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Innovation Briefing 10-06: Media Innovation

ItÕs no surprise that 20th century many titans of finance made fortunes by investing in media: during the 20th century: It was
the most profitable industry in the economy. The reason, ultimately, was simple: media was protected like almost no other
sector. Some media markets, like newspapers, were natural monopolies, because of simple geography. Others, like radio
and TV, were artificial Ð regulated Ð monopolies. Still others, such as publishing and distribution of books, music, and
videos, were marked by enormous marketing economies of scale which kept those without all but the deepest pockets out.
In all cases, margins for incumbents remained, on average, rich.

Today, of course, while firms such as Metro continue to grow and have impact, many companies across media markets are
suffering acutely like never before. Across these markets, yesterday’s incumbents – companies as disparate as EMI, The
New York Times, Clear Channel, and Viacom – are grappling with tectonic shifts in industry economics and consumer
behaviour; shifts which have seemingly vaporized yesterday’s sources of advantage, and, at the limit, threaten their very
rationales for existence.

The reasons today’s media incumbents are suffering are threefold. First, a new breed of media revolutionary is building a
newer, better media industry, whose economics differ radically from yesterday, and one which requires fundamentally new
approaches to strategy and innovation. Second, these revolutionaries are doing so by transforming yesterday’s hapless,
powerless, disconnected consumers into connected, empowered, choice-rich, and attention-saturated consumers, whose
market power in unison is volatile, explosive, and unpredictable.

There is another reason as well: Across almost all media markets, in the past decade, a curious thing has happened - the
innovative capacity of media incumbents has largely dried up. Almost none of today’s media revolutionaries are yesterday’s
media giants – rather, they are a motley crew of lateral entrants, like Apple and Google, and startups, like Myspace and
Youtube. Why has the media industry found itself a state of innovation decay so total that the very words “media innovation”
are unfamiliar? Ultimately, most media incumbents are caught in classic competence and innovation traps. Though most
media markets are still profitable, media business models are obsolete and media strategies are in deep decay – as
evidenced by steadily shrinking margins, a lack of new revenue streams, and increasing customer indifference.

Unfortunately, it is only by dismantling these business models and uprooting decayed strategies that innovation can have
the space it needs to thrive. And so the industry is caught in a muddle: Incumbents have little reason to begin this risky
process of dismantling, and cannibalize what shrinking, but nearly sure, cash will flow into their coffers. It’s no surprise,
then, that media incumbents focus more on protection than on innovation - and on hindsight rather than insight and
foresight.This near-total innovation failure has left a tremendous amount of market space open for a new kind of media
revolutionary to discover and then explore. In a matter of years, or even months, these players – now familiar names like
Apple, Google, Blogger, Craigslist, Myspace, and Youtube – have been able to build brands and businesses which promise
to a vastly different media industry for the 21st century.

Though there seem to be an uncountable number of new media startups angling for a share of the pie – all with even
stranger names than last time around. Today’s successful radical media innovators share something in common: They are
using markets , networks , and communities  to reshape the very fabric of the media industry.
 

¥ Google has used a market  – AdWords – to redefine advertising, making the value chain more efficient. Google
realized that by using a market, all of yesterday’s huge media buying inefficiencies – seemingly arbitrary metrics, a
handful of powerful players, duplicated and redundant transactions, and opacity in effectiveness – could be felled
with a single blow. It’s no coincidence, then, that incumbents and new entrants alike are realizing that markets
promise powerful strategic benefits. For example, eBay is looking to use an exchange to restructure the way
national TV advertising is bought and sold; Spot Runner is using a simple market to restructure the local TV
advertising is priced; and Root Markets has created an exchange whose aim is to let attention-backed securities be
traded.

¥ Myspace has used a network  to begin refashioning the long-suffering music value chain – one wracked by nearly
a decade of almost total innovation decay. Like Google, Myspace realized that the enormously counterproductive
behaviour of the record industry over the past decade – rolling out services locked down by totalitarian rights
management and suing its own consumers – was due to enormous inefficiencies: unsustainable costs of
discovering and marketing new artists. Although many have argued that Myspace is a fad, it continues to grow
(and grow) – because the founders had a vision of strategic innovation; that a network was a more efficient way for
listeners to connect with recording artists than yesterday’s moribund, inert channels. Myspace, is, of course, the tip
of the social media iceberg. An almost countless number of competitors – from the obscure, like Tagged,
TagWorld, Hi5, and Asmallworld, to the familiar, like Facebook and Martha Stewart – are hoping to utilize the
hypersocial and the hypercultural to fundamentally reshape how media is consumed.

¥ Wikipedia has used a community  to fundamentally redefine how encyclopedias are produced. Detractors focusing
on a lack of quality relative to, for example, Brittanica, are missing the point. Wikipedia is a true radical innovation:
it underperforms in terms of yesterday’s notions of quality (inert accuracy), while explosively outperforming in terms
of new ones (cost, accessibility, usability, timeliness and breadth). Wikipedia is radical because, by using a
community, it has hit upon the fact that communities can organize the production of knowledge resources more
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efficiently and often than core-focused firms – an innovation that open-source software innovators pioneered.
¥ At the other end of the spectrum from Wikipedia lies Craigslist where the community doesn’t collectively produce

as much as it collectively regulates the content of essentially an open publishing system for classifieds, by
discussing, rating, and ranking the content published by others. Using a community instead of a firm has allowed
Craigslist to, in a move that has reversed the fortunes of newspaper publishers, reach global scale with just a
handful of employees – less than thirty. In between Craigslist and Wikipedia lie an astonishing number of
communities where connected consumers are discussing, deconstructing, and debating literally everything: from
the relatively mundane, like tennis racquets, relationships and getting a job, to the unexpected, like high-end
fragrances, Savile Row suits and supercars.

