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1. INTRODUCTION 

Payment transactions using paper money and coins have been significantly 

reduced and have been replaced by electronic payment transactions over the years. 

Among consumers, the most common payment type is still the credit card, a product 

offered by financial institutions, banks, and a growing number of stores. They can be 

used to purchase goods and services including virtual stores in the Internet.  They do not 

consist of real money, but of a plastic card entitling its holder to buy those goods and 

services based on the holders promise to pay for them and on an immediate form of 

credit. 



On one hand, the credit card issued to the customers is associated to the ease of 

providing proof of identity and payment capacity. On the other hand, firms perceive 

value on its ability to recognize a good customer at the purchasing time. The knowledge 

of the added value by the customer  

To customers, the value associated with the ownership of a credit card resides on 

the proof of identity and payment guarantee. On the other hand, to retailers, the value 

associated with the acceptance of a credit card resides on the recognition of a good 

customer at the time of purchase. 

The Brazilian credit-card market has experienced massive growth since the 

stabilization of the economy, which occurred with the economic plan implemented in 

1994, and more recently, with the prime rate drop and the credit expansion. Data from 

the ABECS (2008) (Brazilian Association of Credit and Service Card Companies) show 

that the number of credit cards in the Brazilian economy reached 93 million in 2007 – 

an average annual growth of 20 percent – accounting for US$ 150 billion transaction. 

The main players in the chain are the retail banks that attempt to explore their customer 

base and the credit card issuers like Visa and MasterCard that operate on a global level. 

Due to the dynamic context and expansion potential, an increasing competition 

has been witnessed in the credit card market. In addition, the increase of customer 

dissatisfaction, the entry of new competitors, and the high development levels of the 

technology have also increased the complexity of commercial practices. The need for 

additional information, greater control, better customer service, and the exponential 

increase of data processing amount have demanded the development of new processes 

and business strategies. Also, a fierce dispute over the best customers increases the 

pressure for speed and flexibility. 



Therefore, innovation and the focus on the customer have become essential to 

generate results in this chain. It is worth mentioning that the pursuit of new 

technological solutions in this market was related mainly to the increased transaction-

volume capacity, speed, and safety. In addition, firms attempted to make strategic use of 

customer information in the pursuit of relationship building. In sum, innovations in the 

market were incremental and aimed at improving the existing model’s efficiency. 

In this context, a company called Paggo (which sounds like “paid” in 

Portuguese) focused on innovating the way credit transactions were being made and, 

simultaneously, the business model used to provide this kind of service. The company´s 

system enables credit transactions to be carried out over a mobile phone connection by 

the exchange of text messages between stores and consumers. The technology is based 

on the concept of digital convergence (by adding a new service to this popular 

electronic device). The business model is innovative since it does not use the traditional 

credit card chain members and above all because of Paggo’s partnership established 

with firms interested in providing credit services. 

This paper discusses the competitiveness of this new credit-card chain member, 

creating a reference to enable highlighting alternatives for competition in the 

information economy. The text is divided into four sections. The first section presents 

the theoretical models used in the analysis of the case. The second section presents the 

methodological procedures chosen to achieve the study goals. The results of the case 

analysis compared to the theory are presented and discussed in section three with a 

parallel between the traditional credit-card chain and the case studied. The final section 

presents final considerations a consolidated analysis of the competitiveness of this new 

credit-card chain member. 

 



2. THEORETICAL BACKGROUND 

 

2.1 Network Economy  

Shapiro and Varian (1999) argue that the principles of economics may guide 

firms in their positioning due to the extensive technological changes in the information 

age. According to these authors, technology may change, but not the principles of 

economics. 

The authors argue that information may be defined as something that can be 

digitalized including a variety of sources from books to web pages, which are 

considered information assets. Information production has high fixed costs and low 

marginal costs since the costs of producing or reproducing an additional copy are fairly 

low and there is no limit to the number of possible copies (Shapiro and Varian, 1999). 

Heemann (2002) and Di Serio et. al (2005) studied the behavior of costs in the 

credit card industry and found out that the cost of processing new accounts is equivalent 

to less than two percent of the total net revenue and that the indirect costs accounts for 

less than one percent of it. Thus, the authors emphasize that the marginal effort to 

produce additional accounts for a product that has already been released approaches 

zero. The production marginal costs are insignificant for firms in the credit card market. 

In this market, technology is a critical factor since it makes information easily 

accessible, easier to handle, and more valuable. In the information economy, however, 

the software and hardware technologies that make up the business system do not 

provide competitive advantage by themselves. They require focus on suppliers, 

customers, competitors, and product suppliers. Make-or-buy decisions are present in the 

everyday life of information based companies such as aspects related to technology 

compatibility. These are strategic decisions that involve choosing alliances, 

partnerships, and collaborative networks (Shapiro and Varian, 1999). 



For these authors, the value of a product is the result of network externalities. 

