarged
without a decrease in quality. External text marking and page mark-
ing tools are also replaced by relevant reading device applications.
Yet the requirements to always have a reading device nearby to read
a book reduced perceived simplicity of the product.

Utility Levers:

L-I.

The digital book enhances consumer productivity by offering a fast-
er and more secure way of purchasing directly from the publisher.
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L-I1.

L-11.

L-1V.

L-VI.

The new technology offers the reader to reconsider book mainte-
nance and disposal by suggesting a cost free efficient way for book
keeping that diminishes the need to ever dispose of the product.
Until now, digital book readers’ focus was rather on convenience, that
on simplicity. Reading a digital book in comparison with reading a
paper book is different, yet it does not offer enhanced ease-of-use.

The main advantage of digital books is that they make each desired
consumption activity easier to perform.

The innovation minimizes customers’ financial risk of being cheated
or underserved by allowing buying the exact same copy of a digital
book that everybody else is purchasing and do it directly from the
publisher or reading device retailer, skipping chains of intermediaries.
Perhaps because digital book publishers and reading device manu-
facturing do not know how or perhaps do not find this important
there still had been no successful attempt to position digital book
reading as a fun, fashionable and entertaining activity.

The most definite new utility offered by the digital book is envi-
ronmental friendliness. This utility lever appears in every stage of
consumer experience and currently is one the main focuses of the
product positioning.
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Studying perceived importance of new utility. It is important that
the book consumer appreciates the new utility that is offered by the innova-
tion or else it may prove to be almost of no value to him at all. In order to
measure the value contribution more correctly it is necessary to estimate
the need in innovations in each buyer experience stage by: (1) estimating
reader dissatisfaction with factors that affect utility in each stage; (2)
measuring the relative perceived importance of each stage to the reader,
and (3) finding out an increase of which utility is likely to generate the
most value. Measuring the dissatisfaction in each stage of the chain is
aimed at giving an answer to the question: where does the reader experi-
ence need to be improved?

According the findings from the pilot testing, three main factors that
might negatively affect a book’s value were summarized for each buyer
experience cycle stage. The questions about each were formulated so that
respondents would evaluate their dissatisfaction with each book consump-
tion feature. All of them were formulated with a negative connotation (e.g.
“book delivery takes much time”, “large sizes of a book affect your choice
of not buying a book™).

One might disagree that some of the factors mentioned in the survey
actually cause dissatisfaction, since many people enjoy lending books or
having vast bookshelves and book closets in their homes. Yet in this re-
search we assume that everything that creates additional costs is a source
of dissatisfaction.

100 book consumers of various age and gender, all living in St. Peters-
burg, Russia, were asked to complete an on-line survey, distributed by e-mail
that consisted of 19 questions. The responses were measured by Likert’s scal-
ing. After the questionnaire was completed, instead of each item being ana-
lyzed separately, the responses were summed to create a score for a 6 groups
of items. The group with the highest score, according to the proposed frame-
work showed the biggest locus of dissatisfaction and thus it is the buyer expe-
rience cycle stage, where the need in innovations is the highest. To illustrate
the findings, the points for each answer about dissatisfaction with factors of
every buyer experience cycle were multiplied according to the degree of dis-
satisfaction (*-2 for “strongly disagree”, *-1 for “disagree”, *0 for ‘““’neither
agree nor disagree”, *1 for “agree”, *2 for “completely agree”) and then
summarized to form a single measurement for each stage. The maximum
score is thus 600 (100*3*2) and the minimum is -600 (100*3*(-2)). That way
0 indicates indifference and negative numbers — the fact that for the reader
those factors are actually a source of additional satisfaction when consuming
books, rather than a factor of dissatisfaction.

The results summarized in figure 9 demonstrate the stages of the buy-
er’s experience cycle that are the main origins of dissatisfaction with the
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performance of book products and features of the business models com-
monly used in the market.
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Fig.8. Where the buyer experience can be improved

The numbers in the diagram show that the peak of dissatisfaction was
with “Use” factors and it reached only 160 points from the possible 600.
That means that the respondents do not consider the mentioned factors as
major sources of dissatisfaction, yet the results indicate that in all of the
cases (with “supplement” factor in a minor extent) the participants agree
that there is room for efficient improvement in every stage of the buyer ex-
perience cycle.

If to take O points as the point of indifference, every score that is larg-
er — as an indicator of respondent’s general dissatisfaction with the tradi-
tional book product and every score that is lower than zero as an indicator
of respondent’s general satisfaction with the traditional book, it is possible
to say that most respondents were generally satisfied with the book (62%).

