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Network externalities and two-sided markets in the context of web services
and value creation is not very well discussed topic in academic literature.
The explosive rise of the Internet users has created a strong base for
many successful web services and pushed many firms towards e-business
and online service based business models. Thus the subject of this thesis,
the role of network externalities in value creating process of the commer-
cial web service for two-sided international markets is very current and
interesting topic to examine.

The objective of this Master’s Thesis is to advance the study of network
externalities from the viewpoint of two-sided markets and network effects
as well as describe the value creation & value co-creation process in
commercial web service business models. The main proposition suggests
that the larger network of customers and the bigger number of users the
web service is able to attract, the more value and stronger positive net-
work externalities the service is able to create for each customer group.

The empirical research of this study was implemented for commercial web
service, targeted to Russian consumers and Finnish business users. The
findings suggest that the size of the network is highly related to the experi-
enced value of the customers and the whole value creation process of
commercial web targeted for two-sided international markets varies from
the value creation for one-sided or pure domestic markets.
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Akateemisessa kirjallisuudessa verkkopalvelujen arvon luomiseen yhdis-
tettynd verkostoulkoisvaikutukset ja kaksipuoleiset markkinat eivat ole ko-
vin laajalti tutkittu aihe. Internetin kayttajien rajahdysmainen kasvu viime
vuosien aikana on luonut vahvan pohjan monille menestyneille verkkopal-
veluille ja pakottanut monia yrityksia kohti digitaalista maailmaa ja verkko-
palvelu keskeisia ansaintamalleja. N&in ollen voidaan todeta, etta tutki-
muksen aihe, verkostoulkoisvaikutusten rooli kansainvalisille kahdenpuo-
leisille markkinoille suunnatun verkkopalvelun arvon luomisessa, on ajan-
kohtainen ja tarkea aihe kasiteltavaksi.

Taman Pro gradu tutkielman tavoitteena on edistaa tutkimusta verkostoul-
koisvaikutuksista kaksipuoleisten markkinoiden ja verkoston koon vaiku-
tuksista kaupallisen verkkopalvelun arvon tuottamiseen kaksipuoleiselle
asiakaskunnalle. Paaasiallinen ehdotus on, ettd mitd suuremman kaytta-
jamaaran ja verkoston verkkopalvelu pystyy houkuttelemaan, sitd enem-
man arvoa ja positiivisia verkostoulkoisvaikutuksia palvelun on mahdollista
tuottaa kullekin asiakasryhmalle ja jokaiselle yksittaiselle kayttajalle.

Empiirinen tutkimus t&han tyéhoén on tehty tutkimalla venalaisille kuluttajille
ja suomalaisille yritysasiakkaille tarkoitetun verkkopalvelun asiakaskuntaa
sekd potentiaalisia asiakkaita. Tyon tutkimustulosten perusteella voidaan
ehdottaa, ettd verkkopalvelun kayttajien verkoston koko vaikuttaa merkit-
tavasti asiakkaiden kokemaan arvoon ja ettd kansainvalisille kahdenpuo-
leisille markkinoille tarkoitetun verkkopalvelun arvon tuottaminen eroaa
merkittavasti tilanteesta jossa toimitaan yksipuoleisilla tai pelkastaan koti-
maisilla markkinoilla.
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1. INTRODUCTION

Service-oriented networks and clusters of firms have become increasingly
prevalent in recent decades. The marketing approach has moved from a
goods-dominant view, where physical and distinct products and transac-
tions are in the central role, towards the service centered view, focusing
on intangible resources, services, co-creation of value, exchange pro-
cesses and relationships (Vargo & Lusch, 2004). At the same time, the
use of internet has growth with such a speed that no-one could have imag-
ined few years ago. The explosive rise of the Internet users has created a
strong base for many successful web services and pushed many firms
towards e-business and online service based business models. Web 2.0.
provides capabilities and adopts social norms, which allow large groups of
temporally and geographically-scattered people to self-organize and co-
create value in a decentralized way (Briggs, 2009).

Many of the online services share the common characteristic of network
externalities and highlighted importance of customer value. For example,
daily deal websites offering great discounts and unique offers for their
subscribers are good example from the services, which are highly de-
pendent on network externalities and are able to increase their value when
they manage to attract more users, both consumers and business users.
Thus network services, from the perspective of value creation, present the

unique managerial challenge and offer interesting research opportunities.

The rise of the Internet and new technologies has pushed media compa-
nies from their traditional business towards new business models and in-
novations, which the Internet has enabled. The circulations of newspapers
have collapsed while at the same time the use of digital contents has ex-
ploded. The problem is that the readers are not used to pay from the web
based content and the shift from printed papers to digital use of content
has pushed the media companies into the hard times.



The purpose of this Master’s Thesis is to advance the study of network
externalities from the viewpoint of two-sided markets and network effects
as well as describe the increasing value creation & value co-creation pro-
cess in commercial web service business models. The empirical part of
the study will be implemented as an assignment from Sanoma Lehtimedia
Oy.

In October 2012 Sanoma Lehtimedia (Part of Sanoma Qyj) launched the
new web service, Finskidka. The initial purpose of Finskidka was to offer
discount coupons and deals for various goods and services available in
Finland for the Russian travelers. The service was developed for two pur-
poses. Firstly, to attract the Russian travelers, who are visiting or who are
planning to visit Finland in near future and to give them the possibility to
discover, get the information about Finnish offers and purchase the dis-
count coupons for various types of goods and services which they can re-
deem while being in Finland. Secondly the aim for the service is to help
the media clients, Finnish goods and service providers, to better attract the
Russian customers and to serve as an effective and affordable advertising
and promotional tool to target their products and services for Russian con-

sumers and leisure tourists.

The personal interest for this Master’s Thesis topic started in 2009 when
the writer was working as a sales consultant in the newspaper Kymen
Sanomat (part of Sanoma Lehtimedia Oy) and operating with media cli-
ents, including both big companies and SME’s, who shared the common
interest to attract more Russian customers and to more effectively send
their marketing messages for Russian travelers. By that time, there were
not so many players in the market offering the effective marketing tools for
that purpose. Almost three years later Finskidka was established. The ser-
vice has been created based on the need of not only the Finnish compa-
nies, but also the Russian consumers who have been interested in having
more information about Finnish companies, products and services (Finpro,
2011).
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The research part of this study will analyze value creation in terms of a
network externalities and also to analyze the value co-creation aspect of
value creation as well as define the roles of the both customer groups and

the company in value creation.

1.1. Research problems

The research problem of the study is focusing on the role of network ex-
ternalities in context of web service value creation process. The overall
goal is to find the common characteristics of elements that generate value
for two groups of customers; en users (Russian travelers) and business
users (consist of both business users and institutional stakeholders) and
evaluate the effect between size of user network and value added for cus-

tomers of two-sided markets.

Main research problem:
- What is the role of network externalities for the value creation pro-

cess of commercial web service?

Sub-problems:
- How does the size of network effect to overall value of the service?
- How could the users of the service participate into value co-creation
process?
- What are the value creating drivers for different customer seg-
ments?

- How this value can be increased?

Based on these questions, the aim of the empirical part is to evaluate how
to develop and improve the web service in order to better answer the
needs of two customer groups and add value for both of groups. Theoreti-
cal part of this study will concentrate to look over the concept of network
externalities and network effects as well as examine the concept of value,

what is it and how it is created.
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1.2. Theoretical framework

Theoretical framework demonstrates the connection between the web ser-
vice, each of the customer groups, value drivers and network externalities.
Figure 1. presents how the network of each customer group is linked to
each other and the service and how each of these groups add value driv-
ers for the service’s overall value. Institutional stakeholders and business
users are both presenting the one customer group, Finnish media clients
(named business users in this figure) and the end users are considered as
the other customer group, Russian travelers. The background theory,
where the sub-theories are linked with each other, is the service-dominant

approach of marketing.

Service-dominant
approach of market-

ing

Institutional

stakeholders

Network
Network

externalities
externalities

Value Value
drivers drivers
Web
service
Business Value
users drivers
Network

externalities

Figure 1. Theoretical framework
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The main proposition concerning the outcome of the research is stated as

follow:

Proposition: The larger network of customers and the bigger
number of users the web service is able to attract, the more
value and stronger positive network externalities the service is

able to create for each customer group.

In this context, web service is specified as the service that offers specified
content and information, from example about shopping and travelling tips
and unique offers for the users of the service. These kinds of services are
typically characterized with strong content creation, meaning that there
should be a lot of interesting information available, which is relevant to the
subject of the site. This content is usually created by the service provider
itself and combined with some content from outside sources and generat-

ed into the web service by the service provider.

For example, worldwide known deal offer website Groupon has managed
to attract a large amount of users by offering good shopping deals provid-
ed by many shops and service suppliers. Groupon as a company takes
care of the web service itself, the marketing activities and content creation
into a service based on the content (in this case offers) they get from their

business clients.

Another example of web service is the web services of newspapers. For
newspapers, the source of revenue are readers who pay certain amount in
month to get the subscription for website in order to get the access for all
of the news content on the site. The more content there is on the site, the
more willing the readers are to pay for the subscription. And on the other
hand, the more subscribers the newspaper manages to attract to the ser-
vice, the more media sales they are able to get. In other words, there are
two different groups and users and the more users there are from both of

these groups, the more value will be created for both groups.
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1.3. Limitations

Even if this study takes into account all specific fields of marketing ap-
proach at some level, it leaves outside the brighter focus the following

marketing approaches:

- Branding

- Service marketing

- Customer Relationship Management
- Customer Satisfaction

- Cross-border approach

Those above mentioned approaches are on the other hand already well-
established in academic researches or in terms of the relevance, not as
significant as the ones this study is focusing on, network externalities, two-
sided markets and value creation. What comes to cross-border approach,
it is highly related to this research as the case study web service in empiri-
cal research service serves customer groups from two different countries,

but too wide topic to discuss and analyze in this case.

1.4. Definition of key terms

Network externalities

There are many products for which the utility that a user derives from con-
sumption of the good increases with the number of other agents consum-
ing the good. The utility that a given user derives from a good depends
upon the number of other users who are in the same network (Katz &
Shapiro, 1985).

Two-sided markets & networks

Two-sided markets can be defined as a platform which serves two instinct
groups of agents, such that the participation of at least one group raises

the value of participating for the other group. Two-side networks can be
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considered pretty equal to two-side markets as they share the common
idea of attracting two groups and the more users there are from both
groups, the more value will be created for both groups. Two-sided markets
always contain two distinct groups of customers, which are served by the
market (Rochet & Tirole, 2006).

Service-dominant logic

Service-centered approach of marketing where the focus is on intangible
resources, services, co-creation of value, exchange processes and rela-
tionships (Vargo & Lusch, 2004).

Value

Value is the amount that the buyers are willing to pay for what the firm
provides for them. Customers typically choose the suppliers who are able
to offer them the best value, in other words the most useful benefits at the

most reasonable prices (Porter, 1985).

Web service

Web is an online service delivered from a web site. Since there are count-
less applications and services that emanate from the web, such usage of
the term is commonplace in articles from non-IT publications (Hwang &
Oh, 2009).

Web 2.0.

Second generation of the World Wide Web, the follower of Web 1.0. Web
2.0. can be understood as a platform, combining the concepts, trends,
and technologies that focus on user collaboration, sharing of user-
generated content, and social networking and encouraging people to
share their experience with each other (O’Reilly & Dougherty, 2005).
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1.5. Literature Review

This chapter will present the main theories from the literature of service-
dominant logic of marketing, network externalities, two-sided markets and

value creation as a review for chapters 2 and 3.

Since the last decade, a customer-centered approach of services has
been widely discussed topic in the service management literature (Vargo
and Lusch, 2004; Edvardsson et al., 2005; Grénroos, 2006; Lusch et al.,
2007). It is suggested that service should be seen as the approach on cus-
tomers’ value creation rather than as value of exchange (Vargo and
Lusch, 2004) and sort of marketing offers (Edvardsson et al., 2005). This
value-in-use focus implies that “Value for customers is created throughout
the relationship by the customer, partly in interactions between the cus-
tomer and the supplier or the service provider” (Grénroos, 2000). In the
service-dominant logic literature (Vargo and Lusch, 2004, 2008) or service
logic (Gronroos, 2006) there are different views on the roles of the service
provider and the customer in the value creation process. In this paper,
service-dominant logic is presented as a core theory for network externali-

ties and value creation.

Network externalities refer to services and products where the consumers
comprise the value they receive from product or service not only based on
the design and feature of the product, but also depending on the size of
product or network users. Michael Katz and Carl Shapiro gave the first
exact definition of network externalities in 1985 in the American Economic
Review. They defined network externalities as follow: “There are many
products for which the utility that a user derives from consumption of the
good increases with the number of other agents consuming the good. The
utility that a given user derives from a good depends upon the number of

other users who are in the same network."
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The model of Katz & Shapiro (1986) suggests that the total benefit derived
from a network product or service depends on the number of consumers
who adopt compatible products in the future. Thus, consumers’ expecta-
tions may determine the outcome of competition in the network market.
The most important vision of their model is that they see the outcome of
network externalities from two perspectives; there are direct externalities

and indirect externalities.

Farrell & Saloner (1985) have given the similar definition and likewise Katz
& Shapiro, divided network externalities to indirect and direct externalities.
In addition to this, Farrell and Saloner (1986) also determine that network
goods have a higher probability become a monopoly and the strength of
the network externalities created as a by-product of an existing installed
base may lead to a bandwagon effect, resulting in choices of inferior tech-
nologies. Network externalities, thus, have strategic implications for tech-
nology adoption, predatory pricing, and product preannouncements. Net-
work externalities may be divided also as positive or negative. Positive
externalities exist when user’s utility for a product or service increases with
an increase in users of identical or compatible products or services (Srini-

vasan et al. 2004).

