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Managing in Emerging Networks: Case MSN

Abstract

This paper focuses on managing in emerging strategic nets aiming at developing new
business concepts or services. Strategic nets are intentionally formed coalitions of a
limited number of actors (Moéller and Svahn 2003, Gulati 1998). The aim of these
emerging nets is to develop new technologies, products or business concepts. The
uncertain and dynamic character of emerging technologies and new business
opportunities pose special conditions for management in this kind of environment.
Therefore, how actors influence in managing and organizing of emerging strategic nets
require capabilities that go beyond the management in more stable network environment.
The paper has three purposes: first, to illustrate emerging nets, second, to examine the
validity of the value creation framework proposed by Moller and Svahn (2003) through
case study, and third, to identify the management capabilities that are relevant in
managing emerging nets. A case of emerging net in the ICT-industry is employed MSN

portal.
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1. Introduction and purpose of the study

This paper focuses on managing in emerging business networks. It continues the recent
work by Moller and Svahn (2003a, 2003b) by exploring how actors influence and
organize new business fields. These emerging networks are characterized by searching
for innovations and new business opportunities. The emergence is characterized by
uncertainty and radical changes in the field. This uncertainty creates business
opportunities for those who are able to make sense and “structurize” it. In such an
environment, it may be difficult to distinguish between network and net. The paper has
three purposes. First, it illustrates emerging nets. Second, it examines through a case

study the validity of the value creation framework proposed by Mdéller and Svahn (2003)



by conceptualizing the cases and comparing the cases with the value system continuum.
Finally, it identifies the managerial capabilities which are relevant to developing and
managing in emerging nets. The paper is based on one brief case illustrating managing in

emerging nets.

2. Description of emerging net case

The chapter describes the management of an emerging net type. The case description
focuses on the development, structure, management and activities of the net. These
themes are selected, because they are the most relevant issues influencing the value
system characteristics and the managerial capabilities. Firstly, the case is primarily
described, then conceptualized through analyses. An analysis is made from the
perspectives of the value system framework and the managerial capabilities required in
managing in emerging nets. The case description is based on interviews, business

documents, web pages and research reports.
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Description of Case MICROSOFT MSN- an emerging net

This chapter describes another case net, MSN portal, which also represents an emerging

net. The description follows the same logic than the Codetoys case.

History and development of the MSN net

Microsoft Network (MSN) is a collaboration net offering an on-line portal with multiple
services e.g. email, websearch and news. MSN’s main services are integrating on-line
information with communication tools. Thus, one central task of the MSN portal is to
transfer information and knowledge. The idea of the portal is based on matching
information, so that customers and companies “meet” each other. MSN delivers
information, e.g. news that the third party is providing. On-line service also puts
requirements for partners, for instance their software must not collapse the net and must
be easy to update. MSN’s goal was to develop globally the broadest on-line service with
the most extensive partner net. The MSN portal includes over 600 partners; of whom over
50 are Finnish. It operates in 34 countries, in 17 languages and reaches over 270 million

visitors weekly.

Microsoft initiated the building of the MSN portal and it owns the portal 100 per cent.
Microsoft has a central role, because it offers the infrastructure for the portal, MSN is
built around it and it owns the service. MSN was founded at the end of 1996 and
Microsoft and MSN have developed the portal together with a number of content
producers (Hotmail, Messenger, Chat and Community services), which enabled opening
the service. MSN is a global player with local modular structure. MSN offers an
integrated platform for local content providers. MSN does not produce content itself, all

the content production is outsourced.

The goals of the net have been achieved in terms of growth and the number of
collaboration partners. Most of the partners have been satisfied with the net and have

continued collaboration. MSN follows competitors actively and informs own partners



about the competitor’s new services. The MSN portal tries to provide new services for
business customers such as customized on-line services and mobile services globally.
MSN’s strength is the global portal concept with local content providers. MSN has scale
advantage through its size; it is a medium that reaches globally a huge number of people
with one device and a simple technology. In addition, it offers a possibility to integrate
services globally. MSN’s services are monitored by focus group interviews and services

are developed based on customers’ opinions.

Competition in the internet service industry

The operating environment of MSN is dynamic. Several global and local portals are
competing with their services, and in order to be competitive they are developing their
services, broadening customer bases and recruiting new service providers. New services
are emerging all the time leading to continuous changes in services and also involving
new partners. For example, a new service provider may be required to offer a certain
service. MSN’s main competitors are AOL and Yahoo. To ensure competitiveness, MSN
needs to monitor other net actors’ new services and try to offer them as quickly as
possible and also offer new services before the competitors. New services might need
radical changes in order to be created, for example new technologies. On-line portal

means requirements for partners’ information systems as well.