Disruptive innovations target niches and low end of markets, since the
majority being used to the traditional product, usually do not see the necessity
of improvement or changes. So was the majority of respondents interviewed.
Still taking into consideration that the sampling was random, 38% respond-
ents generally dissatisfied in the traditional product is a rather high number.

Measuring the level of dissatisfaction of the product performance re-
quires also distinguishing which factors the reader finds most important.
For that purpose the respondents were asked to evaluate each stage in
terms of perceived importance.

After the six groups of questions had been answered, the respondent is
asked to rate the buyer experience stages according to his perceived im-
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portance of each one. Though the formulation of the question appeared
vague at first, all of the respondents eventually were able to understand it
and give an answer, according to their opinion.
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Fig.9. Where the buyer experience needs to be improved

Scoring of those results followed logic similar to the previous one.
Each answer have been multiplied by the number of its place in the per-
ceived hierarchy: the most important stage was multiplied by 1 and the
least — by 6. The higher was the score of a stage, the less important it had
been perceived in total. The relative importance of the stages of the buyer
experience cycle is then confronted against the size of the dissatisfaction
associated with those stages to determine where the biggest need for inno-
vation exists. The points from the first set of questions are divided to the
points that represented the importance.

The group of factors with the highest score, according to the proposed
framework showed the biggest locus of dissatisfaction and thus “use” is the
buyer experience cycle stage where the need in innovations is the highest.

In summary, the results of the performance analysis show that:

— Digital books loose in terms of traditional performance to paper books
since they have no physical representation, offer small flexibility and
control in spatial layout and require expensive hardware, which is not
always compatible with every digital book format;

— Digital books offer brand new value, which is effective book search
by tags and interests, customization, interactiveness and networking
features. This new proposed value could be able to attract former non-
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consumers with needs different from traditional and eventually open
up a detached new market;

The digital book offers sufficient utility increase in the purchase and
delivery stages, which are valued enough to allow digital book to dif-
ferentiate among competitors and opening of a fringe new market;

Use is the buyer experience cycle stage, where innovations are valued
the most in the traditional market. While digital books decrease simplici-
ty and increase costs of using supplements, they will probably not be
able to penetrate the mass market. A successful penetration might be
achieved by a support of quicker, more effortless navigation techniques
and flexibility and control in spatial layout (O’Hara and Sellen 1997);
The innovation also offers an increase of utility in book maintenance
and disposal stages, which are valued much less by the traditional
market, but are valued still. In combination with low price for the
product this might suit for opening a low-end market that would tar-
get, for instance, libraries or consumers that do not like to keep books;
Digital books introduce a new utility lever to every consumption
stage, which is environmental friendliness that could also be used to
differentiate from competitors and in creating a new market.

4.2. Cost Assessment

Eight categories of value network components could be distinguished
with a financial, economic or moral interest in a publication or the perfor-
mance of one or more functions in the publishing ecology, also referred to
as stakeholders (see Table 3).

Table 3
Publishing stakeholder categorization

Core activities Value providers
Originator | an entity that conceives, cre- | Authors, translators, illustrators
ates or brings into being the
content of a publication
Rights an entity that owns or has Authors, publishers, translators, book
Holder been licensed the rights in or | clubs, schools, foundations, muse-
to a Literary Work ums
Publisher an entity that elicits the crea- | Trade/ text book/ self/ reference/ pe-
tion of Literary Works and riodical/ legal/ medical publishers/
prepares, promotes, and dis- newspapers and journals
tributes them to wholesalers,
retailers, or end users
Technology | an entity that provides soft- Printing houses, software developers
provider ware or hardware that enables | of digital rights management trusted
to operate and secure distribu- | platforms, file formats, usage rights
tion of content languages, media viewers
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Core activities

Value providers

Service
Provider

an entity that provides an an-
cillary service such as assist-
ing in the creation, distribu-
tion or protection of publica-
tions or the collection and dis-
tribution of consumer infor-
mation

Editors, agents, artists and illustra-
tors, consultants/integrators, transac-
tion services, financial clearinghous-
es, rights clearinghouses, consumer
information databases, customer ser-
vice providers, industry organiza-
tions

Seller

an entity that attracts end-
users, enables them to browse
and search books and ulti-
mately sells the publication to
the end user

Retailers (brick and mortar), book
clubs, individual consumers, industry
organizations, government agencies,
schools, businesses, publishers,
newspapers and journals

Distributor

an entity that provides the
publication directly to an end
user or another distributor
through a protected transac-
tion

Publishers, newspapers and journals,
retailers (brick and mortar), private
and public key managers, library (on-
line or physical; granting usage to an
end user for a limited period of time

End User

an entity for whom a publica-
tion is produced. Usually
someone who buys or bor-
rows and reads a publication

Individuals, students, teachers, busi-
nesses, schools, libraries, govern-
ment agencies, consumers with disa-
bilities, industry organizations, agen-
cies

Source: OEBF (2000)

Thus, the supply / value chain of E-publishing could be illustrated
the following way:
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Fig.9. Publishing supply and value chain
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Distribution of costs across the publishing supply chain

The cost of producing a book has many different components; some
are constant and others vary, according to the choice of supply chain struc-
ture (see figure 10):

V.