Third addition for the model of Katz & Shapiro (1986) was given by Liebo-
viz & Margolis (1994), who define the network externalities as a change in
the benefit, that an agent derives from a good when the number of other
agents consuming the same kind of good changes. Whereas Lieboviz &
Margolis (1994) agree with these two definitions that the number of users
consuming the same kind of goods or services has the effect for the value
to the user, they have also argued against Katz & Shapiro and Farrell &
Saloner claiming that their definitions does not take into account the exist-
ing theoretical analyses. Their main concern is that the definitions stated
by Katz & Shapiro and Farrell & Saloner equate the direct and indirect ex-

ternalities and ignore the differences between network effects and network
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externalities. According to their research, they have stated that network

effect does not necessarily imply to network externalities.

The central theme of the literature of two-sided market is in the presence
of network externalities, which occur when the benefits from joining a plat-
form for individuals of a given group, depends on the size of membership
and the usage of the other group. The initial theory of two-sided markets
was developed in last decade to examine market structures in which two
groups of users cooperate via platforms (Rochet & Tirole, 2006, Wyel,
2006). According to Rochet & Triole (2006) there are three defining factors
for two-sided markets. First of all, two-sided markets always contain two
distinct groups of customers, which are served by the market. Secondly,
most part of the value of the service generated to the consumer comes
from the service’s capacity to connect these both sides of the market.
Third factor is that the individual prices charged to each side of the market,
and not just the sum of those prices, matter in determining the usage of

the service and consumer welfare.

The concept of value is one of the most highlighted concepts in social sci-
ences in general and also in management literature (Leszinski and Marn,
1997). It is used in diverse fields such as finance, economics, manage-
ment, information systems, ethics, aesthetics, justice, social equity and
fairness, etc. (Normann, 2001; Wikstrom and Normann, 1994). Further,
value is discussed in many streams of marketing literature- including: rela-
tionship marketing, pricing, and consumer behavior — in total quality man-

agement literature, and strategy literature.

Value defined by Porter (1985) is the amount that the buyers are willing to
pay for what the firm provides for them. Customers typically choose the
suppliers who are able to offer them the best value, in other words the
most useful benefits at the most reasonable prices. For this reason, the
suppliers who manage to offer superior customer-perceived value are

most likely to increase their market share, rapid of growth and improve
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their profitability. From company’s point of view, the value is typically
measured in terms of total revenue, which can be calculated by multiplying

the price of the product by the quantity of the product sold.

Gronroos et al. (2011) are claiming that the discussion of value creation
and co-creation in publications on service-dominant logic is based on a
non-existent definition of value creation and an unclear view. Gronroos et
al. (2011) suggests that the value should be defined as value-in-use,
meaning that the value is actually created by the user during the usage of
the service, resources, processes and / or their outcomes. In this context,
the usage can be physical, virtual, mental or just the mere possession. In
other words, value creation is defined as the customer’s creation of value-
in-use. With this definition, the process of value creation is clearly defined

and there is only used one well-defined value concept.

The concept of customer value is specially characterized by its obscurity.
Customer value is a term that has been defined by many different re-
searchers and also many different viewpoints have been examined (Smith
and Colgate, 2007; Woodruff, 1997). Woodall (2003) has defined two
meanings for customer value. The first definition, value for the customer,
refers to customer perceived value or customer received value whereas
the second definition, value for the firm, relates to what the customer can
deliver. This definition is also known as customer lifetime value. Woodruff
(1997) explains that customer value takes the customer’s point of view by
taking into account the customer’'s needs and perceptions of what the ac-

quisition and usage of a company’s product or service can offer,

Huber & al. (2001) emphasized that the ability to create superior customer
value is most important factor for ensuring the success and growth of
business and most of the business strategy models acknowledge the im-
portance of superior customer value. Superior customer value encom-
passed products or services will contribute to customer loyalty, which to-
gether with business profit are closely linked to value created by the com-

pany and delivered to customer. Superior value of products and services
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delivered to customers leads to strong customer loyalty, which can be
considered to be the most important driver for company’s financial perfor-
mance (Reiccheld et al., 2000) In other words, if the company manages to
offer customers superior value compared to its’ competitors, customers will
be loyal for the company, and this will lead to better profit and financial

performance (Khalifa, 2004).

1.6. Research methodology

The main research methodology used in this paper is theme interview,
which is very wide and complex definition for the research method of quali-
tative research. According to Hirsjarvi & Hurme (2001), it is impossible to
very tightly define theme interview, as there are several ways to under-
stand and implement it. There are two different types of interviews, practi-
cal interview and theme interview. The biggest difference between these is
how the results are used after the interview. Practical interview is turned
into account immediately and the main purpose is the instant solution to
the problem. Theme interview is objected to solve long-term goals and the
information gained from the interviews cannot be used until the data has
been analyzed and results have been confirmed (Hirsjarvi & Hurme,
2001).

Theme interview can be divided into three different types, based on how
much the questions that have been formed in advance are controlling the
course of the interview (Peerce & al, 2002). This also affects the con-
sistency of the interview situation between different groups under the
study. Hirsjarvi & Hurme (2001) sort out the different methods of interviews
as follow; 1) unstructured interviews, 2) semi-structured interviews and 3)
structured interviews. In addition to these three definitions, Preece et al.
(2002) have added group interviews as a separate type of interview, which

can combine methods from all of the other types of interviews.
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Group interview

Structured Semi-structured Unstructured
interview interview interview

The uniformity of concepts gets lower

Figure 2. Interview types (Hirsjarvi & Hurme, 1995; Preece & al. 2002)

In this research, the research principal research method is unstructured
theme interview, as it seems to be best-suited method in terms of the re-
search questions and objectives. It is also the best method to test the hy-
pothesis “The more there are users in diverse customer groups the more
value the service will create for each groups and thus will cause direct and
positive network externalities” as it makes it possible to ask the comple-
mentary and detailed questions concerning the value creation process and

value creation factors of the service.

Quantitative research in form of questionnaire is used to complement the
results of qualitative research; to get the bigger sample and to improve the

reliability of the research.

Time period Research Meth- | Target Group n
odology
January 2013 Qualitative Russian Consumers 21
January — March 2013 | Quantitative Russian Consumers 68
January — March 2013 | Qualitative Finnish Media Clients 6
January 2014 Qualitative Russian Consumers 100
January 2014 Qualitative Finnish Media Clients 3
January 2014 Quantitative Finnish Media Clients 16

Table 1. Time period for each research by target group

>
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The method that is used to combine and analyze the results from both
qualitative and quantitative researches is called triangulation. Triangulation
method was created to combine different kinds of statistics, theories, re-
search methodologies, analyzes from the same field of study (Brannen
1992, Begley, 1996). The biggest benefit of using the triangulation is the
variety of research data. On the other hand, there might be a risk of dis-
crepancy when different the results varies a lot because of different re-
search methodology, or because of situation where two different ap-
proaches has been researched and thus the interpretation is perverted
(Brannen 1992, Begley, 1996).

It is reasonable to use triangulation when a particular research method
cannot reach a sufficiently comprehensive picture from the topic of re-
search. When one research method describes items only from a specific
point of view, it is justified to use diversified methods in order to improve
the reliability of the study.

QUANTITATIVE QUALITATIVE
Data Collection Data Collection
Data Analysis Data Analysis

Results Compared, Integrated,
and Interpreted

Figure 3. Framework of triangulation
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1.7. Structure of thesis

Theory part of this master’s thesis consist of three main theories, which
are all approached to the subject; what is the role of the network externali-
ties to value creation of web service serving two-sided international mar-
kets, from a different angle. In order to understand the affection of two dis-
tinct groups of customers for the whole web service business, it is justified
to explain the differences between one-sided markets and two sided mar-
kets. After discussing the topic of two-sided markets, the second theme is
the network externalities. Network externalities will be analyzed in terms of
the effects and dependence in terms of the number of the users. Network
externalities and two sided markets are strongly related to each other and

thus will be discussed in the same chapter number two.

Chapter number three will dig into the third main theme, which are the
most important one in terms of the empirical goal; value creation process,
factors and co-creation among customers. In chapter number three, the
approach of service-dominant logic of marketing is presented as a back-

ground theory for value creation.

The empirical part of the study starts in Chapter 4. In this chapter the case
company will be introduced and the case study service will be described in
detail. Chapter 4 also presents some background information concerning
the changing world of media and the digital markets in Russia. Chapter 5
presents the results from the qualitative and quantitative research and
findings of the study. Chapter 6 focuses on discussing and concluding the

study. The thesis finishes with a list of references and appendixes.
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2. NETWORK EXTERNALITIES IN TWO-SIDED MARKETS

Network externalities and two-sided markets are examined in this chapter
in order to get the overall picture how does the users of two different cus-
tomer groups are affected to each other and what are the special charac-
ters of two-sided markets compared to a situation where the business
serves a group of customers only from one side of the market. Network
externalities and network effects are both terms used in this chapter, but at
this point it is important to understand the difference between these two
concepts; network externalities refers to the economic concept of the ex-
ternalities involved in network effects. Specifically, in case of network ef-
fects, the user only takes into account his own utility in his decision as to
whether or not to join the network. The increased involvement for all the
other users is ignored in his decision to join the network. Overlooking
these positive externalities would lead to the usual problem of under-
consumption (Mackenzie & Rapoport, 2007).

2.1. Two-sided markets

The theory of two-sided markets was developed in last decade in order to
examine market structures in which two groups of users cooperate via
platforms (Rochet & Tirole, 2006; Wyel, 2006). The central theme of the
literature of two-sided market is the presence of network externalities,
which occur when the benefits from joining a platform for individuals of a
given group depends on the size of membership and the usage of the oth-
er group. Credit cards, media, software business and recruitment services

are good examples of sectors serving markets from two sides.

According to Rochet & Triole (2006) there are three defining factors for
two-sided markets. First of all, two-sided markets always contain two dis-
tinct groups of customers, which are served by the market. Secondly, most

part of the value of the service generated to the consumer comes from the
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service’s capacity to connect these both sides of the market. Third factor is
that the individual prices charged to each side of the market, and not just
the sum of those prices, matter in determining the usage of the service

and consumer welfare.

The basic idea can be summarized that two-sided markets are sort of
economic platforms having two distinct user groups that deliver network
benefits for each other. Among economists, this phenomenon is also
known as network effects. With two-sided network effects the value of the
business is greatly dependent on the number of users on the network’s
other side. Value grows as the platform matches demand from both sides.
Because of network effects, successful platforms are usually able to in-
crease the returns to scale, as the users will pay more for access to a big-
ger network. This sets network platforms apart from most traditional manu-
facturing and service businesses. In traditional businesses, growth beyond
some point usually leads to diminishing return; acquiring new customers
becomes harder as fewer people, not more, find the firm’s value proposi-

tion appealing.

Let’s take a deeper look to the previously mentioned example of two-sided
markets, media. The more audience the media channels manage to at-
tract, the more effective the media is from viewpoint of the advertisers and

the more attention the advertisers are able to get for their advertisements.

Advertisers Audience

Income Media channel

Attention L Attention

Figure 4. Media as an example of two-sided markets.
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In a more specific level, there are many online platforms that are operating
as two-sided networks. For example the global recruitment service mon-
ster.com attracts both the job seekers and employers and the bigger num-
ber of employees there is looking for job, the more pleased the employers
are. And on the other hand, the more open vacancies there are available

in the service, the more job seekers it will attract.

Another good example is the global daily deal website Groupon, which is
offering great discounts for consumers. The more users the service man-
ages to attract the bigger amount of users it will acquire, which leads to
increase of the interest to offer good discounts from the viewpoint of the

companies.

Following the definition supplied by many authors (Ronson, 2005; Rochet
& Tirole, 2006) the market can be considered as a two-sided if the plat-
form serves two groups of agents, such that the participation of at least
one group raises the value of participating for the other group. Products
and services that bring together groups of users in two-sided networks are
platforms. They provide infrastructure and rules that facilitate the two
groups’ transactions and can take many guises. In some cases, platforms
rely on physical products, as with consumers’ credit cards and merchants’
authorization terminals. In other cases, they are places providing services,
like shopping malls or web services, such as previously mentioned Mon-

ster and Groupon.

The formation of demand on two-sided market is way more complicated
process than in the traditional markets, because in two-sided market the
demand and expectations of the other group form interactively and are
highly affecting to each other. This sets a number of challenges to the
business models, pricing and strategic decisions of two-sided platforms. In
order to achieve the successful development of the platform, the strategy
must be proper from the beginning on both sides of the market. (Eisen-
mann & al., 2006).
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Expectations play a central role on two-sided markets. When there are
network effects between the stakeholder groups, the expectations con-
cerning the decisions of the other stakeholder group to use the same plat-
form, are very relevant in terms of demand-side of the platform. Liebowitz
& Margolis (1994) have summarized this standpoint very accurately in their
research: "When making such choices, one consideration is inevitably how
our participation will affect others and how the participation of others will
affect us. For example, in making the choice between DOS and Macintosh
operating systems, most of us naturally considered what the people

around us were choosing or were likely to choose.”

2.2. Network externalities

In case of many different services and products, consumers form the value
they get from product or service not only based on the design and feature
of the product, but also depending on the size of product or network users.
Economists usually refer to these types of products as network goods. The
relationship between the perceived value from the product and its network
size is attributed to positive consumption network externalities (Farrell and
Saloner, 1986; Katz and Shapiro, 1985).

The network is characterized by the fact that the user benefits are associ-
ated with the size of network, where the value of the product to a consum-
er changes as the number of users of the product changes. Network ex-
ternalities typically exist in telephones, ATM’s, computers and of course, in
many cases of the internet based services. According to The Economic
Theory of Network Externalities, the externality value of a network to a po-
tential adopter depends upon the adoption behavior of others and increas-

es as the network expands (Kauffman & Wang, 1999).
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For example, operating systems have positive network externalities. The
more of people use Windows or iOS or Android, the more there will be ap-
plications available for those operating system, which makes the systems

more attractive.

The first definition of network externalities was launched by Michael Katz
and Carl Shapiro, 1985 in the American Economic Review. They defined
network externalities as follow: “There are many products for which the
utility that a user derives from consumption of the good increases with the
number of other agents consuming the good. The utility that a given user
derives from a good depends upon the number of other users who are in

the same network."