The industrial age was based on economies of scale while the information economy is 

driven by economies of network in which failure multiplies failure and success 

multiplies success, the essence of positive feedback. A network’s strength lies in 

customer recommendation (positive feedback), which is the customers’ perception of 

the best product or technology available in the network and how this product or 

technology adds value to the customer. 

In addition, the authors point out that competition in the information products 

market involves managing customer lock-in. Firms must attempt to pursue it with their 

own customer base and avoid it with their suppliers. 

Lock-in occurs when the cost of switching from one brand or technology to 

another is substantial, that is, when there is a constraint or barrier against the switch. 

Table 2 shows the main kinds of lock-in and the switching costs associated with them. 

A lock-in can dynamically affect buyers, suppliers, and partners. According to 

Shapiro and Varian (1999), the cycle begins when a customer chooses a certain brand. 

The second stage is experimenting with the information product. A risk in this phase 

lies in offering the customers several one-time advantages encouraging accepting the 

offer, but the customer may not stay long enough to cover the costs of acquisition. The 

next phase is entrenchment, in which the preference for a brand, product, and other 

investments is developed leading to lock-in, the final stage in the cycle, in which the 

switching costs become prohibitive. 

After phase three, the customers analyze and select brands again taking into 

account the costs of the current brand lock-in. The basic lock-in management principle 

is to anticipate the cycle several times since “the essence of lock-in is that future choices 



will be constrained by today’s investments. These ties vary from one technology to 

another, but they are predictable” (Shapiro and Varian, 1999, p. 161). 

Heemann (2002) cited a 2001 study conducted by Credicard – the largest credit 

card company in Brazil – which shows that almost 60 percent of all credit card 

consumers are price-sensitive. The credit card was considered a commodity with 

dissatisfied consumers who cannot distinguish between products and competitors. 

Therefore, the management of information of consumer and commercial establishments 

may be a major competitive differential in this chain, particularly concerning building 

relationships with them.  

Table 2: Lock-in types and switching costs associated with information products 

Lock-in Types Switching Costs  
Binding Agreement  Compensation or loss netting  
Purchase of durable goods  Equipment replacement: tends to drop with depreciation 
Brand-specific training  Learning a new system, loss of productivity, direct cost  

Data and information bank  Converting data to new format. Growth with bank duration and size 

Specialty suppliers Developing a new supplier  
Cost of finding a supplier or 
buyer  

Joint cost for the buyer and seller in the process of negotiation and market 
exposure  

Loyalty programs  Loss of benefits and discounts for processed or purchased volume  
Source: adapted from Shapiro and Varian (1999) 

Competitive advantage is based on the firm activities and should be assessed 

within the context of the firm value chain (Porter, 1985). To grasp the concept of value 

chain, the author decomposes the set of strategically relevant activities used to design, 

produce, commercialize, deliver, and maintain the product. Each activity contributes 

both to the firm cost reality and to its differentiation. The values system is the larger set 

of activities including the various value chains where the product may be part of the 

buyer’s chain. To increase the knowledge of the added value, the awareness of its own 

role and its product in the buyers’ value chain is crucial. 

Rayport and Sviokla (1995) propose an approach that complements Porter’s 

applied to the information economy called Virtual Value Chain (VVC). The authors 

argue that businesses today compete in two worlds: the physical world, which includes 



resources that can be seen and touched, and the virtual or information world. The latter 

brings about a new value-creation locus: the marketspace. The differences and 

interactions between the two worlds must be understood since the value-creation 

process is not the same. 

The authors point out that in the virtual world value-adding steps are also virtual 

because they are done through and with information. Firms adopt value-adding 

processes for information in three steps: (a) visibility – firms gain the ability to 

efficiently view physical operations through information. They employ large-scale 

Information Technology (IT) systems to coordinate the chain activities and lay the 

groundwork for a virtual value chain; (b) mirroring ability – creation of a virtual value 

chain in parallel to the physical one. This is the beginning of operations, or ways of 

adding value faster, better, with more flexibility and lower costs; (c) new relationships 

with consumers – the virtual value chain is structured to provide new forms of value to 

consumers. 

The VVC involves five basic activities: data collection, organization, selection, 

consolidation, and distribution of information. At each stage, it is possible to extract 

value from the information flow, and each possibility may become a new good or 

service. 

In order to create value in the chain, the model proposed by Amit e Zott (2001) 

was chosen. Four value creating dimensions specific for virtual businesses were 

considered: (i) novelty, (ii) lock-in, (iii) complementarities, and (iv) efficiency. 

According to the authors, creating value in the virtual world goes beyond the value 

created in the value chain (PORTER, 1985) due to the strategic network between 

companies (DYER e SUNGH, 1998) and to the use of the company resources 

(BARNEY, 1991). Such theories can not explain the creation of value in virtual chains. 



However, they provide important propositions related to the creation of value. Amit e 

Zott (2001) suggest integrating the strategy and entrepreneurship models to understand 

the creation of value in virtual chains. 

