Is There More to Skype Than Hype?
Please read the SKype mini case showing below and conduct a case analysis and answer these questions:
High-tech manifest a set of common characteristics-most notably, (1) market uncertainty (2) technological uncertainty, and (3) competitive volatility – with specific implications for marketing 

1.  Read the case and describe the environment in which Skype competes based on the three characteristics of high-tech markets mention above ( market uncertainty , technological uncertainty, competitive volatility)
2. Given the technological uncertainty present in the VoIP mobile market, would Skype be likely to emerge as the leader? Explain your reasoning.

3. Would VoIP be considered a disruptive technology by wireless carriers? Explain. 
4. Also, you should make recommendation on how a VOIP service such as Skype could be seen as longer a threat to the telecommunications market within the U.A.E. Could it integrated as and additional Etisalat service (Etisalat is a local telecommunication company in UAE) ? If so, how could it be priced.
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Skype was founded in 2003 by Niklas Zennstrom and Janus Friis (also the original found
Kazaa, the music file-swapping service). Skype allows users to make telephone calls over the
net to other Skype users free of charge and to landlines and cell phones for a fee. Skype uses
prietary Voice-over-Internet Protocol (VoIP) that does not work with open source protoco:
objective of the proprietary strategy may have been to create user lock-in. Skype is available
Janguages and is used in almost every country around the world. Skype generates revenue ia
its premium offerings such as making and receiving calls to and from landline and mobile pi
as well as voice mail and call forwarding.

In late 2005, eBay purchased Skype for $2.6 billion in an effort to help the company les
its base of loyal users and extend its reach well beyond e-commerce, and to meld the Skype te
ogy with its auction listings and PayPal payment service. Yet, on October 1, 2007, eBay anno
that it had overpaid for Skype by nearly $1 billion and that the business had not achieved the
for users, revenue, and profits set in the 2005 buyout agreement. On the same day, Mich
Swaaij, eBay’s chief strategy officer, was appointed interim CEO of Skype following the dep
of Niklas Zennstrom. While Zennstrom and other early Skype investors received a payout of
2 half-billion dollars, that sum was substantially less than the $1.7 billion they would have rece
from eBay if Skype had met the targets set in the 2005 agreement.
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[image: image2.png]By early 2008, Skype’s 276 million registered users around the world had talked with one &
other for more than 100 billion minutes using free Skype-to-Skype voice and video calls. But S|
had yet to figure out how to get more of its users (most of whom make computer-to-computer ¢z
for free) to pay for premium services, and was generating revenues of only $100 million per qu
On average Skype’s users paid just 12 to 13 cents per month, compared to $28.38 a month for s
scribers to Vonage’s Internet-based phone service.

Contributing to Skype’s poor performance, the market for making calls with a computer.
over a broadband Internet connection has gotten increasingly crowded since Skype blazed the
trail. Free calling has become a standard feature of instant-messaging services from the likes
of Yahoo! and Microsoft as well as an array of start-ups. In addition, Skype faced a setback i
August 2007 when it experienced a systemwide failure after a routine Microsoft upgrade
Because of the distributed (peer-to-peer) nature of its network, the failure was difficult to
troubleshoot.

What could the new management team do to turn the business, now profitable but generating
less than $100 million in sales a quarter, into the moneymaking machine that eBay envisioned?

Three Alternatives

A New Business Model? Some analysts suggested that eBay needed to dramatically alter
Skype’s business model, perhaps focusing on advertising rather than user fees. One obstacle to
that strategy is that Skype’s seemingly rapid user growth—registered users nearly doubled be-
tween 2006 and 2007—may be deceptive. Stephan Beckert, research director at consultant
TeleGeography, estimated that fewer than 20% of Skype’s 220 million registered users (as of
the second quarter of 2007) were actively using the site, compared to about 30% of Skype’s 95
million registered users in early 2006. That would mean the active-user base grew only from
28.4 million to 44 million even as the total number of registered users more than doubled—
casting doubt on Skype’s ability to reach a large audience and generate substantial revenue

from advertising.
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that can be used. Along with Skype, two other companies—Fring and Raketu—provide this
functionality. An alternative is a handset that enables calls to be made through a WiFi hotspot.
Truphone, a free piece of software that is downloaded to a mobile phone, is a high-profile ex-
ample of this approach. Many argue that this approach does not qualify as true mobile VoIP,
though. GrandCentral Mobile, by contrast, is mainly an alternate method of accessing the main
GrandCentral service. That service provides the Web-based call management features and
flexibility of VoIP, but all calls start and end on the public wire line or wireless networks. The
mobile version merely lets users access key features through a handset, and it requires no
client software.

Another major challenge for Skype and other VoIP companies is that the major wireless
carriers such as Verizon, Cingular, Sprint, and T-Mobile have little incentive to allow the VoIP
companies on their networks. In its PC-to-PC incarnation, Skype is a competitor, luring away
landline customers. If Skype succeeds in the mobile phone arena as a major player, the company
could also lure away customers from cellular operators, slashing the wireless carriers’ revenue
streams.

Skype’s future as part of eBay will hinge largely on the success of these initiatives. In 2007
Scott Sleek, an industry analyst at Pike & Fischer, predicted: “This is really going to be a make-
or-break year.” What will it take for Skype’s new management team to get the business back on
track?
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Photo of Skype phone reprinted with
permission of Skype Limited, New York, NY.

A Mobile Model? In October 2007, Skype announced that it would launch a customized cell
phone developed jointly with 3 Mobile, a wireless carrier in Europe, Asia, and Australia. The Skype
cell phone, developed with a software company named iSkoot, is equipped with multimedia capa-
bilities and high-speed data for mobile Web browsing. But its most prominent feature is a big button
right above the regular keypad that activates Skype’s popular service for long distance and interna-
tional calls. A press on that button triggers an iSkoot-developed application that brings up a list of
the user’s Skype “buddies” and regular phone contacts. A click on any entry in that list dials the call.

Calls on the Skype cell phone will cost the same as on a computer or Skype cordless phone:
free when speaking to other Skype users, pennies per minute to dial regular phone numbers in most
countries. People can also download Skype software into their cell phones. Called “Skype for Your
Mobile,” no special phone is needed.

A cheap international connection could prove to be a potent draw for wireless users. Cur-
rently, few mobile phone subscribers are willing to pay the rates charged by cellular companies
for international calls. Skype is betting that easy mobile access to its service could spur more
overseas call traffic, a revenue-producing business where growth has slumped sharply. And, be-
cause eBay owns the online payment service PayPal, success with the Skype phone could provide
a springboard for using a cell phone or other handheld device to pay for items, as if it’s a charge
or debit card.

New Pricing? A third alternative is for Skype to start charging for calls between Skype PC-to-
PC users. In the five-plus years since its founding, Skype has established its brand and its serv-
ice and has a loyal base of heavy users. The length of a user’s “buddy list” may be a switching
cost for such users. If they see real value in the service, however, they should be willing to pay a
few pennies per minute at least for international calls. This could be a viable alternative to the
advertising-supported business model. Especially for the newer mobile business, Skype should
consider putting charging a fee for calls because the service provides users the additional bene-
fit of ubiquity.

Challenges

The jury is still out on which mobile VoIP architecture will prevail. The purest form of mobile

VoIP travels over IP links all the way to the handset. Usually this requires a 3G-speed cellular
data service (and a cellular carrier that doesn’t prohibit VoIP). It also requires software that