The model of Katz & Shapiro (1986) suggests that the total benefit derived
from a network product or service depends in part on the number of con-
sumers who adopt compatible products in the future. Thus, consumers’
expectations may determine the outcome of competition in the network
market. One main vision of their model is that they see the outcome of
network externalities from two perspectives; there are direct externalities

and indirect externalities.

Farrell and Saloner (1985) have given the similar definition and likewise
Katz and Shapiro, divided network externalities to indirect and direct ex-
ternalities. Farrell and Saloner (1986) also determine that network goods
have a higher probability become a monopoly and the strength of the net-
work externalities created as a by-product of an existing installed base
may lead to a bandwagon effect, resulting in choices of inferior technolo-
gies. Network externalities, thus, have strategic implications for technology

adoption, predatory pricing, and product preannouncements.

The addition for the previous was made by Lieboviz & Margolis (1994),
who define the network externalities as a change in the benefit, or surplus,

that an agent derives from a good when the number of other agents con-
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suming the same kind of good changes. Whereas Lieboviz & Margolis
(1994) agree with these two definitions that the number of users consum-
ing the same kind of goods or services has the effect for the value to the
user, they have also argued against Katz & Shapiro (1986) and Farrell &
Saloner (1986) claiming that their definitions does not take into account
the existing theoretical analyses. Their main concern is that the definitions
stated by Katz & Shapiro (1986) and Farrell & Saloner (1986) equate the
direct and indirect externalities and ignore the differences between net-
work effects and network externalities. According to their research, they
have stated that network effect does not necessarily imply to network ex-

ternalities.

2.2.1. Critical mass, installed base and compatibility

There are three important key terms that has to be investigated more
deeply in order to understand the causes and effects of network externali-
ties. Critical mass, installed base and compatibility are highly related to
network externalities and are affecting the success of network, whether it

fails or becomes successful.

In case of regular goods and services, meaning those who do not exhibit
network externalities, demand curve usually slopes downward. When the
price decreases, more of the good is demanded. Inversely, higher levels of
consumption are associated with lower prices. This fundamental principle
does not necessarily apply in case of goods with network externalities.
Rather in this case the willingness to pay increases when the number of
expected units to be sold increases. If expected sales volume is equal to
actual sales, the willingness to pay may possibly increase with the number
of units sold. Thus in case of goods with network externalities the demand-

price schedule does not necessarily slope downward everywhere.
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Critical mass is defined as the minimal non-zero equilibrium size (market
coverage) of a network good or service (for any price). Critical mass theory
(e.g., Dybvig and Spatt, 1983; Marwell and Oliver 1993) suggests that, in a
monopolistic market with reasonable network subscription prices, there are

three possible equilibrium outcomes:

- Zero size network

- Intermediate size (unstable and contestable)
- Large stable one

- Pareto optimal

According to critical mass theory the market will select the largest of the
three equilibrium network sizes, and thus networks of small sizes will
achieve the equilibrium. Based on this theory, one would expect that either
a network is able to obtain an installed base equal to the largest equilibri-
um network size, or it will have to exit from the market if it cannot surpass
the critical mass and become self-sustaining. For many network goods,
the critical mass is of significant size, and therefore for these goods small
market coverage will never be observed -- either their market does not

exist or it has significant coverage.

Rogers (2003, 349) defines the critical mass as an interactive innovation
by the minimum amount of users needed to self-sustaining growth. How
relevant is the critical mass depends on the level of interactivity and the

previous technologically compatible innovations (Mahler & Rogers, 1999).
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Figure 5. Diffusion curves of interactive and non-interactive innovations (Mahler &
Rogers, 1999)

Innovation’s interactivity level affects to direct network effects through the
speed of introduction. New users create benefits for future users, but also
for early adopters. This backward-oriented additional benefit of causes,
that previous user spread more positive opinions about the innovation and
through strengthening the network externalities and speeding up the intro-
duction for new users. Based on this, there are some differences in initiali-
zation of interactive and non-interactive innovations. Interactive innovation
diffuses relatively slowly until the critical mass is reached (Mahler & Rog-
ers, 1999, 724).

2.2.2. Types of Network externalities

Network externalities can be categorized either to direct and indirect ex-
ternalities or positive and negative externalities. Indirect or complementary
network externalities are market-mediated effects, which arise when there
is a link between utility of a customer and the number of other complemen-
tary products (Katz and Shapiro, 1986; Srinivasan et al., 2004).Direct ex-
ternalities apply to interactive innovations, which are usually related to
technology that enables the communication between people, for example
mobile phone or e-mail (Liebowitz & Margolis 1994, 139-140).
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Direct externalities require not only the purchase or downloading the prod-
uct but also the use of the product. For example, the single user who
downloads the application to his / hers’ phone does not cause any positive

externalities if he / she does not really use it (Shroder 2000, 182).

Indirect externalities are related to the complementary products and ser-
vices; an increase in the number of users of a product or service increases
the availability of other complementary products. In this case, it is not rele-
vant for the user who are the other users, but only how many of them
there are (Koski 1999, 52). Indirect externalities also relates to economics
of scale by decreasing the unit costs which enables the producer to lower
selling price for consumers or guarantee a better product quality (Lie-
bowitz & Margolis 1994, 138).

Network externalities may be divided also as positive or negative. Positive
externalities exist when user’s utility for a product or service increases with
an increase in users of identical or compatible products or services (Srini-
vasan et al., 2004) Conversely, negative network externalities exist when
a user’s utility decreases with an increase in other agents who consume

the same products or services.

Direct externalities Indirect externalities

Number of
iPad users

Number of
Facebook users

H

+ + Supply and

variety of

applicatons

W
Value to Value to /
single user single user +

Figure 6. Direct & indirect network externalities
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2.3. Two-sided markets and network externalities in Web 2.0.

Before evaluating what is the role of network externalities in online ser-
vices, it is important to understand the nature of Web 2.0., the second
generation of the World Wide Web, which can be understood as a plat-
form, combining the concepts, trends, and technologies that focus on user
collaboration, sharing of user-generated content, and social networking

and encouraging people to share their experience with each other.

The notion of Web 2.0 was presented first time in a conference brain-
storming session between Tim O’Reilly and Dale Dougherty in 2005. They
noted that even if there were so many failures in the web 1.0., the internet
was more important than it has ever been before, with existing new appli-
cations and sites popping up with surprising regularity. And what’s even
more, the companies that had survived the collapse of internet bubble
seemed to have some things in common. They both agreed that the dot-
com collapse marked some kind of turning point for the web, such that can
call the action such as “Web 2.0.” Already in 2007 the term Web 2.0 was

very commonly used had gained more than 9.5 million citations in Google.

The simplified definition for Web 2.0 is the next generation of World Wide
Web which makes it more convenient and easy for the users to participate
and share information online. The suffix "2.0" refers to the software indus-
try, where it is typical to label the versions of programs with an incremental
version number. Like software, the new generation of the Web includes
new features and functionality that was not available in the past. However,
Web 2.0 does not refer to a specific version of the Web, it does not refer to
any specific improvements or technical features but the whole use of the
internet and how the pages are made (O. Reilly, 2005). But what does it

really mean from the perspective of Internet users and online businesses?

Whereas the Web 1.0., the first generation of World Wide Web was the
place where companies were publishing news, people were searching in-
formation, individual users saved their memories, such as pictures, per-

sonal information and school notes for their own hard-drives or internet
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based storages, the web 2.0. brings all these activities to the higher level.
Figure 7. gives few examples how web 2.0 has changed the internet be-

havior:

WEB 1.0. WEB 2.0.

JA

Companies publish People participation

JA

Page views Cost per click

Personal websites Blogging

JA

Electric photobooks Instagram

Individual users Communities

Powerpoint Slideshare

4

Figure 7. Comparison between Web 1.0. & Web 2.0.

As it is already mentioned before, many online services exhibit positive
network externalities, for many web services are dependent on the size of
the consumer base and the size of the consumer base determines the po-
tential number of people that the users can communicate with. Many of
web services provide values based on communication and information
exchanges that are normally positively correlated to the number of people
using the same service (Hwang & Oh, 2009). The elements of Web 2.0.
are bringin own aspect to network externalities of online services, as the
elements of Web 2.0. enables the users of the service to participate more
the creation of the content and also at the same time recommend the ser-
vice in their own social network. Thus it could be assumed, that Web 2.0.
has even strengthened the positive network externalities of web services.
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3. VALUE CREATION & CO-CREATION

The concept of value is one of the most highlighted concepts in social sci-
ences in general and also in management literature (Leszinski and Marn,
1997). It is used in diverse fields such as finance, economics, manage-
ment, information systems, ethics, aesthetics, justice, social equity and
fairness, etc. (Normann, 2001; Wikstrom and Normann, 1994). Further,
value is discussed in many streams of marketing literature- including: rela-
tionship marketing, pricing, and consumer behavior — in total quality man-
agement literature, and strategy literature. Before entering the multidimen-
sional nature of value concept, the approach of service-dominant logic will
be presented as the background theory what brings the value creation &

co-creation in the center of interest.

3.1. Service dominant logic of marketing

Yet in the 1960s the approach of marketing was mostly seen as a transac-
tion of ownership of goods and physical distributions (Savitt, 1990) and the
service-orientated networks and clusters of firms were not the objects of
interest. However, during the last decades, the approach of marketing has
moved from a goods-dominant view towards service-dominant view with
the focus on intangible resources, services, co-creation of value, ex-
change processes and relationships (Vargo & Lusch, 2004). The main fo-
cus of the service-dominant logic is to analyze customize offerings, under-
stand that vision of customer as a co-producer of the service and to max-
imize the customer involvement in the customization process in order to
develop such a services that meet the customer’s real needs — not just

declamatory visions of the company (Vargo & Lusch, 2004).

Vargo and Lusch (2004) define services as “the application of specialized
knowledge and skills through actions, processes, and performances for
the benefit of another individual or specific group or the entity itself.” They
also emphasize that tangible goods are not a converse to intangible
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goods, but rather a part of them: “Service — centered dominant logic rep-
resents a re-orientated philosophy that is applicable to all marketing offer-
ings, including those that involve tangible goods in the process of service

provision.”

Vargo & Lusch (2008) have extended their approach by listing the 10

foundational premises of S-D logic:

1) Service is the fundamental basis of exchange

2) Indirect exchange masks the fundamental basis of exchange

3) Goods are a distribution mechanism for service provision

4) Knowledge and skills are the fundamental source of competitive
advantage

5) All economics are service economics

6) The customer is always a co-creator of value

7) The enterprise can not deliver value, but only value propositions

8) A service-centered view is inherently customer orientated and rela-
tional

9) All social and economic actors are resource integrators

10) Value is always uniquely and phenomologically determinated by

the beneficiary (experience in use).

According to statements 6 and 7, company cannot create value by itself
but only make value propositions. Consumers perceive and determine the
value on the basis of value in use and without the participation of the cus-
tomer, the company cannot fully satisfy the needs of the customers and

thus are not able to create maximal value for them.

Instead the company is able to gain economic growth by exchanging spe-
cialized knowledge and skills with the customers and when they can ac-
tively participate on different relational exchanges and co-production pro-

cess of the service (Vargo & Lusch, 2004).
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Compared to the goods-centered view, the service-centered has a deeper
focus in customers (Sheth, Sisodia & Sharma, 2000). This customer-
orientation occurs as collaborating with and learning from customers, and
being adaptive to customers’ varied needs. This idea can be summarized
that the customer should be seen as a co-producer of a service. The ser-
vice- centered view should not be equated with traditional conceptualiza-
tions; something offered to enhance a good (value-added services), or
what have become classified as service industries (education, health care,
etc.) (Vargo & Lusch, 2004)

The current marketing literature argues that the resources of the copro-
duction process must be coordinated in order to provide desired benefits
for customers (Vargo & Lusch, 2004). This means that companies cannot
only provide a platform for co-creation, but they must learn to be both
competitive and collaborative and learn to manage their network relation-
ships (Vargo & Lusch, 2004) and moreover, their value co-creation prac-
tices. What is more, in a service-centered view the communication must
be characterized by dialogue (Vargo & Lusch, 2004). This is because the
communication between customers and a company is rather seen as a
mutual relationship (Vargo & Lusch, 2004). Prahalad and Ramaswamy
(2000) suggest that customers are the party of the relationship who are
controlling the dialogue. Hence, companies should not try to control it by
force. On the contrary, companies should rather facilitate the whole copro-

duction process without affecting the actual dialogue.

The growth and maturation of digital media has remarkably changed the
way of doing business and created entirely new business opportunities.
From customer’s point of view, the new web — based services and prod-
ucts have created the opportunity to participate, create integrate and per-
sonalize content from various sources. Web 2.0. the next level of technol-
ogy, enables deeper communication and collaboration among people and
from companies perspective, the new business models related to publish-

ing content and making economic transactions online.
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Service — dominant logic and Web 2.0. have a lot in common. Both of
them are based on the customer orientation, interaction and participation
of customer and value creation. What distinguish these two is that service
— dominant logic conceptualizes the creation of value by providing service
and transferring benefit to the customers, whereas Web 2.0. refers to the
behavior of the people and the way of doing business online. Thus it can
be stated that S-D logic serves as a business philosophy, while the Web
2.0. refers to the way tat practice takes place currently on the Web. The
empirical part of this study digs into the role of S-D logic in Web 2.0. with
the intention to outline a conceptual basis for the development of service-
based business model.

3.2. The Definition of Value

Compared to the previously presented service-dominant logic’s value defi-
nition, divergent views for this definition have been stated. Grénoos et al.
(2011) are claiming that the discussion of value creation and co-creation in
publications on service-dominant logic is based on a non-existent defini-
tion of value creation and an unclear view. Instead they suggest that the
value should be defined as value-in-use, meaning that the value is actually
created by the user during the usage of the service, resources, processes
and / or their outcomes. In this context, the usage can be physical, virtual,
mental or just the mere possession. In other words, value creation is de-
fined as the customer’s creation of value-in-use. With this definition, the
process of value creation is clearly defined and there is only used one

well-defined value concept.