Integrating the theories, some researchers have achieved significant results. 

Gulati (1999) and Afuah (2000), for example, successfully integrated the Resource-

Based View (RBV) and the Strategic Theory of Network emphasizing the importance of 

the partners’ resources and capabilities for the firm performance. 

Jones, Herterly and Borgatti (1997) integrated the Network Theory to the 

Transaction Cost Theory considering the existence of a relationship based on trust and 

cooperation despite the presence of specific asset, demand uncertainty, and complexity 

and frequency questions. 

The Amit e Zott (2001) model presents the relationship between generating 

value sources. The efficiency resulting from the information technology enables 

complementing virtual businesses. The combination of resources and capabilities of 

different firms is particularly interesting when the transaction cost is low. 

The major innovations in virtual markets are related to combining 

complementary agents such as resources and capabilities (SCHUMPETER, 1934). 

Lastly, it is worth mentioning the relationship between efficiency and the novelty. 

Productive process innovations as in assets can improve the use of the firm resources 

thus generating value in the virtual chain (AMIT e ZOTT, 2001). 

 

2.3 Continuously evolving markets  

Charles Fine (1999, 2002) argues that, in order to understand firm evolution, 

mutation, survival, or extinction, the study of the dynamics of chains is needed. 

Therefore, the author proposes a double-helix model – analogous to the structure of 

human DNA – in which the movements of the business world are represented by a 



model based on a double infinite cycle that moves across vertically integrated sectors – 

complex organizations with complementary activities – and horizontally disintegrated 

sectors – organizations with well-defined roles restricted to certain links in the chain. 

Production verticalization and horizontalization are dynamic processes in which 

competitive forces integrate and segregate firms and industries, as shown in Figure 1. 

Figure 1: the double-helix model 

Source: adapted from Fine (1999) 

Figure 1 shows the double-helix forces that disintegrate the chain (horizontal, 

modular configuration) and the forces that integrate the chain (vertical, integrated 

architecture).  

Using an approach that supplements the double-helix model, Fine (1999) 

highlights the importance of simultaneous mastery of engineering techniques on the 

three dimensions in which product, process, and chain are integrated. This approach 

aims at positioning the firm on the value chain links that offer a competitive advantage.  

Fine (1999) defines the concept of a product with modular or integral 

architecture, in which the main components of the integral architecture are multipurpose 

and dependent on the proximity of its elements. This proximity is measured in four 

dimensions: geographic, organizational, cultural, and electronic. To design the process 
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architecture, the author uses only two dimensions – time and space – and a continuous 

strategic-link reappraisal process must be in place because of constant pressures to 

verticalize and  horizontalize. The faster is an industry evolutional speed, the more agile 

its reappraisal process is. There are no permanent competitive advantages, but only 

temporary advantages on different links in the chain over time. The speed of the 

migration of these advantages along the chain is determined by the industry dynamics. 

Figure 2 divides each of the three development areas (product, process, and supply 

chain) into two sub-activities. 

Figure 2: FAT (Focus, Architecture and Technology) model  
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Source: adapted from Fine (1999) 

 

2.4 Operation Competitiveness 

Operations Strategy is a functional strategy, and therefore, it should support the 

corporate strategy. Since the production system elements should meet specific goals and 

perform certain tasks, different competitive strategies may require distinct production 

system configurations. One advantage of defining competitive criteria lies in 

understanding their effects on structural decisions and organizational tactics 

(WHEELWRIGHT, 1984). For example, prioritizing cost competition may imply 

capability, technology, and workforce arrangements that would be different in the 

presence of other competitive priorities such as product variety or customization. 

Technology Focus 

Architecture 



Therefore, every strategy type demands certain production tasks and is related to certain 

objectives known as “competitive priorities”, initially identified by Skinner (1969) as 

productivity, service, quality, and return on investment. It is worth mentioning that the 

discussion whether these competitive criteria are trade-offs, as viewed by these authors, 

or whether they are cumulative, as proposed by Nakane (1986) and restated by other 

studies such as Ferdows and De Meyer (1990), is not part of this study. 

According to Hill (1988) and Slack and Lewis (2003) manufacturing 

competitiveness consists of turning customers needs into priority criteria that can be 

used to maximize the organization results. Therefore, the authors propose categorizing 

the performance objectives under order-qualifiers and order-winners. 

Order-qualifying objectives do not influence competitive success decisively, but 

they are required conditions. They are aspects of competitiveness in which the 

organization performance should reach a certain level in order to be considered by 

consumers as a potential supplier. Below this critical threshold, the firm will not even 

participate in the competition. Above this level, any performance increase, probably, 

will not provide competitive benefits (HILL, 1988). 

Order-winning criteria are those that directly and significantly contribute to the 

firm competitiveness. These are key aspects that lead consumers to choose the firm. 