In most cases the originator in the value chain is the author, who
wrote a peace of literature that he assumes other people would
find interesting to read. Once the author has the ready manuscript,
he searches a publisher willing to buy it. Sometimes authors start
looking for interested publishers when the manuscript is not yet
finished or even is on a very early stage of writing. Often the
search 1s done manually by the author’s sending a part of the
manuscript to various Publishing houses and afterwards appoint-
ing meetings with those editors, who liked the peace. In some sit-
uations the author might apply to the services of an agent, who
does that work for him. In this case the costs of hiring an agent
might or might not inflict the royalties', the author would expect
to receive for his work.

Pre-production costs include the costs of writing, editing and re-
viewing manuscripts. The editor, who is in charge of a particular
manuscript is assigned to work with its author on corrections and
editing. In most cases, editors, who bend and change the original
manuscripts so to fit the Publishing house profile and expectations
have a large influence on the book seen in result. Those costs also
include the cost of maintaining a staff of editors, proofreaders,
book designers, publicists, sales representatives and so on
Marketing and promoting the book is sometimes done by the re-
tailer, but most often is accomplished at the expense of the pub-
lisher. Bringing a book to the market may include costs for print-
ing catalogs, media and print campaigns, sending out review cop-
ies to critics, arranging a promotion tour with the author and trade
promotions for retailers.

Printing is mostly done in typographies. The printing costs in-
clude the cost of physical paper, artwork and binding the book
and varies depending on book size, number of pages, and illustra-
tions used (Hubli 2010). Printing costs per book are the smaller,
the bigger is the number of printed copies. This often leads to the

! Royalties are usage-based payments made by the publisher to the rights holder for
ongoing use of book contents and ideas, protected by intellectual property (IP) right.
Royalties are usually a percentage of gross or net sales derived from use of an asset or
a fixed price per unit sold of an item (Wikipedia). Typically, the publisher dictates an
author’s royalty rate. In most cases, the publisher advances an amount (part of the
royalty), which can constitute the bulk of the author’s total income (Wikipedia).
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need of renting vast storage spaces to keep the produced books
until they are sold, which creates considerable storage expanses.
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Fig.10. Distribution of costs
across the publishing / E-publishing industry supply chain
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V.  Distributors and wholesalers add their fee to the final cost, which
will highly depend the expanses on shipping the products and for
retailers there is additional cost of operating and staffing the store,
allocating shelf space, stocking the book, maintaining inventory
and servicing customers (Hubli 2010).

The price components of a typical book sold in the US is illustrated in

figure 11.
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Fig.11. Book price components
Source: Hubli (2010)?

Distribution of value across the Publishing value chain

A review of the value-adding activities and value contributions that
occur in the Publishing industry value chain is needed to uncover if the
digital book reduces costs and introduces process improvement (table 4).

The E-publishing value chain

Bob Stein in his unified field theory (2008) tries to explain the role of
and the relationship between the publisher, the author, the reader and the
editor in the digital book era. He does not give exact solutions to the prob-
lems that he raises. Instead he proposes new dimensions and ways to view
those questions, which could be summarized as the following:

2 The figure assumes a hardcover book with a retail selling price of $29.95 (Hubli 2010).
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Table 4

Distribution of value across the Publishing value chain

Value chain Core value-adding I
. . Value contribution
component activities / competencies
Book Author Supplies the manuscript, owns thg rights Intellectual property:
for the Intellectual property;
Searches for publishers ready to take up Access t? mass p.Ub“Sh
. . ers base; marketing ex-
the manuscript; exploits personal contacts e
. . . pertise; efficient net-
with publishers and reputation to promote . _
. . work/ infrastructure; re-
Book Agent the manuscript; supplies expert . L S
. | lationship with facilita-
knowledge about the publishers market; fors:
Support/ enhance the operations and Consumer knowledge;
) ) . brand management ex-
marketing of the book; exploits personal .
) . o : pertise; cost manage-
contacts with retailers and it's reputation _ S
) L ment; access to distribu-
Book Publish- | among book consumers, distributors and i .
_ . tors; reputation;
er wholesalers to promote the book; suppli-

ers expert knowledge about the consumer
market;

Technology know-how;
creative use of infor-
mation;

Book Printing

Manufacturing the book from ready com-
ponents;

Technology know-how.
Access to mass suppli-
ers base;

Distributors,
Wholesalers
and Retailers

Provide infrastructure and/ or manage ac-
cess to/ delivery of the book;

Access to mass consum-
er base; seamless, effi-
cient network/ infra-
structure; relationship
with facilitators;

End Users

Forms the demand for the product and
performance, quality, price expectations;

Orders and require-
ments.