In general, the management literature of value is clustered generally

around three categories of value: financial economists advocate share-
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holder value, marketers advance customer value, and stakeholder theo-

rists promote stakeholder value.

The most well-known definition for the value has been given by Porter
(1985) is the amount that the buyers are willing to pay for what the firm
provides for them. Customers typically choose the suppliers who are able
to offer them the best value, in other words the most useful benefits at the
most reasonable prices. For this reason, the suppliers who manage to of-
fer superior customer-perceived value are most likely to increase their
market share, rapid of growth and improve their profitability. From compa-
ny’s point of view, the value is typically measured in terms of total reve-
nue, which can be calculated by multiplying the price of the product by the
quantity of the product sold. Customer value, after all, is the source for all
other categories of value and thus will be the main issue to concentrate in

this study.

3.3. Customer value

The concept of customer value, an important notion of the whole concept
of value, is specially characterized by its obscurity. Customer value is a
term that has been defined by many different viewpoints as well as con-
texts it is examined in (Smith and Colgate, 2007; Woodruff, 1997).
Woodall (2003) gives to customer value two main meanings. The first one,
called value for the customer, relates to customer perceived value or cus-
tomer received value whereas the second one, called value for the firm,
relates to what the customer can deliver, also known as customer lifetime
value. Woodruff (1997) explains that customer value takes the customer’s
perspective by taking into account the customer’s wants and perceptions
of what the acquisition and usage of a company’s product can offer.

Many researchers have emphasized, that the ability to create superior
customer value is most important factor for ensuring the success and

growth of business (Huber et al., 2001) and most of the business strategy
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models acknowledge the importance of superior customer value (Cravens
et al., 1997). Superior customer value included products and services will
contribute to customer loyalty, which together with business profit are
closely linked to value created by the company and delivered to customer.
Superior value of products and services delivered to customers leads to
strong customer loyalty, which can be considered to be the most important
driver for company’s financial performance (Reiccheld & al., 2000). In oth-
er words, if the company manages to offer customers superior value com-
pared to its’ competitors, customers will be loyal for the company, and this

will lead to better profit and financial performance (Khalifa, 2004).

Customer value can be divided in to three different categories, based on
the type of value. These three categories are:

e Customer value in exchange

e Customer value build-up

e Customer value dynamics

Gale (1994) defines customer value as a choice model, showing how
the customers choose the right supplier among the competitors. The
methodology observes the linkages between the perceived benefits that
customers identify with a product or service offering and what are they

ready to pay to get those benefits.

Gale has shown, that the following empirical relationships are highly

related to customer’s decisions of purchase:

e Customers tend to buy the perceived value

e Value from customers viewpoint is defined as benefits relative to
cost

¢ Benefits include all non-cost attributes, such as product, service,
relationship and brand image

e Benefits, costs and value are perceived by customers relative to

competitors offerings



Kano has developed the very well-known two-dimensional model of the
relationship between the company’s performance and the value for cus-
tomers. This model should be considered as a basic tool to understand
the linear thinking concerning the relationship between the organization

the perceived value for the customer.

Figure 8. presents Kano’s model, formation of customer value. This
model divides the characteristics into three different types, based on
what expectations the customer has for the product being delivered.
Fundamental characteristics are referring to features that are expected
to be a “normal standard” in a product or service and that are mostly
taken for granted. For example, in terms of web services the easiness
of usability and clear layout can be expected to be a standard level for a

web service.

positive

Delighters More is Better
Characteristics

Mot desired but when
delivered, brings value As organizational performance
increases, customer perceived

value or satisfaction, also rises.

Meutral Value Level

Fundamental
haracteristics

Only noticed when absent.
MNewver bring value beyond
neutral.

Customer Value or Satisfaction

negative positive
Organizational Performance

Figure 8. Formation of customer value.
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Since these characteristics are expected to be there, their “presence” only
brings customers up to neutral but their absence annoys them. There is a
strong connection between organizations’ s conception of value and the

business model it chooses.

3.4. Value Co-Creation

Recently, there has been a major transformation in our society and market
structure as the focus has moved from businesses dominated markets to
customers dominated value creation business. Whereas before the com-
panies commercialized new products and services and then tried to adapt
customer’s needs and preferences to meet these products and services,
nowadays trend is to listen carefully the customer while developing new
products and services and create a sort of networks of customers and

companies who together create value.

The concept of value co-creation is highly depending on how value crea-
tion is defined (Gronroos et al, 2011). If the value creation is seen as an
all-encompassing process, then the co-creation of value becomes a sim-
plistic concept. In this case, everything is co-creation and every party par-
ticipating co-creates the value. For example, the approach of service-
dominant logic defines both the firm and the customer as co-creators of

the value, but leaves the roles in co-creation process unspecified.

If the value is seen as the customer’s creation of value-in-use, theoretical
and managerial implications are possible. When the customer is the one
who creates value through experiences in an accumulation process, the
firm as service provider may facilitate customer’s value creation by produc-
ing resources and processes that represent potential value or expected
value-in-use for the customer. The customer is anyhow the one who con-
structs and experiences value by integrating resources and processes in
the customer’s own social context. In other words, the customer is the val-

ue creator and the firm is a value facilitator.
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But in this case, if the customer is the value creator, then who is the co-
creator of the value and when does this co-creation is happening? Gron-
roos (2011) suggests that the co-creation of value needs to be analyzed
thru the roles, both of the customer and the firm, by recognizing the value

spheres of the firm (the value provider) and the customer.

According to Prahalad (2004), the industrial world we are living is generat-
ing more good and services than ever before. At the same time the
boundaries between countries, industries and products have blurred and
globalization, technological developments and omnipresent connectivity
brings them continuously closer to each other. Worldwide flows of infor-
mation, capital, products and ideas intensify the competition and displace
the traditional business concepts. Thus the business managers are forced

to look up new sources for innovations and business models.

Figure 9. presents Prahalad’s suggestions concerning the differences in
value co-creation between the traditional exchange and co-creation expe-

rience:

Migrating to Co-Creation Experiences

Traditional Exchange Co-Creation Experiences

Goal of Interaction Extraction of economic value Co-creation of value through
compelling co-creation
experiences, as well as

extraction of economic value

Locus of Interaction

Company-Consumer
Relationship

View of Choice

Pattern of Interaction
Between Company
and Consumer

Focus of Quality

Figure 9: Differences between Traditional Exchange and Co-Creation Expe-

Once at the end of the value
chain

Transaction-based

Variety of products and
services, features and
functionalities, product
performance, and operating
procedures

Passive, firm-initiated,

one-on-one

Quality of internal processes
and company offerings

rience (Prahalad 2004).

Repeatedly, anywhere, and
anytime in the system

Set of interactions and trans-
actions focused on a series of
co-creation experiences

Co-creation experience based
on interactions across multiple
channels, options, transactions,
and the price-experience
relationship

Active, initiated by either
company or consumer, one-on-
one or one-to-many

Quality of consumer-company
interactions and co-creation
experiences
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3.5. Creating value for the service

Value creating elements of the service varies remarkably from the value
creating factors of physical goods and thus service value creation has to
build with different principles Edvardson & al. (2011) suggest that there
are eleven critical success factors when developing new services and im-

proving existing ones in terms of value creation:

1) Build a deep and thorough understanding of the customer and un-
derstand what creates value for the customer

2) Create a customer-centric service culture and strategy within the
company

3) Stay focused on your customers

4) Apply a multi-method approach

5) Involve the customer in the development process

6) Appoint multi-teams

7) Manage internal and external communication

8) Appoint project leader with the skills to lead, coach and develop
team members

9) Take on a holistic approach

10) Focus on the whole integrated customer solution and the service
experience

11) Monitor and understand market and future trends

Understanding the customer needs and experiences is the key element to
commercial success. Thus it is extremely important for a company to build
a deep and thorough understanding of the customer and understand what
creates value for the customer. Companies should evaluate their service
offerings through the lens of the customer. In more specific, the compa-

nies should gain deep knowledge from customers:
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- needs, priorities, requirements, expectations and preferences

- service context, when what, how, why and where the service is
used

- knowledge and capability to use the service

- values and cognitive structures

- experiences, emotions and behaviors when using the service

In order to be able to exploit the understanding what creates value for the
customer, the companies should create a customer-centric service culture
and strategy within the company. The challenge is to create a strategy that
fits both for the service and culture inside the company but that also meets
the quality perceptions and value expectations of the customers. This will
create the base for the strong service concepts, which usually strongly rely
on technical infrastructure and dismiss the importance of the customer
needs. Service concepts and technical infrastructure will not be enough
itself to satisfy the needs of customers, who are becoming continually
more challenging to please as the range service is continually growing and

the competition between service providers will get tougher.

The most important value creating factor is always the service encounters
and the real interactions between the people. This does not imply only for
the external customers of the company bit also inside the company; inter-
nal customers within the companies should be treated and as accurately
as external customers in order to develop and maintain profitable custom-

er relationships.

Another thing the companies should pay attention is that they should stay
more focused on their customers. When companies are building and main-
taining the service concepts, in order to achieve competitive advantage,
the new service concept always requires market segmentations. Compa-
nies’ ability to build a successful service concept, which is linked between
company strategy and activities towards customers, depends on remain-

ing strategically focused on a particular segment of customers.
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Sometimes customers are very capable to express their need and opin-
ions and what they are expecting from the company. In that case, the sim-
plest method is to do customer survey, ask what the customers want and
then, based on their answers, develop them a service they have asked.
But in many cases, that is not an option, because most of the times the
customers have difficulties to explain what they really want and most of

the time, they don’t even know what are their needs.

For example, if Henry Ford would have asked people in 1908 what do they
want and what could make their transportation faster, they would have an-
swered faster horses instead of car (Isaacson, 2011). That is why a multi-
method approach is needed to apply in order find out the true needs and
desires. Surveys and customer satisfaction studies are of course important
but they are simply not enough to get a deep understanding from custom-
ers’ mindset. A number of different methods are needed to capture differ-
ent, relevant and important aspects of the customer’s needs, value drivers

and usability process in great detail.

It is also extremely important to involve the customer in the development
process of the service. Instead of focusing on technical drivers, companies
should focus more on customer drivers and test the new ideas and service
concepts with real customers before they are launched. According to study
by Edvardsson & al (2005), many of the most successful companies work
in close collaboration with the real and demanding customers during the
development process. This approach is not only efficient in terms of com-

pany’s resources but also guarantees better results in a faster schedule.

To take the idea of engaging customers into development process, this
approach should go even further and take a root within the whole organi-
zation. Appointing so called multi teams for the service development, is
one of the key success factors of the successful service development pro-
cess. The voice of the customer is of course very crucial, but at the same
time the different functions and expertises inside the organization should

not be forgotten or underestimated. Project team that consists of special-
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ists from functions of the company, for example sales persons, customer
service people, IT-professionals, marketing experts, is capable to com-
municate better with each other and see the opportunities or possible
problems from different point of views. Using the multi-teams does not only
bring the stronger knowledge and expertise inside the team, but also gives
each team member new understanding and diverse ideas to take back to

their own teams.

Whereas the creation of multi teams is very important and brings the ex-
pertise from different divisions of the company, it is not good to overlook
either the performance of internal and external communication. By invest-
ing the managing process internal and external communication, compa-
nies can take an advantage for faster and deeper share of information,
which helps them to keep better updated what is happening inside the
company, what are the latest preferences of their customers and based on

them, make the actions at the right time.
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4. CASE STUDY: SANOMA LEHTIMEDIA OY / FINSKIDKA

This master’s thesis is implemented in order of Sanoma Lehtimedia, which
is a part of Sanoma Media Finland’s business unit Helsingin Sanomat.
This chapter includes the short presentation of Sanoma Media Finland and
Sanoma Lehtimedia, overview of Russians travelers in Finland and what
are the motives for Finnish Media Company to develop web service for
Russian consumers. The main focus of this chapter is to present the re-
search for Russian travelers and Finnish media clients, analyze these re-
sults, and based on these results, finally introduce the development plan
for two different user groups of Finskidka web service.

4.1. Introduction to case company

Sanoma Group is a strong European media company, operating in diverse
fields of consumer media and learning in more than 20 countries. Sanoma
develops a broad media and learning portfolio through leading operating
companies in more than twenty countries, with a strong focus on Europe.
Sanoma’s diverse business portfolio consists of products and services for

consumers and corporate customers.

The main focus of Sanoma’s business operations is in the three strategic
business units, Sanoma Media Finland, Sanoma Media Netherlands and
Sanoma Learning. Besides those, there are also other business units in
other area, Sanoma Belgium and Sanoma RU&CEE. Sanoma’s strategic
aspiration is to be number one player in consumer media and learning in

operating markets.
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Figure 10. Business structure of Sanoma (Sanoma company presentation,
2014).

In Finnish market, Sanoma is the market leader in advertising and has
strong assets in print, TV and digital channels. Sanoma holds number one

position in newspapers, magazines, online advertising and commercial

radio.
Finland
SEne 00 | #1 in newspapers
Yie S #1 in magazines
Alma Media [N #1 in online advertising
MTV @ #2 in commercial TV

TS-Yhtymé [ #1 in commercial radio
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Figure 11. Competitive position of Sanoma in Finnish advertising markets.
(Sanoma Corporate Presentation, 2014).
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Sanoma Lehtimedia

Sanoma Lehtimedia (further SalLe) is a part of Sanoma Media Finland’s
business unit Helsingin Sanomat. SalLe operates in South-East part of Fin-
land and publishes three daily newspapers: Etela-Saimaa in Lappeenranta
region, Kouvolan Sanomat in Northern Kymenlaakso and Kymen Sanomat
in Southern Kymenlaakso. In addition SalLe publishes the local newspaper
Uutisvuoksi in Imatra and free sheets Vartti Kouvola in Kouvola region and
Vartti Etela-Karjala in Etela-Karjala region. Established in 1885, Etela-
Saimaa is the oldest newspaper of Sanoma Group. All together the total
reach of SalLe’s products is 287 000 readers. (KMT, 2013)
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Figure 12. The circulation area and products of SalLe

>

During the last few years, SalLe has put a lot of resources into develop-
ment of digital products and services. The digital revenue has turned into
strong growth and new products have been launched continuously. One of
the newest product and biggest development project in history of SalLe is

Finskidka web service for Russian travelers, which was launched in Octo-
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ber 2012. After several years intensive researches and planning company
decided to choose the deal service concept, which is already very popular
among the Russians. Finskidka web service will be later presented in more

detail.