Performance increase of these criteria can be an important source of competitive 

advantage (HILL, 1988). 

Hill (1988), Slack and Lewis (2003) proposed an importance/performance 

matrix to enable firms to visualize these criteria behavior. Thus, they need to be ranked 

in terms of importance to customers and performance due to competition. Therefore, the 

authors define customer needs as a key to success in manufacturing. These needs, 

however, are seldom static. They change with the consumers own competitive priorities 



and depend on the competitors. What was once regarded as an acceptable performance 

may become inadequate as a result of a competitor improved performance or the entire 

industry as a whole. 

 

3. METHODOLOGICAL DEFINITIONS 

To attain the goals set, we performed a predominantly exploratory and 

descriptive study. The exploratory aspects are related to the objective of acknowledging 

a recent phenomenon in the credit-card chain, which requires a research planning 

flexible enough to enable the assessment of the many aspects involved. Its descriptive 

aspect, in turn, is related to the fact that the study identifies, understands, and describes 

certain elements of the relevant chain. 

This work was carried out based on a case study, which is particularly 

appropriate when the boundaries between the phenomenon and its context are not clear 

(Yin, 2005). The studied organization is Paggo Participações S/A, a pioneer company 

which was the only company performing credit card transactions using mobile phones 

in Brazil when the study was conducted. The case study ended in the second half of 

2007. 

Data gathering techniques and equipment were determined and used as needed 

in each phase. In the first phase of the study, secondary sources were used in order to 

provide an in-depth review of the literature. It was based on books, newspapers, 

magazines, journal articles, and other publications that enabled access to relevant and 

current data on the credit-card chain.  

In the second phase, primary data from a documentary research were used. The 

authors studied the manuals and documents containing Paggo’s mission, objectives, 

strategies, programs, standards, and procedures in order to acquire a thorough 

knowledge of the firm. Next, semi-structured interviews with the firm managers were 



conducted in the General Management and Administrative-Financial areas. The 

interview questionnaire was based on the theoretical models introduced in the foregoing 

section and attempted to identify elements of the firm competitiveness in the credit-card 

chain. 

Analysis of the obtained data emphasized the qualitative aspect with the purpose 

of verifying the adherence of Paggo’s actions to the theoretical models used. The case 

study data collected were added to those reported in the literature on credit-card, 

especially by Heemann (2002), who studied the Credicard company, the biggest of 

credit card issuer in Brazil. Finally, we attempted to draw a parallel between the 

traditional credit-card chain and Paggo’s chain. 

One limitation of this study is the fact that the data obtained reflect the specific 

reality of the case studied, which limits the ability to generalize the results. Besides, 

researchers in general are affected by the subjective nature of any study based on the 

perception of social actors as the main elements for interpreting reality. 

 

4. CASE ANALYSIS  

Paggo has pioneered and remains the sole provider in Brazil of electronic 

payment systems in which commercial transactions between customers and retailers 

take place via mobile phones. The company started its activities in 2003 with the 

development of this technology allowing such transactions. Two years later, a pilot 

project began in the city of Natal (in the state of Rio Grande do Norte) with good 

results. The company then needed to find partners with large customer bases. Paggo’s 

first partnership was with the company Oi, a mobile telephone service founded in 2002 

with around 15 million customers in 16 Brazilian states. The result was the 

establishment of OiPaggo, a credit company that offers credit-card services to the phone 



company customers. The system initiated its operations in 2006, and, by 2007, it had 

approximately 100 thousand active customers. 

The term credit “card” for Paggo’s product can be considered a manner of 

speaking since there are no actual plastic cards involved, but only the process of 

purchasing and selling via a credit. Transactions are carried out with text messages on 

the customer and the store’s cellular handsets. In order for the transaction to occur, both 

of them must be affiliated with Paggo as with traditional credit cards. When making a 

purchase, the customer should inform the retailer his or her mobile phone number. The 

retailer uses its own mobile phone to run a Java®-based application, pre-installed in the 

SIM chip, which allows sending a text message to Paggo with the transaction data: 

amount, number of installments, and the customer’s mobile phone number. Other 

information, such as the store name, transaction date, and authorization number are 

automatically included in the message. Paggo then sends the customer a text message 

with the transaction data. The customer enters his or her pin number on the handset 

itself, thereby authorizing the transaction. Finally, both the retailer and the customer 

receive a text message from Paggo confirming the purchase. As with traditional credit 

cards, customers receive a monthly invoice to pay for their purchases while retailers are 

paid directly by the credit company. 

To study the Paggo’s case, the analysis and a description of the firm structure 

and actions are based on the traditional credit-card chain. Hence, the next topic presents 

aspects from published studies on the credit card industry and the results of this study 

for a better understanding of the proposed analyses. 