Consider more generally the three key dimensions along which today’s media is beginning to differ radically from
yesterdays. First, most obvious, today’s media is more and more interactive, where yesterday’s was inert. Consumers can
rate, rank, comment on, review, and respond to the new world of media. Though the media industry is fond of an ugly and
deceptively simplistic term – “user generated content” – it’s more accurate to say that the distinctions between amateur and
professional media are fading fast. Second, today’s media is pulled by consumers, not pushed at them. At iTunes and
Last.fm, for example, it is connected consumers who decide – individually or collectively – what music to pull into their
iPods and hard drives. Third, today’s media is microchunked, rather than monolithic. At blogs, consumers read posts; at
YouTube, consumers watch microchunked videos. All of these are functions of the new production and consumption
possibilities markets, networks, and communities open up. In turn, these three new characteristics of media point to the fact
that markets, networks, and communities aren’t simple product or service innovations; rather, they are equal parts strategic
and management innovation – equal parts rethinking how the firm manages interactions, especially with consumers, and
rethinking how value can be created and captured.

As strategic innovations, markets, networks, and communities are letting media revolutionaries reshape value chains,
redefine customers, and explode older value propositions; in turn, unlocking a much-needed the path to new revenue
streams and business models built atop new sources of value creation: Consider Myspace. It’s not just positioning itself not
just as the new MTV - it’s actively building a better music value chain in an astonishing number of ways. Recently, it has cut
a deal with Snocap, a music publisher, to let connected consumers sell music directly to one another, redefining customers.
It is beginning to charge record labels for the privilege of accessing its goldmine of data about new bands and consumers,
redefining suppliers. And it is, of course, the hottest destination for brands and advertisers, simply because it’s one of the
few places where two generations of tuned out consumers can be not just reached, but actively engaged with – giving
brand owners a new, powerful value proposition. Myspace’s strategic innovation is largely due to the fact that it is learning
how to leverage music in fundamentally new ways; it makes music both liquid – connected consumers share and trade
information about it in endless, ongoing discussions – and, at the same time, plastic - on Myspace, music can be unbundled
and re-bundled by consumers for consumers.

In turn, the strategic innovation markets, networks, and communities can unlock – and the new forms of leverage they
unlock – requires embracing deep, fundamental change to the DNA of the firm. Strategic innovation, for today’s media
revolutionaries, is driven by management innovation. The participants in markets, networks, and communities can’t be
“managed” simply via meetings, managers, and memos. But at the same time, they are integral to the ways in which
today’s media revolutionaries create value: without participants, there would be no AdWords, Myspace, or Wikipedia. Their
participants are a new kind of member of the firm – neither employees, nor simple disconnected stakeholders.

At the simplest level, media revolutionaries are embracing management innovation by simply learning how to interface
productively with connected consumers, rather than get commoditized by them. Consider newspapers. At the Guardian and
the Washington Post, journalists are finally being given the freedom to blog. But it’s not the technology that’s important.
Rather, by blogging, they are beginning to learn how to turn audiences into communities and networks – they are beginning
to lay the foundations of the management innovations which will rebuild vaporized switching costs and reclaim lost market
power. This transformation requires shifting from competencies in editing perfect paragraphs, to competencies in, for
example, conversation and influence. At a deeper level, media revolutionaries are learning how to redefine yesterday’s
stale, bureaucratic management techniques and processes – which have ultimately changed little for the better part of fifty
years – to more fully unlock the new economic potential of market, networks, and communities.

Even for loosely coupled Silicon Valley, Google is notorious for being chaotically managed – but this, as they say, is a
feature, not a bug. For example, Google’s 20% rule – where engineers can spend a day a week working on whatever they
like – is a management innovation, which lets it explode strategic variety. Letting employees play sometimes – instead of
work all the time – lets Google set up another management innovation - experimentation with an astonishing array of new
products, services and revenue streams. Instead of focusing on over-planning and over-thinking, Google launches a huge
number of low-cost, rapid-fire, real-time, real-world experiments. In turn, Google lets participants in communities –
communities of beta testers – help select those new products, services, features, revenue streams which create the most
value directly - another management innovation. Together, this Darwinian model of innovation is what lets Google maintain
a seemingly unassailable edge over even its closest competitor.

These examples point to a deeper truth: Markets, networks, and communities will be, for more and more media players, a
more efficient way to organize production and consumption than firms and disconnected consumption. Put another way,
from an economic point of view, markets, networks, and communities let media players begin shifting from core to edge.
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Media players are learning to focus less on what they can do in isolation, which leads inevitably to yesterday’s
protectionism embodied in increasingly value destructive strategies, like walled gardens and blockbusters, and more on
what they can do in combination with others – how they can unify their resources and skills with the participants in markets,
networks, and communities, to explode value creation.
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