4.2. Changing world of media

In order to understand the birth and growth process of new web service,
let’'s take a short look into recent media world and how the digitalization

has changed the habits of consumers and advertisers.

It was not that long ago, when Internet and the use of electronic communi-
cation channels was something very new and odd for most of the con-
sumers and also for advertisers. Daily newspapers carried straight to
home, ridden with morning coffee was the main source for current issues

and news of the day.

In former, traditional world, the content creation and production by profes-
sional authors and editors, distributed through proprietary platforms was
the only option. But that is not the case anymore. In new media world, the
content is usually created by users and accessed through open platforms.
The digitalization and fragmentation of media field into wide range of tools
has already changed the habits of consumers how to use media and also
their purchasing habits. The circulations of newspapers have collapsed
while at the same time the use of digital contents has exploded. The con-
tent creators have to be able to adapt new channels to distribute the news

and other content.

Figure 13 presents how this formation from printed media to digital chan-
nels has affected to advertisers media inputs. As the figure shows, the
media input for newspapers and free-sheets has collapsed since 1989,
whereas the media inputs for online has remarkably growth its’ share
since 2007.
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Fingure 13. Distribution advertisers’ media inputs 1980 — 2011.

In order to survive and manage to keep the business in growth, the media
companies has to be able to create new business models in order to an-
swer the needs of new media world and changing habits of consumers.

Berman et al., (2007) suggest that the media companies should take an
advantage in order to avoid the threat of new entrants, and on the other
hand to cover their previous functions, that are not profitable anymore in
this new situation. They state seven points that media companies should
do in order to keep their business in growth and to maintain their market

share within the advertisers.

Deliver experiences, not just content

Leverage virtual worlds

Innovate business models

Invest in interactive, measurable advertising services and platforms
Redefine partnerships, while mitigating fallout

Shift investment from traditional business to new models

N o gk wbdE

Create flexible business design
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Living in the world with full of possibilities to experience things with limited
time resources, consumers require new kinds of content, new ways to
consume it and new tools to make this experience easy. Sharing the expe-

rience easily with friends is also something highly valuable.

How to survive from the transformation and to be among the winning
teams is probably the biggest concern in many traditional newspaper
companies. These companies have chosen quite different strategies to
retain the stability and allow the growth for business. Sanoma group has
internationalized its’ functions by acquiring European magazines, learning
material companies and TV-channels. In Finland they have invested in
digital development. Meanwhile another big player in Finnish media field,
Alma Media has internationalized by expanding with classified online-ads

in European market area.

The success of these strategies will be seen in next few years. A lot is de-
pending on how intensively and fast the consumers will shift to online ser-
vices. One thing is for sure. Monopolies of printed communication will
soon be in history also in whole country and the competition of the whole

industry will be tougher than ever.

4.3. Digital markets in Russia

Finpro has carried out a comprehensive research concerning virtual trade
& marketing in Russia. The following figures and facts will give a clue
about the current status of Internet users and e-business in Russia. And
why so many companies are desperately searching the ways to get the
attention of Russians. In March 2012 the total number of Internet users in
Russia was 61.4 million. The number of users has grown twice since be-
ginning of 2009 and 10 times since 2000. Russia has already entered the
TOP-10 Internet countries in Europe in terms of the number of users, hold-

ing the second place in the rating.
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According to experts, Internet usage will continue growing at least as fast

as it has grown so far for the next 10 years.

Online Audience Across European Countries
15% of Europe’s 408 Million Internet Users are in Russia
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Figure 14. Online audience across European countries

The number of users who are carrying out any commercial activities in the
Internet is also growing fast. Since August 2010 until March 2012 it has
increased from 18 % to 24 % of all Internet users. However, there are ex-
perts who believe that the e-commerce penetration is much higher: ac-
cording to them about 90 % of all Internet users have bought something
online at least once. E-commerce market volume estimates to achieve 6

billion euros until the end of 2013.

E-commerce is developing fast, with annual growth of 20-30 %. The main
trends that provide growth are the increasing speed of life and penetration
of Internet to the remote regions of Russia. The main barriers are poor
legislative basis, infrastructural and technological underdevelopment and
low penetration of electronic payment systems. A significant share of the
market is taken by sale of tangible goods while the share of services is still

relatively small.
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One typical characteristic for Russian customers compared to European
ones is that they prefer to pay their online purchases by cash as they fear
to reveal their personal information in the Internet. Apart from that, this
method of payment allows customer to see purchased goods and check
the quality before the actual payment. This is something that has caused a
problems for several e-commerce players and mostly the sites that are

established somewhere outside of Russia.

In case of selling products or services from Finland to Russian customers
via Internet, there might occur some legislative and logistical barriers. An-
yway, this kind of form of business will help Finnish companies to adjust
sales volumes and better share the information what is available in Finland
when the Russians enter the country for a holiday or business trip.

4.4. Russians in Finland

According to the report of Finnish Trade Union, tax-free shopping of Rus-
sian travelers has recently started to decrease and the Russians are no
longer consuming as much as they did before during their holiday in Fin-
land. Even if the meaning of shopping tourism has significantly decreased,
for our Eastern neighbors it is still the main reason to come to Finland
(Kaupan Liitto, 2014).

Also the statistics made by research and analyst company TAK show that
shopping tourism is with no doubt still the biggest reason for Russian to
travel to Finland. Figure 15 shows the distribution between different pur-
poses for trip to Finland.
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Figure 15. Distribution between the Russians purpose of travel to Finland
(TAK, 2013)

Satistics of Rosstat show that in 2012 the Russians did 5,1 million trip to
Finland, 16 % more than in the previous year. Finland is still the biggest
international destination for Russians. All together Russians did 47,8 mil-
lion trip to abroad, the number of leisure travels increased 6 % to com-
pared to previous year and travels as a whole 9 %. (Matkailun edistamisk-
eskus 2013.)

However, the latest statistics from Tax Free shopping provider Global Blue
show that cities in South-East part of Finland have managed to increase
their tax free sales from 2 to 25 %. It should be also noted that Lap-
peenranta is undisputed number one what comes to share of tax free
sales in Finland. Russians share from Tax Free sales in Finland is 92,6 %.
There have been some discussion about the reliability of Tax Free statis-
tics as a measurement of Russians shopping behavior in Finland because
of new form of tax refund; invoice. It has been estimated that in some pe-
riod of time, Tax Free shopping among Russians will decrease significantly
but at the same time invoice purchasing will become more popular and the

division between Tax Free and invoice will soon be equal.
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4 5. Finskidka web service

Finskidka web service was launched in October 2012. After several years
intensive researches and planning Sanoma Lehtimedia decided to choose
the deal service concept to be the service format for Russian consumers,
based on the fact that deal services are already very popular among the
Russians. There were several other options as well, for example the travel
portal of South-East Finland which would have combined the content of
company’s four newspapers, travelling tips and updated info from the
whole area, calendar of events, different kinds of opportunities of visibility
for local advertisers etc. But all the other ideas were eliminated because
the market seemed already quite saturated among these information por-
tals and magazines for Russian travelers. The basic idea of the service is
that the Russian travelers are visiting the site either while planning the trip
to Finland or during the visit.

In the first version Finskidka, the main purpose was to offer the best deals
in city and discover the shopping opportunities of many different shops in
different cities. There were two different options for Russians to exploit the
best offers; deals and coupons. Like many other deal services, such as
Groupon and Citydeal, the deal concept of Finskidka was to offer unique
products and services with unique prices, but the deals had to be paid in
advance. To avoid the complexity in payments where were the most com-
mon payment methods available on the site. The pre-market studies had
showed the fact that is already quite well known among professional mar-
keters; the usage of credit cards is not very common in Russian, instead
they prefer to use their own online debit accounts, where they can upload
money from their bank accounts. Most popular debit accounts are Qiwi-
money, Webmoney and Yandex money. While operating with deals, Fin-
skidka had all these payment methods available and also the possibility to

pay with all of the international credit cards.
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Second version of Finskidka web service was launched step by step be-
tween January 2013 and October 2013. Version 1.1. was pretty similar to
1.0., biggest differences compared to the version 1.0. were specific cou-
pons for events, availability to get the home delivery for some specific
deals and also some editorial content which was published in Russian

magazine Saimaa News.

Finskidka version 2.0. will be launched in 29" of April, will be totally differ-
ent from versions 1.0. and 1.1. the weight will be more in editorial content,
not only from Russian magazine but there will also be a wide-range of
content that is created specifically for the web service. Appendix 3 pre-

sents the service elements of each Finskidka version.

Service element v.1.0. v.1.1. v. 2.0.
Deals to buy X

Deal of the day X

Coupons X X
Categories by product X X
Categories by city X X

Cities / places X X X
Event coupons X X
e-commerce / home delivery X

Editorial content from Russian magazine X X
Coupons of the day X
Coupons by category X
Display banner ads X
Website generated content X

Table 2. Service elements of each versions of Finskidka web service
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4 5. Research methods

In this study, there was two different customer groups whose experiences
were aim to explore. The main objective of the research was to find the
answer for the main research problem; what is the role of network exter-
nalities in value creating process of commercial web service? The sub-

problems were stated as follow:

- How does the size of network effect to overall value of the service?

- How could the users of the service participate into value co-creation
process?

- What are the value creating drivers for different customer seg-
ments?

- How this value can be increased?

One research would have not been enough as the purpose was to analyze
the customer experiences in detail and get the comprehensive overview
concerning the value creating factors of the service. Thus the research
methodology consists of both quantitative and qualitative methods. The
research was executed in two different parts, first one in January — March
2013 and second part in January 2014.

Theme interviews were implemented in order to examine the value as-
pects of both Russian consumer and Finnish media clients. As it was al-
ready mentioned in chapter 1.4, the unstructured theme interview was
chosen to be a principal research method, as it seems to be best-suited
method in terms of the research questions and objectives. It is also the
best method to test main proposition “The more there are users in diverse
customer groups the more value the service will create for each groups
and thus will cause direct and positive network externalities” as this meth-
od makes it possible to ask the complementary and detailed questions
concerning the value creation process and value creation factors of the
service. Quantitative research in form of questionnaire is used in part one
to complement the results of qualitative research in order to get the bigger

sample and to improve the reliability of the research.
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Research for Russian travelers

The qualitative research for Russian consumers was implemented as an
unstructured theme interview, which was evaluating the awareness of the
website, service content, configuration, usage and suggestions for the fu-
ture development. One important factor related to these theme interviews
was to investigate does it make a difference where the products or ser-
vices are located in Finland, and if the place matters than why is that. This
will define is the location of the offers one value creating element for Rus-
sian consumers. Second part of the qualitative research was implemented
in Kouvola and Lappeenranta and the form was open questions concern-
ing Finskidka web service and Finturist-magazine. The purpose was to
find out the awareness of these products among Russian travelers and

also ask for the issues for the future development of these products.

The quantitative research for Russian travelers was implemented by com-
pany X, the media-agency responsible for the web service marketing for
Russian consumers. The study was implemented through the question-
naire, where the users of the service participated the draw of iPhone5 by
answering the questions related to Finskidka service. The implementation
of the quantitative research and the questionnaire will be presented more

detail in chapter 4.
Research for business users

The qualitative research for business users of the service was also imple-
mented in two parts by unstructured theme interview in Lappeenranta,
Kouvola & Kotka, with business users in different size and field of busi-
nesses. Quantitative research was implemented with semi-structured web-
survey in November 2013 and in January 2014. The main purpose of this
guestionnaire was to investigate the influence of new Russian language
magazine for their business and their satisfaction to this new product re-
lated to Finskidka web service. After the empirical research, the next step
was to analyze the results and create plan of implementation for the Fin-

skidka web service.
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Data collection was implemented in six phases. There were three specific

samples from both customers groups, one quantitative sample and two

qualitative samples.

Time Research Customer | Aim of the
period Methodology | group research
January Qualitative Russian To ask the first impression
2013 Consumers | of recently launched Fin-
(n=21) skidka web service from the
end user customer group
and get the comments from
their first user experience
% January — | Quantitative Russian To get the bigger data from
% March Consumers | the experience of the usage
o 2013 (n = 68) and content of Finskidka
January — | Qualitative Finnish To get the comments about
March Business the usefulness of the service
2013 users from other customer group
(n=16) - have they reached more
Russian customers
January Qualitative Russian To get the comments an
2014 Consumers | experiences from new Fin-
(n = 100) turist - magazine from Rus-
sian’s point of view
January Qualitative Finnish To get the comments an
% 2014 Business experiences from new Fin-
‘% users turist - magazine from busi-
o (n=3) ness users point of view
January Quantitative Finnish To get bigger sample for the
2014 Business experiences and effective-
users ness from Finturist-
(n=16) magazine

Table 3. Time period for each research by customer group.
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Part one

First part of data collection consists of three researches; unstructured
theme interview for Russian consumers (n=21), one web-survey for Rus-
sian users of Finskidka (n=68) and one unstructured theme interview for

Finnish media clients (n=6).

Qualitative research for Russian consumers was implemented in Kotka, at
Kauppakeskus Pasaati in 6th of January 2013. This specific date was
chosen because of special event that was organized for Russian custom-
ers. Epiphany time is the highest travel season for Russians because of
the long Christmas-holidays. Thus many shopping centers and tourism
services organize special events for Russians during this time of the year.
Questionnaire was implemented with the assistance of the interpreter. The
method of data collection with end users or potential end users, Russian
travelers, was semi-structured questionnaire with structured questions and
open questions. Russians were invited to answer for the questionnaire
with the free gift coupon to Viking Line, every respondent was eligible to
receive the free cruise between Helsinki and Stockholm. This helped a lot
to attract potential respondents and at the end there were 21 respondents

with different demographic charterers.