 

4.1 The credit card business: traditional chain versus Paggo chain 

The concept of credit cards emerged in New York city in the 1950s when some 

executives in a famous restaurant asked for their dinner bills to be sent to their offices 



leaving their business cards in exchange. This was the starting point for the creation of 

the first credit card, Diners Club, accepted in the best restaurants in the city (ABECS, 

2008).  

The use of credit cards simplified the check payment process at restaurants and 

became a symbol of credibility and payment guarantee for the card holders. The 

business developed as more consumers applied for the card to take advantage of the 

benefits of the simplified payment and credit issued by commercial establishments 

without the need of a lasting relationship commitment.  

Since its creation, it has been used in many countries. Credit cards were 

introduced in Brazil in the 1950s, but their use was restricted to high income earners. 

Since 1994, the economic stabilization may be the most significant factor for the 

expansion of the Brazilian credit cards industry (BASILE, 2000). The credit and debit 

card industry has increasingly consolidated a position, replacing checks – post-dated 

checks in particular – and cash as means of payment. Banks stimulate the use of credit 

cards because a check transaction costs 455 percent more than an electronic transaction 

(ABECS, 2008). Commercial establishments also stimulate its use due to extra safety 

and lower financial expenses. It is worth noting that the market accounts for around 7.5 

percent of Brazil’s GDP, which makes it an important source of economic leverage 

(ABECS, 2008). 

The works of Heemann(2002), Farias (2003), Bussab et. al (2006) and Basile 

(2000) explain the principles of the credit card market. The system consists of a 

managing institution that issues a plastic card proving that the holders will be 

responsible for the payment for the goods or services purchased according to the terms 

and conditions agreed with the suppliers affiliated with the system. Once the plastic 



card has been issued, card holders simply must present their cards and sign a receipt to 

buy goods and enjoy the services. 

The seller or service provider will charge these expenses to the card issuer 

within an agreed period of time and pay a customer affiliation fee. The card issuer, in 

turn, is reimbursed for the amount used by the card holders, also within a certain period, 

after presenting transaction slip as proof of the operation. Contracts are usually signed 

for periods of twelve months, and consumers pay a subscription fee or annuity that can 

be paid in installments. 

Paggo proposes mobile phone-mediated credit transactions avoiding the need of 

plastic cards. The company does not use any of the traditional agents in the credit card 

chain, such as Credicard, Visa, Mastercard, and others. A comparison of the traditional 

chain and Paggo’s chain is shown in Table 3. Note that Paggo’s chain is far more 

integrated and verticalized than the traditional one; a fact due, in part, to the innovative 

cellular-based transaction technology. 

Paggo’s credit transaction is related with the concept of Private Label. Private 

label cards are those issued, in general, by retailers with the intent of building customer 

loyalty, offering benefits such as installment payments, scoring system with prizes, and 

unemployment insurance (BASILE, 2000). In Brazil, the retailers CandA and Riachuelo 

are the largest issuers of private label cards. According to ABECS (2008), in 2007 there 

were 142 million of those cards, accounting for R$ 39.4 billion. Thus, the marked 

expansion of the credit market attracts new financially stable players who have a large 

customer base. 



Table 3: traditional chain and Paggo’s chain, compared  

Role  Function  
Traditional Chain 

(Main Players) 
Paggo’s Chain 

Issuer 

Institutions that use their customer base 
to offer a new financial product. To this 
end, they create credit companies 
focused on the credit-card business. 

Banco do Brasil, 
Citibank, Itaú, 

Bradesco, Unibanco, 
etc. 

Currently: Oi 
Potentialities: any 

company with a large 
customer base (e.g.: 
Avon, Vivo, etc.) 

Credit 
Company  

Includes credit card managers usually 
connected with the issuer that manages 
the card and coordinate all processes 
between card holders and brands.  

Ourocard, Credicard, 
Itaúcard, etc. 

Currently: OiPaggo 
Potentialities: opening 

credit companies in 
partnership with 

issuers (e.g.: Avon 
Paggo, Vivo Paggo, 

etc.) 

Processor 

Companies that carry out operational 
tasks and may be own or outsourced. 
They process bills and are in charge of 
customer service. 

Orbitall, 
Equifax/Unisa, 

CardSystem, etc. 
 

Paggo 

Acquirer 

Entities responsible for receiving 
applications, managing, and dealing 
with commercial establishments and 
commercial terms and conditions  

Visanet, Redecard, 
(Mastercard, Diners 
and Redeshop) and 

Amex. 

Paggo 

Brands 

Institutions that become associated with 
cared issuers and provide the licenses 
that enable using the system for 
payments, set operating standards and 
rules, issue plastic cards, and establish 
local and international acceptance 
networks.  

Visa, MasterCard, 
Diners Club, 
Redeshop and 

American Express 

Paggo 

Source: prepared by the authors based on the study data and data reported by Heemann(2002), Farias 
(2003), Bussab et. al (2006) and Basile (2000). 

It is worth noting, however, that Paggo customers can make purchases at any 

establishment affiliated with the brand, as with a traditional credit card, instead of being 

restricted to the issuing establishment like most of private label cards. 