The access to source documents must become more extensive free of
the size, space and copyright constraints.

The text should be constantly evolving, through constant updates or
“conversations in the margins”.

The role of an author of such networked book should be thought of
as of a leader of a group effort, similar in many respects to the role of
a professor in a seminar.

. A new formulation of publisher and editor roles should be defined. It
might be that publishers and editors contribute to building a commu-
nity that involves an author and a group of readers who are exploring
a subject.

Once there are roles for author/reader/editor/publisher, it is possible
to begin to assess who adds what kind of value, and when. From
there a business model can begin to be developed.
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That way, with the new reading paradigm the role of end users in the
value chains is going to drastically increase and book consumers are going
to find themselves involved in the process of book producing, that will
keep evolving and gain in value the more consumers it is able to attract.

The publisher role would change also, as the focus will move from
providing technical value to core competencies, which are consumer
knowledge, brand management etc.

The most powerful group, who stands to lose the most with any dis-
ruption in the status quo are the book retailers. The contribution of whole-
salers, distributors and retailers, which is the highest share of the book total
price, will stop be needed in the value chain. To their place such e-retailers
like Amazon will come, offering much more attractive and muda-
eliminating solutions.

In fact, this year (2010) Amazon announced details of a new program
in which it provides a new 70% royalty option for the Kindle e-reader,
meaning authors and publishers can earn more royalties from every Kindle
book that is sold. Under this new option, authors would get 70% of the list
price, net of delivery costs.

Before that was the option of the DTP standard, when authors often
receive royalties in the range of 7 to 15 percent of the list price that pub-
lishers set for their physical books, or 25 percent of the net that publishers
receive from retailers for their digital books.

So publishers and authors, who chose the standard royalty option,
would only make about US$3.15 from every sale of an digital book that
sells for US$8.99. Now, with the 70% option, these publishers would make
US$6.25 (Crum 2010).

What concerns the price of the digital book, currently large debates
are ongoing between major e-retailers (Apple and Amazon) about how
much a digital book should cost. At this moment digital book at a very big
price range can be found: from US$9.99, to the average US$12-20 and
over US$20, what makes it possible to conclude that digital books are not
sufficiently cheaper than paper books. So the price of digital books is still
an open question.

Another major issue in the digital book cost assessment is it’s close
correlation with the market of e-readers. The necessity for acquiring a
hardware device at the average price of US$200 if the consumer is mo-
bile and needs his books constantly available also negatively affects the
digital book market and drastically increases perceived cost of using the
new product.

In summary, the results of the cost analysis showed the following:

— The price of digital books is formally smaller than that of competi-
tors. Yet constant reading of digital books would require an e-book
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reader applied with e-ink technology. That creates high switching
costs for the traditional book consumer. As the digital book will de-
velop to being more sophisticated and multimedia enhanced, its
price will grow;

— Book retailers create the largest part of total book price. When it
comes to digital books, the traditional retailers’, distributors’ and
wholesalers’ contribution is not valued any longer;

— The main value contributors in the new value chain are publishers
and authors. Unlike the traditional one, the new business model al-
lows to distribute the profits equivalently to the actual value offer-
ing. In the future major reconsideration of their roles is required
(Stein 2008);

— The questions on the optimal price on digital books and the look of
the new business model are still open and discussed by major mar-
ket players.

5. Discussion

The analysis of reader’s perceived value of various stages of a book con-
sumption process shows that the consumer is underserved: the general level
of dissatisfaction is relatively high and includes almost all stages of the buyer
experience cycle. According to the conducted interviews, those factors with
the highest dissatisfaction indicators were of the biggest relevance to the
reader (with exception of disposal). It could be concluded that the inconven-
iences and complexity associated with “use” in the studied respondents group
created high consumption costs and led to smaller book consumption rates.

Moreover, it was found that in the market there are needs ignored by
the current product, which are convenient book relevance determination
mechanism and a platform for social interaction integrated with book con-
sumption process. Digital books have the capacity to provide that value in
a most efficient way.