Organizing and managing the MSN net

MSN.com is the hub of the net and together with Microsoft, which offers the platform,
supplies the hardware and maintains the operating systems, it forms the center of the net.
Net partners produce the content of the portal e.g. news and MSN operates as a net
weaver by producing an attractive package for business customers. Contracts clearly
define the roles and the responsibilities of the partners, for example MSN offers the
platform, but does not produce content. However, content is required before opening the
service and content producers are responsible for the content. MSN has organized its

operations through 34 local subsidiaries. These subsidiaries have their own local nets.



MSN.com has both regular and non-regular contacts with partners. It has regular links
(frequent and important contacts) to Microsoft, some local MSN portals and global
service providers such as Hotmail. Local service providers, for example in Finland, have
only non-regular contacts (less frequent and minor tasks) with MSN. However,
MSN.com releases monthly reports for all its partners about the use of the partner’s
services in the portal. Sales promotion responsibilities are negotiated with partners in
individual cases. MSN has no responsibility in e-commerce; therefore the customer
always makes a contract with the providing company. A certain country can be used as a
lead market for a new service. Lead market refers to market, which is used to test a new

product or service.

Global MSN has organized all the service entities around teams, which have a member
from every country (local MSNs). Cross-functional teams including sales, marketing and
technology personnel make decisions about new services and channel solutions. The
MSN portal expanded to Finland in 1998. MSN.fi has a light organization with six
employees. Operational routines are organized through meetings, emails, phone calls,
workshops and reports. Local nets, for example Finland (MSN.fi), have organized their
operations into two types of teams: operational and content. Operational teams perform
activities according to the organization chart. Content teams are based on the type of
service. For example, MSN.fi has 14 different service areas such as news, entertainment,

games, city-information and competitions.

Rules, contracts and monitoring them

Microsoft and MSN coordinate the net strongly, for example Microsoft plans the
contracts. Firstly, the contracts are partner contracts specifying responsibilities without
any fee. Later on, the contracts can be changed to “deeper collaboration”agreements.

Contracts are made for long periods to guarantee the continuity of the services.



All the contracts are on global basis, for example, the news delivered by the Wall Street
Journal can be used anywhere in the MSN portal. Broad partner nets enable a wide range
of services. MSN aims to create long-term relationships and win-win situations which
offer both parties the advantage of cooperation. Social relationships are intentionally
developed, for example, social skills of the personnel are highly emphasized when

recruiting new employees.

Managing and transferring knowledge within the MSN net

The MSN portal has intentionally considered its own knowledge transfer and creation
processes. It uses the following means and routines to enhance knowledge management.
It circulates employees from one task to another to support learning in the MSN
company. It has monthly meetings with partners and it can monitor its operations on an
hourly basis. All important decisions are made in teams. MSN has a joint customer
system-database where countries can find information about what has been done, with
whom in what country etc. MSN actively exchanges experiences between countries of
what works in what countries. Experiences are gathered from all parts of the MSN net.
MSN utilizes McKinsey’s consulting services to transfer tacit knowledge into routines,
and the consultants help in creating services and forming ways of operating from

experiences.

In the MSN net partners are together providing new products or channels. Cocreation of
knowledge is developed while MSN is tightening collaboration with partners, so
collaboration changes from one-direction content development to two-direction
development of services. MSN has joint workshops with partners where the ideas are
developed into services. Challenges of net management are distributing software as on-
line services, and developing services in many channels with different technologies for

different handsets and devices such as mobile phones and game handsets.



3. MSN conceptualization and analysis

This section conceptualizes the MSN case. The conceptualization of MSN is divided into

two main categories: value system characteristics and managerial capabilities.

MSN’s value system characteristics

The level of the determination of value activities concept. Moller and Svahn (2003)
suggest that emerging nets mainly pursue effective solutions. A broad partner net enables
a wide range of services for the MSN net. MSN’s value activities through which basic
services such as Search, News and Chat are provided, can be characterized as being well-
determined, but creating on-line games and providing new services with a low level of
the determination. The MSN’s portal concept was effective with a low level of the
determination while it was created, integrating on-line information with communication
tools. After the structure was created value activities were also specified and the level of

the determination was increased.