 

4.2 Analysis of the case according to the theory  

This topic aims at verifying the adherence of the case to the competitiveness 

theories discussed in the literature review section. 

 

4.2.1 Information Economy – Shapiro and Varian (1999) 

The credit card is an information product according to the Shapiro and Varian 

(1999) model. Nevertheless, its value does not reside in the card itself nor in the 



network and equipment that make up the operating infrastructure. The opportunity to 

add value results from the information collected by the issuers and acquirers who 

gather, purchase, and analyze information about customers and prospective customers. 

Paggo has low operating costs. Most of them are sunk costs. It can be said that 

Paggo’s technology allows great economy in point-of-sale (PoS) listing since there is no 

need to install card-readers in commercial establishments, but simply accredit a mobile 

phone’s SIM Card as a retailer. Therefore, the easiness of PoS installation enables 

Paggo’s system, in theory, to enjoy greater PoS capillarity, and even allow self-

employed individuals to effect credit sales reaching a public that is particularly 

interesting for a large informal economy like Brazil. 

Information is the cornerstone of the entire chain. It is closely associated with 

credit granting, consumer and retailer acquisition, transactions flow, financial flow, and 

the relationships across every member of the chain. 

At Paggo, the entire system and its features were developed by the company 

aiming at implementing a technology structure to enable processing large transaction 

volumes. Paggo uses eXtreme Programming (XP), a method that allows distributed-

computing operations with an equally distributed data bank.  

In order to establish the customers’ credit limit, card administrators needed to 

analyze their payment capacity and, to this end, they use statistical models with socio-

economic information on the customers. Due to the partnership with Oi, Paggo, in its 

analysis is facilitated because each customer’s spending profile with the carrier is used 

as the basis for the credit analysis, reducing the paperwork typical of the traditional 

chain. 

Another benefit derived from the partnership with Oi, is related to customer 

lock-in, which takes place through cross-company loyalty programs in which using the 



mobiel phone line (pre- and post-paid) creates discounts for the OiPaggo card payment 

and vice-versa. 

 

4.2.2 Virtual Value Chain – Rayport and Sviokla (1995) 

 This topic presents a parallel between the virtual value chain (VVC) of 

traditional credit card companies, based on Di Serio et. al (2005), and Paggo’s chain. 

According to Heemann (2002), the credit card business process has two different points 

of view: (a) the transaction process, involving application to the issuer to authorize or 

decline the customer’s purchase based on risk rating or available credit limit; and (b) the 

financial process, which occurs over short cycles of approximately thirty days and 

liquidates transactions, advances revenues to the establishments, and provides credit to 

consumers. 

From the viewpoint of credit card business players (issuer, acquirer, and brand), 

in the traditional and Paggo chains, the VVC begins at stage three, “new relationships 

with consumers” since it is structured to deliver value to consumers in a convenient, 

practical, agile, and safe manner. Table 4 compares the two virtual value chains. 

As it can be seen, the two chains differ in only a few links of the chain and the 

differences are related to the technology used in the transactions. The value delivered to 

the customer at the end of the chain is similar in both cases. However, Paggo 

technology from the customer point of view can be considered a differential advantage 

in terms of the convenience of a service added to a device already used eliminating the 

need of carrying the card. 

 



Table 4: A comparison between traditional virtual value chain and Paggo’s virtual value chain 

 Data Gathering  Organization Selection Consolidation Distribution  
T

ra
di

tio
na

l C
ha

in
  

Customer’s 
choice to use 

credit card as a 
means of 

payment for the 
purchase of a 

good or service 
at an affiliated 
establishment. 

The card magnetic 
band is read by 

the machine at the 
PoS and the 

cashier operator 
requests approval 
of the amount to 
be charged in the 

card. 

The request is 
sent to the 
card label, 

which checks 
transaction 
data and 

forward the 
request to the 

issuer. 

The issuer 
authorizes or 
declines the 
customer’s 

choice based on 
creditworthiness, 
spending pattern, 

and available 
credit limit. 

The 
transaction is 
authorized 

and the good 
or service can 
be delivered 

to the 
customer as 
requested  

 

P
ag

go
’s

 C
ha

in
  

Customer’s 
choice to use the 

mobile phone 
and Paggo 

system to pay for 
the purchase of a 
good or service 
at an affiliated 
establishment.  

The retailer sends 
a mobile text 

message to Paggo 
with the 

customer’s mobile 
phone number and 

the transaction 
data 

Paggo 
receives the 

retailer 
request and 
checks the 

ntransaction 
data. 

Paggo authorizes 
or declines the 

customer 
purchase based 

on 
creditworthiness, 
spending pattern, 

and available 
credit limit.  