The results of the performance analysis showed that the digital book
offers sufficient utility increase in the purchase and delivery stages, which
are valued enough to allow digital book to differentiate among competitors
and open a fringe new market.

At the same time digital books still loose in the most valued stage of
buyer experience cycle - use. The innovation decreases simplicity and has
high switching costs for the mass and “power” readers, because reading
digital books would require e-readers. Until these issues are solved, digital
books will not be able to take over the mass market.
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Taking all of this into consideration it is possible to say that digital
books have the competency for becoming any of the two new-market dis-
ruptive innovation types: detached and fringe new-market innovation.

At the moment the price of digital books is smaller or equal to its com-
petitors and thus a fringe new-market innovation’s diffusion pattern is best to
describe the technology. In the future, however as digital books start exploit-
ing the new performance potential of its technology the pricing model might
change to look more like that of detached new-market innovations.

The analysis of the disruption process shows that digital books have
recently started disrupting the market. At the moment of writing this re-
search more and more famous researchers finally feel free to admit that
digital books do have a future and that future is massive.

In the nearest future it is expected that book consumers are going to
switch to digital books and e-readers alike as the entrants manage to attract
new consumers, penetrating the e-textbook and serial digital publications
markets.

Observations during the work

According to the traditional disruptive innovations theory point of
view an innovation is closely dependent on the way it is implemented in
the market: whether the early adopters are non-consumers or low-end con-
sumers. This consideration leads to a variety of contradicting definitions
and prospective of disruptive innovations that are based on pricing policies
and exact penetration patterns.

The example of digital books shows that some innovations possess
very high disruptive potential by having capability to offer new perfor-
mance dimensions, decrease price by reconsidering traditional utility per-
ceived and drastically improve industry business models. The performance
and costs analysis of the innovation proved that digital books can disrupt
the market from all sides: detached new-market disruption and fringe new-
market disruption — depending on the strategy the industry as a whole is
going to choose.

The third possibility — low-end disruption is also possible if E-
publishing decides to go a step back and offer low priced digitalized ver-
sions of paper books that will not offer any new dimensions of value.

The existence of such industry-level “super” disruptive innovations
means that there is much room for improvements in the classification of
disruptive innovations and that the framework for identifying disruptive
innovations must offer more flexibility.

Another issue is measuring disruptiveness. Today they are no tech-
niques to find the relative disruptiveness of an innovation. Yet to fully un-
derstand the pattern of market behavior of a disruptive innovation there
should be a tool to distinguish such “super” disruptive innovations.
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Conclusion

The aim of this study was to establish a mechanism by which to
evaluate the disruptive potential of MSPs. Had analysed the example of
digital books and E-publishing we concluded that in order for the MSP
to become a disruptive innovation it must introduce a new performance
dimension or lower the cost of the product by a cost-performance trade-
off. The trade-off should offer enough traditional performance to be val-
ued by at least some of the consumers and occupy a low-end segment of
a market consisted of the least demanding consumers. Otherwise, the
new dimension of performance should be appreciated enough to form a
new market on the edge of the old one, where consumer needs are dif-
ferent from mass consumer’s and many of which have been previously
non-consumers in regard to the main market. As the company reinvents
the product to make a good feat for the mass market in terms of price
and performance, the innovation spreads from early adopters upward,
disrupting through competitors.

The viewpoint on innovations and, more precisely, the classification
of new-market disruptive innovations, inspired by Druehl and Schmidt
(2008) and Carr (2005) might also prove helpful when working with Chris-
tensen’s (2003) original model. It allows to explain why disruptive innova-
tions sometimes start more expensive, than competitors’ products and how
this feats to the disruptive innovation concept. The framework created in
this work itself is based on Lindgvist and Ghazi work on the topic of eval-
uating disruptive innovation (2005). Yet the frameworks differ much, since
the original authors bared a firm-side prospective in mind and concentrated
rather on how a firm can come up with a disruptive idea and understand
that it is good.

The evaluation logic, illustrated via a block scheme (figure 6) presents
a tool for identifying disruptive innovations and distinguishing the types of
disruptive potential. Since the framework have been specifically designed
for evaluating the disruptive potential of MSP’s products, it might prove
convenient for analyzing other types of MSP’s.

Test-pressurization of the framework illustrated that there is much
room for further discussion. Techniques of measuring relative disruptive
potential are needed to create a more correct pattern of innovation’s market
behavior. The digital book analysis shows that current disruptive innova-
tions classifications are rather narrow and lack flexibility. Also, perhaps, a
new term is needed to describe such “super” innovations that have at the
same time the disruptive potential of becoming both a low-end and a new-
market innovation.
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