Concept of net dynamism. Creating new services also includes searching for new actors
and new mobile devices often require also new technologies. Therefore, the structure of
the net is changing continuously. New services, technologies and actors can be seen as

indicators of dynamism in the net.

Concept of emerging system and effectiveness. Moller and Svahn (2003) suggest that
actors in emerging nets try to provide services in new ways, which may lead to radical
changes in value activities. The purpose of the MSN portal was to develop a globally best
portal, the broadest on-line service with the most extensive partner net. According to
MSN’s goals, it tries to be the leading portal and thus, it continuously develops its
operations and provides new services. Further, MSN actively benchmarks its operations
to both customers’ needs and competitors’ services in order to maintain innovativeness.

By providing new services it has emerging value systems that require new value creating



activities for example mobilizing and operationalizing actors’ know-how and capabilities.
MSN is continuously developing the net, which means that part of the value activities are
under constant change. Therefore, the goals of the MSN net are dynamic and value

systems are innovative.

In the MSN net services are provided both at the global level such as Hotmail, Messenger
and Web Search, and at the local level such as city-information, partner search and chat.
These services, for example, producing news or searching webpages, include different
value activities and actors to provide the services. Thus, the MSN net has different value
systems in different services, some with global actors and others with local actors. On the
one hand, MSN is effective in continuously providing new services/products and
solutions. On the other hand, it actively tries to renew the net by explicating experiences
and tacit knowledge for the new products with the help of outside consultants. Also,
sensing new business opportunities indicates that it is actively searching for new actors

with new services. The value activities fit the postulated characteristics of emerging nets.

Concept of efficiency. The data shows that there are, however, characteristics of both
efficiency and effectiveness in the MSN net, according to pre-conceptualization
efficiency was not expected to be significant. On the other hand, the net is efficient with
global channels and business activities that can be replicated and applied locally. The net
has systematically tried to develop efficient value systems for producing and providing
services, for example, search, news or chat where the service needs to be provided fast
and some effective such as developing new on-line games (Table x). Due to active search
of new services and technologies, the MSN portal is mainly based on effectiveness in
producing new services and new knowledge. It needs innovativeness in applying new
services and pursuing technologies and actors to provide these new services. The study
proved that the goal of the MSN net was to provide effective services as Moller and

Svahn (2003) propose as the goals of emerging nets.



Activities leading to effectiveness Activities leading to efficiency

-integrating portal and communication tools -capability of replicating successful business ideas
-developing the two-layered modular structure -value activities: search, news, chat

-offering new services constantly -managing all service providers

-developing on-line games -providing systemized and centralized contracts
-creating new channels -maintaining operating systems of portal

-utilizing pilot markets

-renewing the net actively

Figure 2. Activities of the MSN net

Concept of decentralized net and centralized net. Barabasi (2002) has described networks
through three forms: centralized, decentralized and distributed forms. Codetoys has the
characteristics of both centralized nets and decentralized nets (Figure 3). The centralized
net contains relatively little variety as to its members and is best understood by the hub
with its knowledge of the net architecture. The decentralized net consists of several
subnetworks, some of which can be strategic nets, linked by ties between the central
actors in each subnetwork. This type of network contains much more heterogeneous
resources and capabilities, which — when connected through communication and joint

learning — can lead to radically novel ideas and knowledge creation.

Link
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Figure 3. Illustration of centralized and decentralized net (Barabasi 2002)
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MSN has an interesting two-level solution in organizing its operations; it has a global
structure with local modules that can be adapted to different situations. This is probably
due to the fact that MSN has tried to be flexible in its governance structure, thus it has
planned a two-layered organization: global and local. This form of organization allows it
to adapt to and utilize market changes through local monitoring of markets and business
opportunities. MSN can use certain markets as a pilot market, and if the new concept is
successful the business model can be replicated globally. Centralization is manifested in
global MSN’s operating routines, for example, contracts, while decentralization is
characterized by local MSNs’ autonomy and involvement of teams in decision making
processes. However, MSN is dependent on Microsoft and these two organizations control

the net, for example, through contracts.
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Figure 4. The MSN net

The two-layered form of organizing also affects decision making (Figure 3). Decision

making in the global MSN net is partly hierarchical and partly decentralized. Global level
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decisions on new services and channel solutions are made by cross-functional teams
including sales, marketing and technology personnel. While Microsoft and MSN define
contracts and the terms of cooperation, Microsoft and cross-cultural teams of MSN make
the operational decisions concerning the net and Microsoft and MSN decisions about
collaboration partners. Therefore, the MSN net is mainly driven by Microsoft and MSN.
Also a few content producers offering services to the global net have some influence on
the net. Based on these facts, the MSN net can be described as having characteristics of
both a centralized and a decentralized net. It is also evident that Microsoft and MSN.com
form the core of the global net (layer 1). Locally, country specific subunits, such as

MSN.fi and their local nets, form the local layer (layer 2).