The 
transaction is 
authorized 

and the good 
or service can 
be delivered 

to the 
customer as 
requested 

 

Source: prepared by the authors based on the study data and Di Serio et. al (2005) 

 

4.2.3 Continuously evolving markets – Fine (1999) 

The credit-card chain has undergone important changes in the last decades 

caused mainly by IT advances.  The industry evolution speed has changed significantly 

as a result of the use of technology, which influences the dynamics of chain 

verticalization and horizontalization.  

Figure 3 shows the chain’s dynamics based on Fine’s (1999) model. Since the 

beginning of its activities in the 1970s, the card industry has moved towards product 

modularization. Since the 1990s, there have been clearly defined roles for issuers, 

brands, processors, and distributers and telemarketing framework. However, with 

economic stabilization and the continuously falling interest rates, the inefficiencies of 

the firms in the sector became clearer. Competition becomes fierce since consumers 

rconsider the product credit card a commodity, as found in a Credicard survey and cited 

by Heemann (2002). Hence, the management of information on customers and their 

purchasing behavior has become essential characterizing credit cards as information 

products. 



Figure 3: analysis of the dynamics of the Brazilian credit-card chain based on Fine’s (1999) model 

 

Source: prepared by the authors based on Heemann (2002) 

Figure 3 also shows that another pressure towards chain integration is the power 

of local retail chains and banks, that is, of those who hold information on customers and 

start issuing their own cards. 

Therefore, Paggo proposes a new business and a new integrated-architecture 

transaction technology which is a trend in the sector. The chain’s integrated architecture 

is consistent with the product – mobile-phone based payment technology – which is 

fully integrated. As for the process, it is integrated in time, since the transaction occurs 

quickly, but it is disperse in space, since the transactions occur in different places in the 

country. 

 
4.2.4 Paggo sources for the creation of value in credit card chain 

 
Using the variables related to each dimension of the Amit and Zott model 

(2001), novelty, complementarities, efficiency, and lock-in, it was possible to identify 

how organization generates value in the credit card chain. 

 
 
 

Integrated Product  
Vertical Sector 
1970 Citicard Niche competitors 

1980 insurance sales 

High dimensional 
complexity 

1979 purchase of  IBM 

Organizational 
Inflexibility 

1980s – Trouble issuing 
several brands 

Pressure to 
disintegrate 

Modular Product 
Horizontal Sector 

Issuers, processors, brands 

Technical Advances 
Telecom and IT  

Suppliers’ market 
power 

Power over information 
on customers and 

transactions 

Return on patented 
systems  

Power of local retail 
bancos chains and 

banks  

Pressure to 
integrate 



a) Novelty  
 

The innovation proposed by Paggo consists of a way of performing commercial 

transactions, not a new product or service, which is a characteristic of virtual businesses. 

Paggo mobile payment technology enables the insertion of new members in the chain 

eliminating inefficiencies of the traditional chain and helping acknowledging customers 

real needs. These inefficiencies are related to the cost of the card reading machines for 

retail establishments and their limitations. Paggo system is a low cost affiliation system, 

and since it uses a mobile telephone network, it is has some mobility. It is important to 

mention that this business model enables Paggo to add the chain not only central links 

agents who are related to commercialization, but also those in the beginning of the 

chain, the issuers. The partnership with Oi enabled a mobile telephone company to offer 

services to customers. Oi customers are basically C and D classes, which benefited 

greatly from the recent credit expansion in Brasil. 

 
b) Complementarities  

 
Paggo business complementarities consist of three different kinds: network, 

offers, and assets. Network complementarity is related to the insertion of new agents in 

the credit card chain. It can also be identified in the offer of a financial service, which 

characterizes it as a horizontal complementarity. The online and offline assets 

complementarities take place as follows: a) in the team and resources responsible for the 

affiliate and give support to point of sales; b) in the team and methods used to analyse 

the credit to be granted to the customers. In the partnership with Oi, Paggo uses 

consumer purchase (prepaid, postpaid, and fixed mobile phone lines)  behavior pre and 

post paid; and c) in the team and devices used to serve customers. 

 
 
 



c) Efficiency 
 
The mobile payment system tends to reduce transaction costs. It uses in general 

the customer’s mobile handset enabling the company to charge a lower administration 

fee that the traditional chain fee generating value in the chain. Paggo interviewees 

pointed out the easiness of performing transactions virtual purchases, which do not 

require the presence of the card holder. As it was said earlier, value is generated since 

the Paggo system enables the access to new members who can be retailers or end 

consumers. In addition, the system also enables issuers, other sector companies,  offer  

clients financial services, which is considered another efficiency source and, 

consequently, generates value. 

 
d) Lock-in  

 
Paggo’s search for clients’ lock-ins based on the private label issuer. With Oi, 

the attempt to achieve loyalty marketing occurs aiming at complementarities between 

the mobile phone line and credit card. Therefore, the telephone line costs become bonus 

for purchases. The low cost to add new clients and the release of the product in the 

market can explain the company’s focus on acquiring new clients instead of using 

actions that keep the current ones. Administrators believe that the Paggo’s positive 

externalities can make the mobile payment the standard credit card chain in a few years. 