The questionnaire (Appendix 1) was created as an unstructured theme
interview, which was evaluating the awareness of the website, service
content, configuration, usage and suggestions for the future development
and respondents shopping preferences in Finland. One important factor
related to these theme interviews was to research does it make a differ-
ence where the products or services are located in Finland, and if the
place matters than why is that. We also wanted to find out what are the

common places for the respondents to visit when they come to Finland.

To get the opportunity to communicate with the Russian travelers, we
wanted also to take the advantage to do some marketing activities at the
same time. Appendix 2 is a copy of the flyer that was made in co-operation

with Kauppakeskus Pasaati and Finskidka. The other side of the flyer
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promotes Finskidka in order to spread the awareness from the new web
service. The other side of the flyer promotes free Wi-Fi connection that is

available in Pasaati free of charge.

In order to get more comprehensive insight about the end users prefer-
ences, after all they are the most important customer group for the service,
we also implemented web-survey for users of Finskidka service. The pur-
pose of this survey was to find out mostly the same issues than with
theme interviews, but with bigger sample. The purpose of this survey was
also to improve the reliability of the research, as the number of respond-

ents in theme interviews was a bit low.

The quantitative research in form of web-survey for Finskidka users was
implemented by the Company X, the former media agency responsible for
the Finskidka’s marketing activities for Russian consumers. The study was
implemented through structured questionnaire, where the users of the ser-
vice were participating the draw of new iPhone5 by answering the ques-
tions related to usability and attractiveness of Finskidka.

Data collection for Finnish media clients was implemented with interviews
for business users (n=3) and institutional stakeholders (n=3). The inter-
views were made as open theme interviews with specified themes for
each customer, based of their field of business, size of business and expe-

rience in Russian marketing.

Size experience in Finskidka

Russian mar- customer
keting

Company 1. SME small yes

Company 2. Big organization | strong yes

Company 3. SME none no

Company 4. SME small no

Company 5 Big organization | strong yes

Company 6. SME strong yes

Table 4. Data collection of business users part one.
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Part two

Second part of data collection consists of three researches; unstructured
theme interview for Russian consumers (n=100), one unstructured theme
interview for Finnish media clients (n=3) and one web-survey for the ad-

vertisers of new Finturist-magazine.

Qualitative research for Russian travelers was implemented in form of un-
structured theme interview, the same method that was used in research
part one. Another round of interviews was made exactly one year after the
first interviews. Round two of interviews were carried out in two parts in
Kouvola and afterwards in Lappeenranta. These two cities were chosen as
the first interviews were made in Kotka in January 2013. All together there
were 100 people who were interviewed at round two — remarkably wider

sample than interviews in round one.

At data collection phase two, the qualitative research for Finnish media
clients was implemented with interviews for business users (n=2) and insti-
tutional stakeholders (n=1), which were the same persons who were inter-
viewed at part one. The interviews were made again as open theme inter-
views and the theme of questions was the same than during the first round

of interview as it was really important to be able to compare the result with

each other.
Size experience in Rus- | Finskidka
sian marketing customer
Company 1. | SME small yes
Company 2. | Big organization | strong yes
Company 5. | Big organization | strong yes

Table 5. Data collection of business users part two.

The quantitative research for business users was implemented in form of
web-survey. The survey concerned the newly launched Finturist-
magazine, which was established to be a sub-product for Finskidka and to
improve the presence of Finskida in Finnish advertise markets in the prod-
uct category targeted to Russian travelers. The questions were formed

with the purpose to evaluate the effectiveness of the advertisements in the
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magazine, and also to evaluate if the product meets the need of the adver-
tisers. Even if the main weight of this survey was in Finturist-magazine,
there were also two questions concerning Finskidka to use the opportunity

to get the latest opinions concerning the service.

4.5.2. Analyzing data

Russian travelers — Part one — Qualitative research

Theme interview was divided was categorized under four themes. Theme
one was about to investigate the background information of the respond-
ent; sex & age, how often the person visits in Finland and what is the typi-
cal destination city for the holiday in Finland.

Out of 21 respondents, there were 67 % of women and 33 % of men. The
frequency of visiting times in Finland was quite typical for Russian shop-
ping tourists; 20 % of respondents mentioned that they visit Finland week-
ly, 51 % at least once in a month, 29 % told to visit few times during the
half year, mostly during the common holiday seasons. Only 14 % of re-
spondents are visiting approximately few times in a year. The most com-
mon place to visit during the holiday in Finland was Lappeenranta / Imatra
area, second popular was Kotka / Kouvola area for 78 % of respondents
and Helsinki in the third place; 31 % of respondents mentioned that Hel-
sinki is their typical travel destination in Finland.

Respondents by gender Visiting frequency in Finland
18% 20%

33%

29%
67%
51%

H Weekly
® Men m Women m Once in a month

i Few times in a half year

Figure 17 & 18. Division of respondents by gender & visiting frequency in
Finland.
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Typical travel destination in Finland

89% M Lappeenranta / Imatra
B Helsinki

m Kotka / Kouvola

31%

Figure 19. Division by typical travel destination in Finland

The purpose of interview theme 1. was to evaluate the awareness of Fin-
skidka web service among the interviewees. The interviewees were asked
if they have ever visited in Finskidka web service, and if yes, how did they
end up visiting the site. The sub question “How would you like to find the
best offers and information about the shopping facilities in Finland?” was
asked in order to find out whether they prefer push or pull types of ser-
vices; in other words do they want to search for the best offers by them-

selves or do they want to get updated offers for example by e-mail.

6 out of 21 respondents were familiar with Finskidka. They had ended up
to the site because some of their friends were recommended the service
(1), they had searched for the information about shopping facilities from
Yandex (2) and found the Finskidka page from Vkontakte via some other

groups they are members in (3).

Only two of the respondents said that they prefer pull marketing to find the
best shopping places in Finland; they want to search for the information by
themselves by using the familiar web services, asking for friends and fol-
lowing Finnish advertisement magazines which are targeted to Russian

travelers.
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19 respondents said that they consider e-mail marketing to be the most
convenient marketing tool to gain offers and good shopping tips. But on
the other hand, they are very accurate about the offers and the newsletter
providers to who they subscribe. Offers and shopping tips must be really
useful, the content has to be valuable and the sending period of newslet-

ters cannot be to frequent.

Interview theme 2. concerned the quality and the usage of the service.
Finskidka web service was demonstrated from iPad and the respondents
could discover the service by themselves. After few minutes discover, they
were asked their opinion about the layout of the page, easiness to use the
service, structure, attractiveness, and value addition for their current
sources of shopping information in Finland. Respondents who were al-
ready familiar with Finskidka were also asked if they already had used the
service, what deals / coupons they have bought / downloaded and how
would they evaluate the redeem process.

5 out of 21 respondents thought that the site is a bit unclear. After short
looking, it was not obvious for them what is the purpose of the site and
how should they use it. 12 out of 21 respondents said that the layout of the
service is fine, not very attractive but for them the purpose of the service
was clear and they 8 out of them said that they could very likely use this
kind of service in the future. Biggest value adding element for them, com-
pared the services they are currently using, was that there are no any oth-
er services that presents companies in Finland and offers unique dis-
counts for the places they are used to shop. 3 people out of 6 who were
already familiar with Finskidka had downloaded a coupon from the site
and used it. They all were very pleased with the easiness to download and
redeem the coupons. 18 out of 21 respondents also emphasized the im-
portance of wide range of content; they would value a lot if there would be
numerous offers from different product and service categories instead of

focusing only into some specific product group.
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Theme 3. was focusing on investigating the shopping preferences in Fin-
land. The main concern was to find out is there some specific products or
services that the Russians would like to find some information before visit-
ing Finland and also what kind of products or services they would be ready
to buy from website in advance before seeing the actual product in Fin-
land. At this point was also asked the willingness of the interviewee to giv-
er his / her e-mail and to get the permission to send their Finskidka news-

letter in the future.

Last question asked the favorite shopping city in Finland, and how many
times they had visited during the past 6 months in 10 big Finnish shopping
center; Pasaati in Kotka, Jumalniemi in Kotka, Veturi in Kouvola, Opri in
Lappeenranta, Galleria in Lappeenranta, Karisma in Lahti, Trio in Labhti,

Jumbo in Vantaa, It is in Helsinki and Sello in Espoo.

The most interesting product category was clothes. 19 out of 21 respond-
ents mentioned that they are always seeking good discounts for clothes
and would be very happy if there would be some place where they could
find the best offers all from the same place. Children and women clothes
were the most preferred categories of clothes. Children toys and products
were the second popular category; 15 out of 21 respondents said an-
swered that children clothes and products are very expensive in Russia
and they buy all these items from Finland. The product category that was
third interesting was home electronic; especially the young people who
were interviewed said that they always want to buy the latest models of
mobile phones and tablets. The maximum amount of money they were
ready to pay without seeing the product in advance varied from 50 euros
to 1000 euro.
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Russian travelers — Part one — Quantitative research

The online-based questionnaire for Finskidka users was carried out by
Company X, the previous media agency of Finskidka. The main purpose
of this questionnaire was to evaluate what brings the biggest value for the
service users. The questions that were created to evaluate following as-

pects;

- How important the delivery mode of the product is for you?

-  What is the most interesting product type for users; deals, which
they pick up from Finland, deals carried straight home, coupons or
some other option that we do not have yet

- Does it matter in which cities the deals are available to redeem

When asked about the importance of the delivery mode of the product,
only 8 % of respondents replied that the delivery mode is not important at
all or it is not very important. Thus vaulting 92 % of respondents thought

that delivery mode is very important, important or quite important.

Importance of delivery mode of the product

Not important at
all
4%

Not very

important

4%
___Quite important
14 %

Important
Very important 20 %

58 %

Figure 20. Importance of delivery mode of the product
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Answers for the question about the most interesting product type for users
were also quite clear; 48 % of respondents answered that they prefer cou-
pons that are free to download, 29 % of respondents favored deals that
are delivered straight to Russia and 26 % of respondents choose the deals
that has to be redeemed in Finland to be the most interesting type of
product. Only 2 % of respondents answered that they are interested in

some other products, which are not available at Finskidka web service.

The most interesting product type in Finskidka
Someoother Deals; redeem
2% in Finland
26 %
Free Deals: h
coupons eal.s, ome
43 % de |very to
Russia
29 %

Figure 21. The most interesting product type in Finskidka.

Based on the answers to the question; “what city you prefer the most to
redeem deals / coupons”, It can be concluded that deals and coupons
available in the cities where the Russians visit the most, Lappeenranta,

Imatra and Helsinki, are of course most popular answers.

What city you prefer the most to redeem deals /

Other__ coupons?
4% Kotka

Helsinki
23 %

Lappeenranta
28 %

Imatra
20%

Figure 22. The most preferable city to redeem deals or coupons.
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Business users — Part one — Qualitative research

The interview questions for business users were categorized in four main
themes, but there were not any specific form to carry out the interviews, as
the purpose was to get as truthful answers as possible and to stimulate
open debate. Four main themes were 1) experience in Russian marketing
2) preferences to target offers / commercial messages for Russian travel-
ers 3) comments concerning Finskidka; what is good about the service
and what kinds of improvements are needed in order to better meet the
needs of interviewees’ 4) most important value creating factors in terms of

Russian marketing activities

Five out of six interviewees had tried some Russian marketing activities
before and four out of these five were customers of Finskidka web service.
Other Russian marketing tools that they have tried were Venéjan Kauppa-
tie-magazine, Shopping Navigator-magazine, Terve-magazine and Global
Blue-shopping guide. Only one of the interviewees had tried online Rus-

sian marketing activities, other than Finskidka.

All six interviewees agreed that they have the willingness to target prod-
ucts and services to Russian travelers. They all had noticed the im-
portance of Russians for their business and were keen on try some new
marketing activities in reasonable product with reasonable price. They all
emphasized the same factors that are mostly affecting to their decisions
where to put the advertisements:

1) Measurability: the most important factor to evaluate which Russian
marketing, products really work and which ones not

2) Size of Russian audience: the bigger real audience the product or
service is able to attract, the more interesting it is from the viewpoint
of advertiser

3) Reliable translation service: only one of the interviewees was able
to produce advertisement in Russian language.

4) Consultancy in Russian marketing: four out of six respondents men-

tioned the feeling that they do not have enough experience about
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Russians and they would value a lot if someone could offer them
insight of Russian consuming behavior.
5) Diverse service; the product / service should be able to utilize new

technologies but not forget the power of traditional advertising tools.

Four out of six interviewees mentioned the willingness to try print advertis-
ing for Russian consumers in some new product. Three of them had al-
ready tried advertising in magazines targeted to Russian travelers, but two
had not because of limited marketing budgets and uncertainty of the effec-

tiveness.

Interviewee 1: “ | really don't believe the effect of online marketing, |
mean, there are so many service providers that I'm a bit confused with all
this because for me this whole online marketing, not to even mention Rus-
sian marketing is still so new and unknown area. For me it would be inter-

esting if we could combine online marketing and print marketing together.”

Interviewee 3: “I'm a bit suspicious about the Russian marketing chan-
nels, whether they are online or print magazines. ...if | should choose, |
would rather advertise in print magazine than online because | somehow
feel that the printed ad is still more effective easier to detect than online

”

ads

Three out of six advertisers mentioned that they would advertise more of-
ten and would be willing to pay more resources from their marketing
budgets to Finskidka, if the prices would be more reasonable and there

would be wider range of advertisement types available.
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Conclusions and implementations after part one

The most significant findings from the viewpoint of Russian’s was that they
prefer to buy deals that are carried straight to home and thus there should
be more deals available with home delivery mode. The number of offers
on the site also matters a lot. Second remarkable, and a bit unexpected
finding was that the location of redeem does not appear to be of great sig-
nificance; even though Lappeenranta and Imatra seemed to be most
popular locations to redeem deals or coupons, Kotka, Lahti, Kouvola and

Helsinki also attracted steady number of votes.