Concept of flexibility. Two-layered structure is related to the flexibility of value activities.
Flexibility refers to low bureaucracy and an ability to adapt to market changes. MSN has
tried to maintain flexibility in its organizing. For example, it makes all contracts on the
global basis meaning that, if a good concept is created at the local level, the concept can
be replicated globally. The ability to replicate succesful solutions is related to efficiency,
but also to flexibility of organizing the value activities. Therefore, MSN can be
characterized by efficiency, effectiveness and flexibility. Replication capability creates
efficiency to the net. Integrating ideas from different environments of local MSNs and
modular structure result in effectiveness to the net. Modular structure also allows

flexibility to the net.

Phases in developing the MSN net

In this section, the development phases of the MSN net are identified and compared to
the phases of emergence suggested by Moller and Svahn (2003). The exploration for the
future business phase, the mobilization for the applications phase and the mobilization for
the dissemination phase. The MSN net can be positioned into the late phase of

emergence.
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Environment characteristics

* Complexity * Novelty * Embeddednes * Dynamics
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Figure 5. Landscape of Emergent Business Networks (Moller and Svahn 2003)

In the MSN net can be identified that it has been developed through certain phases. In the
first phase the portal and its technical platform and operating system were built. It was
followed by developing the global — local structure of the MSN net. This structure
enabled the replication of successful business models, dispersion and dissemination of
knowledge through global coverage and local adaptation. In the current phase MSN
focuses on fine-tuning the value activities of the portal and on renewing the service
portfolio of the portal. Flexibility can be achieved through two-layered structures and

renewal capabilities.

3. operating, creating
flexibility, renewal

2. developing
Global — local
cture, relication,
dissemination

1.building the
portal concept

Figure 6. Phases in developing the MSN net
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4. Managerial capabilities in the MSN net

This section identifies the key managerial capabilities required in developing and
managing the MSN net. These capabilities are categorized according to the identified

phases, then the classification between basic and dynamic capabilities is suggested.

In the first phase, the managerial capabilities of MSN were related to creating the portal
concept. The relevant capabilities were creating the infrastructure, mobilizing the other

actors and developing the services.

The second phase included developing the global — local structure of the MSN net. This
structure enabled the replication of successful business models, dispersion and
dissemination of knowledge through global coverage and local adaptation. The
managerial capabilities were related to the codification of knowledge and the creation of
this flexible organizing form. The following basic managerial capabilities can be
identified in the MSN net. MSN offers the infrastructure, owns the service and acts as a
coordinator. MSN needs the coordinating capability and capabilities of replicating
contracts. Codification and replication of the successful operations are the basic
capabilities in the net. Contracts partly allow codification and replication in the net.

Global contracts allow replication of the successful business models.

In the current phase, MSN focuses on operating activities of the portal and maintaining
the flexibility through active renewal of the offered activities. In this phase, the
capabilities are related to the ability to renew the net and to provide new services. Other

capabilities are learning and intentional developing of the net.

Dynamic capabilities. The study showed that efficiency, effectiveness and flexibility
were the main value system characteristics in the MSN net. Capabilities of creating
flexibility manifested in organizing the MSN net by modular structure with global and
local levels and with adapting capability. Modular structure also seemed to be a factor

which enhanced the codification of tacit knowledge and replication as well as creating
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routines. The modular structure enables the codification being tested first in one local
MSN and, if the idea succeeds, it can then be replicated throughout the net. These were
core capabilities in replicating new ideas. Therefore, absorptive capability, codifying tacit
knowledge, replicating it and creating organizational routines as well as the ability to
specify and codify MSN’ operations and replicate the routines in local MSNs are
relevant. In the MSN net capabilities: sensing and adapting for new services are highly

emphasized.