 

4.2.5 Operating Competitiveness – Hill(1988) and Slack and Lewis (2003) 

The purpose of this topic is to identify the order-qualifying and order-winning 

features as perceived by Paggo managers through the construction of the 

importance/performance matrix, as proposed by Slack and Lewis (2003). The criteria 

were defined based on Heemann’s (2002) Credicard study. In this study, the author held 

a workshop with the individuals in charge of the firm main divisions to define criteria as 



well as to rate their importance and the Credicard performance. Votes were open and 

justified in an attempt to achieve consensus. The criteria were divided into three groups 

(Table 5). 

Table 5: competitive criteria in the credit card industry  

I. Agility/Time Group  

A Approach Time 
time a salesperson takes to interact with a customer and complete the sales 
script. 

B Product Delivery  time cycle between product sale and availability for use by the customer. 

C Information 
time a salesperson or clerk needs to research and answer an information 
requested by a customer. 

D Trouble-shooting time between customer complaint and solution to it 

E Flexibility 
ability to change products and production processes according to the needs 
of the market, customers, and/or partners. 

F 
Paperwork/ Required 
Documents 

cost to customers and partners involving goods and services purchase 
transactions. 

II. Sales Quality Group  

G 
Script and form of 
communication  

process of updating sensitive customer information and process of 
distribution to sales and service channels  

H Content 
planning the distribution of the adequate information to the right customer 
both in sales actions and in customer service. 

I Access options 
information distribution network with a focus on the firm channels that 
customers can access. 

III. Product Group 

J Credit facility 
percentage of the customer sales offered as credit limit after the risk-
assessment process. 

K Offering 
card company product line and promotional packages for product 
acquisition. 

L Interest Rate  interest rate charged to customers in credit operations. 
M Price and Annuity “full amount” of the annuity and discounts package. 
N Price and Fees amount of service charges and discount packages. 

O Value-added 
value perceived by the customer in the products acquired with the card 
company. 

P Brand credibility premium consumers pay for the label of the credit card company. 

Source: prepared by the authors based on Heemann (2002) 

Analyzing the criteria, we were able to determine how Paggo managers 

acknowledge their importance and performance due to competition. The results can be 

seen in Figure 4, where each letter corresponds to the first column of Table 5. 

 



Figure 4: Paggo’s importance/performance matrix  

 

 

 

Source: prepared by the authors 

The matrix reflects Paggo’s competitiveness according to its managers. They 

understand that adjusting credit lines (item J) is urgent since this is an order-winning 

criterion in which the firm performance is worse than the competition. Other important 

criteria need improvement, items B, C, D and K, which are connected with the firm 

relationship with the customers. Item F – paperwork needed to approve credit limits – 

was regarded by the manager as a Paggo differential. As mentioned earlier, the 

company uses the spending profile of Oi customers to perform a credit assessment for 

OiPaggo. 

 

5. FINAL CONSIDERATIONS   

This study aims to understand the competitiveness of a new member in the 

credit-card chain by proposing a new approach to perform electronic transactions by via 

mobile telephones and a new model of partnership with issuers, mainly firms with large 

customer bases, based on the association with a credit company. 

From an analysis of the virtual value chain as proposed by Rayport and Sviokla 

(1995), it can be said that information is managed similarly in the traditional chain and 
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in Paggo’s chain. The value delivered to the customers is also similar. However, Paggo 

managers believe that adding a service to mobile telephones embraces the concept of 

digital convergence, and it may be an important factor in generating competitive 

advantage. The technology the market will use is the issue to perform transactions is the 

major issue compared to other issues such as the simple annuity price, card brand, etc. 

which determine the choice of one credit card over another. It is interesting to point out 

that Paggo brought about a different choice to a market considered commoditized. 

Another approach to promote decommmoditization would be leveraging the use 

of IT to create relationships with consumers as proposed by Shapiro and Varian (1999). 

Along this study and considering the various competitiveness models used to analyze 

the case, managing information on customers and their transactions was considered a 

crucial factor to add value for customers. 

A high level of verticalization in Paggo’s chain was identified since it owns the 

whole chain, but the telecommunications network used to perform transactions and 

which will issue the private label card. Such integrated chain architecture is consistent 

with the simultaneous three-dimensional engineering described by Fine(1999), and it is 

based on technology and the process used to provide the service. 

Finally, it is noteworthy to point out the increased competition in the credit-card 

chain combined with the intensive IT use, and due to the growing access to credit in 

Brazil. Introducing transaction innovations in the market, Paggo tends to create a 

competitive differential. Nevertheless,  it is necessary to focus attention on the major 

players in this industry since they may  develop similar technologies, which would pose 

a threat to Paggo’s business despite the fact that its differential also lies in the business 

model and not only in the mobile phone-based transaction. 
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