From business users point of view, based on the interviews of key cus-
tomers from different customer groups, SMEs, big organizations and insti-
tutional stakeholders, it can be stated that there are five main themes that
have been mentioned in order to improve the service from advertisers’

point of view:

1. More options for advertising types

2. Print version of Finskidka

3. Better communication between advertisement production & cus-
tomers

4. Rationalization of the prices, different price categories (relates to
point one, more options for advertising types)

5. More diverse selection of service providers and advertisers within
the same field of business and area --> bigger number of advertis-

ers

Advertisers wish to have more opportunities in terms of advertising types.
At this point, there were only two options for advertising; deals and cou-
pons. The whole deal concept was a bit challenging as it required certain
types of product or service. The commission based business model auto-
matically excluded products with low profit margin, for example al luxury
brand products such as Apple, all luxury brand clothes, purses, home de-

sign etc.
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Based on these results after part one of research, there several improve-

ments were carried out during 2013

Feedback

Improvement during 2013

More options for advertising
types

New online product, coupon of the day
Possibility to buy printed ads from
Finturist-magazine

Print version of Finskidka

Finturist-magazine was launched in October
2013

Better communication between
advertisement production & cus-
tomers

More people hired to production --> more
time to communicate with customers

Rationalization of the prices

New prices for ads from the 01.01.2014

More diverse selection of ser-
vice providers and advertisers
within the same field of business
and same area

One more person was hired to Finskidka
sales organization, responsibility between
sales is now divided in two different area:
Kotka — Kouvola / Lappeenranta — Imatra,
which makes it able to concentrate these
areas more specifically and also to contact
more advertisers from the same field of the
business.

Table 6. Improvements in version 1.0. based on feedback after research part one.

To understand what these improvements means in terms of service ele-

ments table above presents the new service offerings in version 1.1. com-

pared to version 1.0.

Service element v.1.0 v.1.1. v. 2.0.
Deals to buy X

Deal of the day X

Coupons X X

Categories by product X X

Categories by city X X

Cities / places X X X
Event coupons X X
e-commerce / home delivery X

Editorial content from Russian magazine X X

Table 7. Added service elements in version 1.0.
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Russian travelers — Part two — Qualitative research

Another round of interviews was made one year after the first interviews,
and after all these five main recommendations were analyzed in more de-
tail and all of them had ended up to bring more attributes to Finskidka web

service.

Round two of interviews were carried out in two parts, first in Kouvola and
afterwards in Lappeenranta. These two cities were chosen as the first in-
terviews were made in Kotka in January 2013. All together there were 100
people who were interviewed at round two — remarkably wider sample
than interviews in round one. Because the rate of interviewees was way so
much higher than in previous round, the quantitative research was not
necessary to implement in order to improve the reliability of this part of the

research.

Demographical questions were examining the background information of
respondent and also the main purpose for him / her to visit Finland. 54 %
of out of 100 respondents were men and 46 % of respondents were wom-
en. 77 % of respondent mentioned that the main purpose to visit Finland is
just for a holiday, for 17 % the main purpose was shopping and for 6 % of

respondent there were some other reason to travel Finland.

There were six main themes for the questions and after answering the
main questions; more specific questions were asked based on the re-

spondent answer. The main questions were:

1) What is the purpose of your travel to Finland?

2) What are the factors that you are most attracted in Finland? Why
did you choose to travel to Lappeenranta or Kouvola?

3) Are you familiar with Finturist-magazine

4) Do you think it would bring you value if you could be able to pick up
the latest issue of every Finturist when you are still in Russia and

planning the travel to Finland?
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5) Are you familiar with Finskidka web service? Have you visited the
service? > If yes, have you downloaded the coupons? - If yes,
have you redeemed them?

6) Are you more interested in good discounts or advertising concern-

ing luxury brands or unigue product / service offerings?

One specific theme rose out from the answers above the other themes.
Many interviewees mentioned that for them, it would bring a lot of value to
find a service or information tool that would give their updated practical

information from Finland:

Interviewee #7: 7It would be nice if there would be a calendar in every
magazine, where would be mentioned all of the public holidays in Finland,
when the stores and museums and offices are closed. This would help
tourists to plan their travel in advance, for example there were not many
people who knew that everything is either closed or serves with specific
opening hours in 6th of January, which is very popular time for Russian to

travel Finland because of the Russians Christmas holiday.”

Interviewee #19: “A large number of Russian people are missing practical
information from Finland. For example; how to park a car, what to do if you
get the parking ticket, how does the public transportation works in Finland
and how much does it cost, how to act in restaurants, do you have to pay
there in advance while ordering the food, is it allowed to take more food
from buffet etc. I'm also missing a service where | can find phone numbers

in Finland with Russian language”

Interviewee #37: “It would be nice to find somewhere some kind of com-
parison Finalnd vs. Russia. What is allowed in here, what are the biggest
differences that we should notice when we come to Finland for example in

our behavior”

Interviewee #72: “We have used so many different websites to book a ho-
tel or search for the information concerning restaurant and activities in Fin-

land, but there is actually a gap in terms of services which would bring all
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this information together. | would personally appreciate a lot if | could find

all the information | need from one website”.

Business users — Part two — Qualitative research

Part two of qualitative research for business users was implemented with
open interview with three strategic customers. As during the interviews in
the part one, there were not any specific form to carry out the interviews,
as the purpose was to get as truthful answers as possible and to stimulate
open debate. Four main themes were the same ones as in the interview
one because the objective was to compare the results and change of opin-
ions with results from interviews number one; how do the answers differ
from first ones after remarkable improvements for the service based on the

results from interview round number one?

Themes were; 1) experience in Russian marketing 2) preferences to target
offers / commercial messages for Russian travelers 3) comments concern-
ing Finskidka; what is good about the service and what kinds of improve-
ments are needed in order to better meet the needs of interviewees’ 4)
most important value creating factors in terms of Russian marketing activi-

ties.

Business users — Part one — Quantitative research

The quantitative research for business users was implemented in two
parts; first one after launching the first issue of Finturist magazine in Octo-
ber 2013. The second survey was implemented in December 2013, after
second issue of Finturist magazine. The questions were concerned only
about Finturist-magazine because interest how the advertisers have taken
this new product for their own and at this point of development, what is the
direction the magazine should be developed. The following percent of re-

spondents will summarize results from both web-survey.
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What is the objective for you to publish your advertisement in Fin-
turist magazine? (you can choose more than one option)

a) Increase of sales (100 % of respondents)

b) Increase of visibility (45,45 % of respondents)

c¢) Launching the new product (0 % of respondents)

d) Improving the competitive placement (0% of respondents)

c) Increasing the awareness of the company among the Russian con-

sumers (91,91 % of respondents)

Have you noticed that the advertisement in Finturist magazine has
increased the number of Russian customers in your company?

a) Yes (29,27 % of respondents)

b) No (79,73 % of respondents)

Does the content of Finturist-magazine meet your expectations?
a) Yes (81,82 % of respondents)
b) No (18,18 % of respondents)

Did the layout of your advertisement meet your expectations?
a) Yes (72,73 % of respondents)
b) No (18,18 % of respondents)

Are you satisfied with the distribution channels of Finturist?
a) Yes (90 % of respondents)
b) No ( 10 % of respondents)

6) Are you familiar with Finskidka web service which is related to

Finturist magazine
a) Yes (90 % of respondents)
b) No ( 10 % of respondents)
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7) If you answered yes to question number 6, how would you im-

prove the Finskidka web service (open comments):

- More options to advertise; display banner ads should be added to
the site.

- | feel that the service is not very reliable, | waited the draft to be
published for a long time and it took almost a week until the adver-
tisement was finally on the site

- Cheaper prices for coupon visibility

- Service is good, the coupons are really working!

Based on these answers, it can be stated that the most important reason
for advertisers to put money for the advertisements is to growth their sales.
In these competitive Russian magazine markets, it seems to be the com-
mon tough among the advertisers that the price of the advertisement is not
the key concern, whether they want to advertise or not. They seem to be
willing to use money for advertising if it is guaranteed that the magazine
really works and is redden among Russians. Another main objective for
the advertising is to increase the awareness among Russian customers,
so that when they come to Finland and when they have the need for some
specific product or service, they will remember the advertiser's company
and do business in there. At this point, when 3 Finturist magazines have
been published, nearly 30 % of respondent estimated that they have
reached more Russian customers. This is not a bad result when take an
account the novelty of the magazine and the so far not very well known

brand among Russians.

Questions 3 to 5 were about the satisfaction concerning the Finturist-
magazine itself, the company’s own advertisement in the magazine and
also their happiness with distribution channels of magazine. In general, it
can be stated that the grades were great at all these areas and customers
seem to be very pleased with the whole concept and the quality of this
magazine. Advertisers have also internalized the connection between Fin-

skidka web service and Finturist magazine as 90 % of respondents men-
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tioned to be familiar with Finskidka web service. The open questions con-
cerning Finsikdka left somewhat the things to be improved, but the overall
results, but the most important thing was to get the comments that the
coupons are really working; not only that the Russians download them
from the site, but they actually redeem them while travelling in Finland.

4.5.3 Summary of the results

To summarize the results from 6 different research samples, Table 8. will

recap the results and tie together the research questions and the answers

of the research target group.

Research question

Conclusion based on analyze from
the research

What is the role of
network externalities
for the value creation
process of commer-

cial web service?

Theory base:

Network externalities

The role of network externalities is essential in value
creation proves of the commercial web service. Posi-
tive network externalities occur when a single user is

joining the user network.

How does the size of
network effect to
overall value of the

service?

Theory base:
Two-sided markets &

Network effects

The size of the user network is highly related to
overall value of the service. Both of the customer
groups mentioned the importance of the size of the
user network of the service; for business users this
occurs by sufficient amount of net contacts for their
campaigns, whereas the Russians expect the large
number of interesting shopping tips and offers, which
is possible only if the service manages to attract

large number of business users.

How could the users

The users of Finskidka service could participate into
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of the service partici-
pate into value co-

creation process?

Theory base:

value co-creation

value co-creation process with two different ways;
the customer group of Russian consumers could co-
create value for the other users of the service by
sharing and recommending the content of the page
in their own social networks, for example if they find
some unique offer from Finsidka, by recommending
the offer in their own Vkontakte account they will co-
create value for the other users or potential users of
Finskidka, who may not have noticed the offer yet.
From business users point of view, the more busi-
ness users there are from the same geographical
area, the more likely a single user of the service is to
make a decision to travel after these offers. For ex-
ample, business users in Kouvola achieve more val-
ue when they operate in group and try to invite the
Russians to visit Kouvola. In other words, when the
business users communicate with each other and
decide to participate and offer a good discount, they

will co-create value for each other.

What are the value
creating drivers for
different customer
segments?

Theory base:

value creation

Value creating drivers for end users and business
users varies from each other; Russian consumers
appreciates the high reliability of the content and the
number of offers on the site, whereas the business
users value most the number and the quality of con-

tacts they are about to get for their campaigns.

How this value can be

increased?

Theory base:

value creation

Finskidka has to be able to continuously increase
the number of users from both side of the markets,
create interesting and reliable content and take care
of listening the voice of customers from both cus-

tomer groups.

Table 8. Conclusion of the results in terms of research questions
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5. CONCLUSIONS AND DISCUSSION

To build a successful web service that serves two-sided markets and is
also able to be a profitable business for the service provider it is not an
easy thing to do. But there are a number of great examples about the ser-
vices that have managed to do it: Zalando, Booking.com and Monster.com
are all great, well established web services that have managed to attract
the customers from both side of the market and create a successful busi-

ness concept.

The purpose of this thesis was to build a broad view of value creation ele-
ments of the web service and to evaluate how the increase of the size of the
user network affects to the value creation. The topic of the thesis serves both
academic and managerial interests and offers concrete development objec-
tives for the web service based business models. The topic of this Master’'s
Thesis is quite important and current topic to examine as there has been a
clear gap in the research field that combines the findings from network exter-
nalities, two-sided markets and their affection to value creation of web ser-

vices.

5.1. Theoretical contributions

The introduction chapter of this paper presented the main proposition for
the research; “The larger network of customers and the bigger number of
users the web service is able to attract, the more value and stronger posi-
tive network externalities the service is able to create for each customer
group.” Based on the results of the empirical studies, it can be stated that
this proposition is correct and possible to generalize to business cases

operating in similar market situation.

From the results of the empirical studies, two additional points to Rochet &
Triole’s (2006) 3 defining factors for two-sided markets can be added; 4)
The satisfaction of the users of other group is highly correlated to the sat-
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isfaction of other group, 5) The co-creation of value from the other side of
market causes more value for both sides of the market and 6) The in-
crease of the number of the users from other side of the market will most
likely lead to the increase of the other side of the market as well. They
have previously defined that two-sided markets always contain two distinct
groups of customers, which are served by the market and that the most
part of the value of the service generated to the consumer comes from the
service’s capacity to connect these both sides of the market and also that
the individual prices charged to each side of the market matter in deter-
mining the usage of the service and consumer welfare. These all state-
ments are surely true and define whether the market is one- or two-sided,
but to build a business that successfully serves both sides of the market,
these three additional points should be well noted and analyzed while op-

erating with web service business.

Edvardson & al. (2011) suggested that in order to create value for the ser-
vice, the firm should walk through 10 steps in order to get a deep and
thorough understanding of the customer and understand what creates val-
ue for the customer. Based on the results of 6 different sample from the
Finsidka’'s customer groups, that were implemented in order to investigate
how does the commercial web service generate value, it can be stated
that the step number 2) stay focused with your customers, number 4) in-
volve the customer in the development process and 9) focus on the whole
integrated customer solution and the service experience are in the key role
while developing successful web service which creates significant value

for its’ users.