The MSN net needs to adapt to market changes, and to acquire and combine knowledge
of different actors in order to be able to create new services. This emphasizes capabilities
required to adapt to the environment, which are related to capabilities of creating new
innovations: sensing, mobilizing and operationalizing new business ideas. These dynamic
capabilities are guided by learning. The learning perspective is relevant, because
innovations often require explorative learning. MSN uses both exploitation and
exploration learning in integrating knowledge and new services into the net. Exploitation
in the MSN net is analysing what competitors offer and exploration studies possibilities
to extend its own offerings and partners and find technological solutions to produce the
same services with competitors, for example test new ideas in pilot markets in local

MSN.

The effective character of the MSN net is based on the role of knowledge management in
the net. MSN is actively facilitating its “searching process of new opportunities of
creating new services”. In exploring business opportunities MSN uses knowledge
management tools and solutions. It makes all the decisions in teams and actively
exchanges experiences of activities between countries, “what works in what countries”.
In addition, it has established a joint customer information system, in which local MSNs
(countries) have access to information. It also uses external consultants to facilitate
inventing new services. These consultants help to transfer tacit knowledge to explicit
routines and new services. Also cross-functional teams with persons of different

competences and know-how have been utilized for creating new services.
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MSN explicates working routines by documenting, for example, experiences in the
knowledge base/ joint customer system, circulating employees from one task to another.
MSN has regular, monthly meetings with partners. Cocreation of knowledge is also
actively supported by two-directional development of services in joint workshops with
partners where the ideas are developed jointly into new products/services. These
solutions and routines enhance MSN’s innovation processes and adjustability to the
environment. On the basis of the case study evidence, absorptive capacity seems to be a
key factor in adjusting quickly to new situations (Boisot 1998, Dyer and Nobeoka 2000,
Levinthal and March 1993, March 1991, Méller and Svahn 2002).

5. Conclusions

This section discusses the conclusions of the empirical case analyses and links the results
to relevant literature. The study explored the managerial capabilities of emerging nets
through a case study. The results contain several contributions. Firstly, it showed that the
value system continuum constract is mainly supported (Moller and Svahn 2003).
Secondly, my study identifies also the value system characteristics and the managerial
capabilities that Moller and Svahn’s proposition did not contain. Thirdly, it also found out
examples of the relevance time aspect that the change over time should be stressed

especially in emergent environment.

Firstly, the study provided supportive evidence for the following characteristics of the
value system continuum proposed by Moller and Svahn 2003. In an emerging
environment the nets need capacity to adjust quickly to new situations as well as
capabilities of influencing in what direction emergence will develop. In influencing the
development of the emergence is emphasized both absorptive capabilities in other words
making sense of fuzzy ideas of actors and co-sensing future opportunities continuously.
The net seemed to co-sense the future through discussing with other actors. These

findings are similar to Scharmer’s dialog discussion (Scharmer 2000).
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Secondly, the study proposes that the following characteristics should be added to
complement the Moller and Svahn suggestion about managing emerging nets. Although
these emerging nets are seeking for innovative solutions, the role of efficiency should not
be underestimated. The studied net is effectively organized and managed. Also, the net
began to create flexible organizing structures effective to enable adaptation for markets
and flexibility in innovation processes quite early when entering to an emergent

environment. In organizing flexibility is emphasized.

Further, the net created some stability in the emergent environment, for example, MSN
Codetoys’s toolkit in which the latest knowledge was articulated and codified. Stability
seems to be needed to cope with change and create a marketable application. Therefore,
the companies try to create structures and mechanisms through which they try to reduce
the uncertainty eminent in emergence. It seems evident that stability enhances rapid
learning and adaptation to changes. In the emergence environment learning seems to
fluctuate between exploitation and exploration meaning that both have an important role.
Learning is supported by building and managing multiple roles and relationships. This
participation in multiple roles enhances sensing the future potential and visioning. The
dispersed nature of knowledge makes visioning and influencing the development of the
net more complicated. Therefore, co-sensing the future possibilities seems to be one

effective way of visioning the future.

Thirdly, based on the case study evidence, it is suggested that the critical issues in
emerging nets are fluctuating efficiency and effectiveness as well as exploitation and
exploration. Also, the time aspect is highly central especially in emerging nets. The rapid
changes and developments of the net have also an influence on the management of the
net. Identification of different critical phases in emergence would support the
development of different strategies and capabilities matching with requirements in
different phases. In early emergence when no markets exist as yet, there is high
uncertainty related to both required actors and therefore the building of a right type of the

net is challenging. This uncertainty makes the management of these nets difficult.
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Instead, the actors try to influence the emergence of entire business fields, which is an

essensial capability in the emergence.
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