According to emerging paradigm of service-dominant logic, the overall
value is created when customers use the service that they are offered as
input resources in their value creation process. In addition to this view, this
research with two different customer groups have shown that the content
of the service, the usage and service experience and service configura-
tions should be considered as input resources in the production of value

by customers of the website. In particular, this study has proved that the
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service content and configuration should be considered especially im-
portant in the perceptions of value of customers of commercial web ser-
vice, which aim to attract customers from two sided international markets.
What comes to the Gronroos’ suggestion of the concept of value co-
creation, based on the results of this research, it can be also stated that
this concept is not valid while operating in two-sided international markets;
the service provider has at least as important role in terms of value crea-
tion as the customers of the service has, and thus both the firm and the
customers are at the same time value creators and value co-creators for
the service. Value co-creation in this context occurs for example by shar-
ing information about the content of the site in social media, which enables
the end users to describe the experience of the offers or the service con-

tent. This will co-create value for the other users.

Happy and satisfied customers are the powerful strength of the service in
two-sided markets. For example, in Finskidka case, if Russian users of the
service are not pleased with the service offerings, in other words with the
offers and product offerings that the advertisers are offering for them, they
are not downloading the coupons and at some point, they will stop visiting
the site which will lead to decrease in the number of unique visitors of the
service. So in order to stay successful and increase the size of the net-
work, the web service needs to be able to achieve the critical mass of us-
ers as soon as possible and continuously growth the users from the both
side of the market.

5.2. Managerial implications

Assuming that the creators of the value in case of two-sided markets are
both the service provider and the customer, the role of the service provider
is important to understand. For the international two-sided markets, the
role of the firm as the creator of the value is more highlighted than for ex-

ample one-sided or pure domestic businesses. In case of offering the ser-



85

vice for foreign people, the knowhow and expertise of service provider and

at the same time the content creator increases to the highlighted position.

What comes to customers’ value creation activities, this study helps man-
agers to understand how they may achieve this goal better through cus-
tomer participation. It is necessary for every service providers, regardless
of offering category or industry, to consider to what extent its business de-
pends on customer participation from both sides of the market and how it
could be facilitated. This paper showed that increasing number of custom-
ers and strong content base will lead to a number of positive outcomes for

customers.

By promoting the total value of usage of the web service for both existing
and potential customers and for both customer groups, service provider
could cause more participation and desired behavior from them. For end
users this would mean that they would visit the service more often and
spend more time and open click more pages on the site than before, which
will affect their level of commitment. The more commitment the users are,
the more likely they are to continue as the users of the web service. From
the business user point of view, promoting them the total value of the us-
age of the web service as an advertising channel would mean that they
would believe that by offering interesting content and offers for the service,
they will achieve better results which will be shown as the increase of the
sales and the amount of customers reached via this web service. Business
users should also note that through participation they may be able to ac-
crue more value from the offerings they purchase.

The managers of the service should be seen customers as a remarkable
part of their business model and earning logic. The increased number of
visitors and service users will lead to the increase of the market share and
almost automatically lead to bigger profit and improve the. If the service
provider manages to commit the participative and active customers, they

can turn to a source of sustainable competitive advantage for the firm as
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for the competitors, it is hard to deal with and try to win customers that are

loyal and participative (Bettencourt et al., 2002).

At the same time, managers have to find and maintain a steady balance
between the participation of the customers and service offerings from the
service provider itself. Based on the results of this study, the users from
both customer groups appreciate the experiences and comments from the
other customers, but most important role from the content creation per-

spective has to stay on the service provider itself.

Many online services are competing with other similar services and trying
to attract more users and obtain a greater share of their time and make
them visit more often. Finnish online services, which are targeted to Rus-
sian consumers, have recently risen into the center of interest as the com-
panies have noticed the huge potential in Russian’s purchasing power.
From a managerial point of view it is extremely important to understand
the value creation formation from customer’s point of view, and in case of
service, which serves customer groups in two-sided markets, from the
viewpoint of each customer group. A company that understands the mind-
set of their customers and the systemic nature of value is able to focus on
refining the core functions of its offering, thus gaining competitive ad-
vantage and value-based differentiation over the competitors.

5.3. Suggestions for the case company

In October 2012 was launched Finskdka v. 1.0. for Russian travelers. The
basic idea of the site was to offer three different advertising types for Finn-
ish companies and service providers to attract Russian travelers; 1) The

deal of the day, 2) Permanent deals 3) Coupons.
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Very soon it turned out, that even if the basic idea of the service, offer
unique discounts and product offering from Finnish companies to Russian
customers, was quite good, that was not good enough to meet the need of

two demanding customer groups.

The concrete aim of this Master’s thesis was to create a plan of develop-
ment for Finskidka web service. On the way of writing this thesis, there
were already made some significant changes for the service, remarkable
technical improvements, and also launched a totally new print magazine
product; Finturist-magazine to support the presence of Finskidka web ser-
vice. Thus the improvement for the Finturist magazine has been conclud-

ed into Finskidka’s development plan.

In the future, company should focus on customers from both sides of the
market: it is not useful to know exactly what the Russians prefer, what kind
of service they would like to use and what are the service elements they
prefer the most. And on the other hand, it is not relevant to commercialize
dozens’ of advertisement products for Finnish media clients, unless the
content is not something the Russians really are keen on to know. The
most important thing is to find a fine balance with the needs and prefer-
ences of both customer groups and try to adapt them with each other as

efficiently as possible.

Based on the previous analysis of research for both customer groups of
the service, there is a need for not any small improvements but the signifi-
cant change for the whole format. Based on the results from the research
of both customer groups, the following technical improvements are rec-

ommended:

¢ Responsive web design (RDW): Responsive site: fits to all screens,
no matter what device is used, all of the content is available for the
user.

e Journalist content should be presented more clearly, there will be a

lot of valuable information for the users and also some content that
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Is created specifically for Finskidka, something that the Russian are

not able to find from any other source.

e The digital edition of Finturist should be available on the site

e Category thinking. Current issues and topics should be categorized
on the site. There will be clear visual presence for all of these im-
portant topics such as accommodation, restaurants, activities,
events, lifestyle etc. This would improve the usage of the site and
make the layout more attractive

e Coupons should play a big role also on the new look of the site.
Coupons work very well in certain businesses. These coupons that
works for the best and that has the highest rate of return are those
with some good discounts or interesting products. The number of
coupons downloaded does not always correlate with the rate of re-

turned coupons.

Media clients appreciate good communication and expertise of service
provider. There are so many services and magazines available which are
targeted to Russian travelers, that the actions and results are those things
that matter the most. There are not a single advertiser who are willing to
advertise in some specific media because of the high appreciated brand or

because it raises the company’s product to advertise there.

Only reason that really matters is the number of new customers they have
managed to attract with the advertisement. To be honest, | don'’t think it
even plays a big role whether the customer is Russian or native Finnish.
Only thing that matters is how much he / she brings the money for the
company and how valuable the customer relationship is in terms of dura-

tion, satisfaction and the rate of recommendations.
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5.4. Limitations & future research

There are few limitations of this study can be identified. First, the subject
of this study was so wide that limitations for the research and definition of
research problems were not the easiest thing to do. In case of two-sided
markets it is important to maintain a balance between the both customer
groups and examine the needs of these both customer groups through the
whole research. The possibility of undervaluing the other group was elimi-
nated by carrying out the same number of research samples with same
methodologies for both customer groups.

Another limitation for the research relates to reliability of the research and
the concern that the research does not allow generalization of the findings.
In order to establish the possibility for generalization and to improve the
reliability of the study, multiple researches with different research method
and with different time period for both of the customer groups. A sort of
limitation occurred also while interviewing the other customer group, Rus-
sian travelers as the author does not speak fluent Russian. This limitation
was handled by using the interpreter, who speaks Russia as her modern
language, but the additional and focusable questions are always harder to
present and understand the true meaning of the answers when the inter-

viewer and the interviewee cannot communicate with the same language.

Even if the study included the customer groups from two different national-
ities, the dimension of cross-border was not taken in to account more par-
ticularly. In the future, it would be interesting to take a deeper look at the
cross-border approach examine is there some specific differences in cus-
tomer behavior of two customer group when the other group consist of

purely international customers.

Besides the cross-border approach, the internal customer relationship
management as a source of service profitability would be interesting topic

of research in the future. Internal customer relationships have recently
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raised the attention in the research of customer relationship. It seems to
be reasonable topic to discuss, how is it related to external customer satis-
faction how satisfied the people within the company are with the interac-
tions between different departments of the company. It would be very in-
teresting to continue the research of this paper and investigate how
strongly related are the internal personnel satisfaction in terms of the co-
operation with different divisions, and the profitability of the services. In
other words, does it help to attract new customers and maintain the exist-
ing customer relationships if the rate of satisfaction of internal personnel

satisfaction is high.
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Appendix 1.
Unstructured theme-interview for Russian travelers

Unstructured theme interview for customers /

FINSKIDKA

potential customers of Finskidka web service Bneyamnenus Kaxderti dens

Background questions

- Sex & age
- How often visiting Finland
- Typical destination

Theme 1.
Awareness of the service

1. Have you ever visited Finskidka web service? If yes, how did you end up to the site?
2. How would you like to find the best offers and information about the shopping facil-
ities in Finland?

Theme 2.
Quality of the service

What do you think about the layout of the page?

How easy / difficult you find the usage of Finskidka web service?
How do you feel about the structure of the site, is it clear?

How attractive you find the current deals and flyers?

No v sw

Do you think that this site would have the possibility to add the value for your shop-
ping activities in Finland?

8. Have you already bought deals / downloaded some coupons from the site? If yes,
which one(s)?

Theme 3.
Shopping preferences in Finland

9. Isthere some specific products / services that you would like to find some infor-
mation before visiting Finland?

10. What kind of products or services you would like to buy from the site? What is the
maximum price you would be willing to pay online without seeing the product?

11. Would you prefer to buy the deals in advance before the trip to Finland or rather
when you are already in Finland? Are you interested in getting offers by e-mail /
SMS / MMS?
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12. Does the location of the product play a big role in terms of the buying decision? In
other words, if you find some good discount, does it matter if it is located in Kotka,
Kouvola or Lappeenranta?

13. What is your favorite shopping city in Finland and why is that?

14. Which one of these 10 shopping centers you have visited during the past 6 months
and how many times?

(1 time, few times or more)

a. Pasaati (Kotka) f. Jumbo (Hel-
sinki)

b. Jumalniemi (Kotka) g. Itis (Helsinki)

c. Veturi (Kouvola) h. Sello (Espoo)

d. Opri(Lappeenranta) i. Trio (Lahti)

e. Galleria (Lappeenranta) j. Karisma (Lah-
ti)

This interview is part of the Master’s Thesis “Web service value creation in order to meet the
needs of two different customer groups” in program of Masters in International Marketing nMan-
agement at LUT School of Business,
student Emmi Savonen, d036343

§
x

Open your mind. LUT.
Lappeenranta University of Technology
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Promotion material: hand in flyer for Russian travelers

. FINSKIDKA

BneyamneHus Kaxdbil deHe

’
_

JYYWUE NPEANOXEHUA

OUHNTAHANA

www.finskidka.ru

BecnnatHbiu Wi-Fi
pocrtyn!

1. NopknioumnTech K
PASAATI FREE

Y6epuTech, YTO B YCTAaHOBKaX Ballero
TenedpoHa srnoveH Wi-Fi.

BbibepuTe W3 cniucka ceTeit

Pasaati Free.

contact@nextmesh.fi

2.3aMgmTe Ha
http://freewi.fi

OTkpoiiTe bpaysep v BBEAUTE B
aapecHyio cTpoky www.freewi fi.
Mepep BamMK OTKPOETCA CTPaHKULA
Pasaati Free.

3.Haxmure Ha
baHHep eoasann

Ha nepBoi cTpaHWLe HaRaUTE CCbINKY
ANA UCNONL30BAHKA CeTU. HaxmuTe Ha
BaHHep. BecnposogHan ceTb AocTynHa!l

Toproabiii ueHTp “Maccatu” |Keskuskatu10, 48100 Kotka | www.pasaati fi
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Service elements of Finskidka version 1.1., 1.2. & 2.0.

FINSKIDKA

AKUMM NO E-MAIL
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Version 1.0.

Hapawueanue renem u ODOPMUTE
$paHuycKuit MaHUKIOp NOANUCKY HA
ProNails HOBOCTU AHA
HIUS & KAUNEUS MARIS (BCr Svmanzns) Bl HEPEMSL YIRIETE © MIIX AYSEHX

CTOMM0CTS 90 Beeonre coo

s ™

CTOMMOCTD 499¢ | JW0wOME 208 CTONMOCTS 15,50€ | J0HOMGAE 358 CTONMOCTR 200 | JOHDMUE 25%

Crasoe KOABLLO A% NOMOABIN BuryCrnsit Cym M3 AOCOCH & Bonet wa sare
w3 Genoro 3aoma pecropane Vausti 10 suroanoi PPODECTRONANMMNOR XOKRANOH
Gee CM-murm & cy6ory 05.11.2012 NOMYNAPHBIE AKUMM
PECTOPAN VAST)
6 I Srinarasase GEI0NIwE

CTperesa Free Jump ans
Blanmwza’
WEPPATARVIKE

-
m
BCS OUHIAHANS (46) @ | BCECKMaKm (26) @ | BCE CKMAKM HA KAPTE 1]

Ckuakun B DUHASHAUK Ciotaku no e-mail

BecnnatHuie KynoHsl Ha CKMAKM B MarasuHax, kade, pecTopanax, oTensx OUHARHAKK.

ODOPMUTI
noanucky
HOBOCTU [

Version 1.1.

Bul nepesi y3HaeTe 0 Hawix
Ty Cxuakax!

Beemte caoit email

MECTA ¥ COBBITHR
Hosoroakue KaHuKynbl Poxnectso u Hossil fon & Koysona - CA OUHNAHAMA H%Bbm HOCD;EP)ﬁyspﬂa;ub 3
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