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Abstract— The core function of any profitable firm is 

capturing a share of the value that customer perceives in the 

firm’s offering. Value capture is traditionally considered to 

relate to a competitive advantage at the firm level, but not the 

firm network level. However, the ever increasing role of 

information and knowledge in today’s economy is profoundly 

changing how firms can create competitive advantages. Among 

these changes, we highlight reducing transaction costs in 

various areas of the economy, which drives the economy to 

organize more toward rapidly evolving networks or smaller 

firms. There is also an opposite trend for some internet firms 

to become larger due to economies of scale and due to network 

externalities. In this position paper, we examine the issue of 

value capture by firms that are increasingly small and operate 

in rapidly changing and evolving networks. We conclude by 

outlining future research on firm-level capabilities that are 

required to enable value capture in new forms of dynamic 

networks.  

Keywords—value; value creation, value capture, resource-

based theory, trasaction cost economics 

I.  INTRODUCTION 

The core function of any profitable firm is capturing a 
share of the value perceived by the customer in its offering. 
In perfectly competed markets, all profits are competed 
away instantly leaving companies to operate at zero 
margins. However, in the real economy, there are various 
barriers to competition that enable firms to create economic 
rents. Broadly speaking, economic rents refer to the profits 
that firms can generate in the presence of factors that 
somehow limit the existence of perfectly competed markets. 
Naturally, profit is a manifestation of value captured. 

Typical sources of economic rents include land, real 
estate, and legally enforced limitations to competition in 
some industries or regions. Considering the broader 
phenomenon of performance differences, the field of 
strategic management has empirically identified firm-level 
phenomena, rather than industry level phenomena, to be 
their most important source       [1], [2]. On the firm (or 

business unit) level, resource-based theory [3], [4], [5], [6], 
[7], [8] has become a dominant paradigm to explain 
variations in economic performance. 

 Under resource-based theory, heterogeneously 
distributed, rare and valuable resources and capabilities 
explain why some firms perform better than others. These 
performance differences can persist depending on the 
strength of various isolation mechanisms, which prevent 
competitors from imitating or finding substitute resources 
and capabilities.  

Over time, several different types of resources and 
capabilities have been suggested, that may contribute to a 
competitive advantage. These include firm culture, research 
and development capabilities, tacit knowledge, brands and 
other intellectual property. Several phenomena can act as 
isolation mechanisms that protect these resource advantages, 
such as time compression diseconomies [9] that shield first 
movers from competition by making it increasingly costly 
for competitors to catch up. Matters like causal ambiguity 
and social complexity may obfuscate the true source of 
competitive advantage to the point, where competition 
cannot copy the advantage because even the firm itself 
holding the advantage does not know the reason for its 
superior performance [9].  

Overall, ‘classical’ resource-based theoretical thinking 
encourages managers to develop strong positional 
advantages that once created, enable above normal revenue 
by shielding the firm from competition. However, for over a 
decade, this approach has been challenged, and a number of 
scholars question the existence of sustained competitive 
advantages. They argue that competitive advantages result 
from the ability to continuously develop new short-lived 
advantages (e.g. [10], [11], [12]). Another development 
worth noting is that economic activity is increasingly 
conducted by networks of firms compared to individual 
firms, meaning that the sources of competitive advantage 
need to be viewed at the firm network level as well. 

II. TRENDS SHAPING THE GLOBAL ECONOMY 
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In this paper, we follow along the lines of this 
intellectual evolution in viewing competitive advantages and 
value capture. One of our goals is to discuss the nature of 
competitive advantages and value capture in the mid-term 
future, and the unit of interest moves more from the 
individual firm toward networks of firms. To accomplish 
this, we assume that several technological and societal 
trends today will continue to gain more momentum, and 
lead to changes in the broader economic landscape. In the 
spirit of literature that emerged around the early 1990s [13], 
[14], we consider (i) how information and communication 
technology is reducing transaction costs in the economy, but 
also (ii) how the same is creating economies of scale in 
information-intense areas, such as social networking and 
online advertising.  

Transaction cost economics [15], [16] has emerged to 
explain why firms internalize certain activities (resort to 
‘hierarchy’), and  use open markets in others. According to 
transaction cost economics, firm boundaries exist where 
transaction costs are minimized. It has been proposed that 
information and communication technology generally 
reduces transaction costs (e.g. [15], [16], [17]), which under 
transaction cost economics implies that firms can be smaller 
and buy more inputs and sell outputs on competed markets. 
Empirical evidence indeed suggests that information and 
communication technology has made firms smaller [18], 
[19]. 

However, the implications of information and 
communication technology in transaction costs are not only 
around the hierarchies and markets (i.e. ‘make or buy’) 
dichotomy. Williamson [20] argues that between these 
extremes there are hybrid forms of organizations. In this 
space, Powell [21] discusses networked forms of 
organizations, whose emergence is driven by the existence 
of distinct knowhow and the demand for speed. From this 
perspective, information and communication technology not 
only acts as a disintegrating force to vertically integrated 
firms, but makes it more feasible for firm networks to exist 
in their place, rather than only promoting the use of markets 
to conduct transactions. 

While information and communication technology is a 
force that drives some organizations to become smaller, in 
some cases, the opposite may be the result. Grant [22] points 
out that firm boundaries surround organizational entities 
where knowledge integration and application can be most 
effectively conducted. When information and knowledge are 
in question, economies of scale in integration and 
application can be significant. Economies of scale in 
information are closely related to positive network 
externalities [23], which set the stage for the emergence of 
large information-based firms like Google and Facebook. In 
addition, Liu and Chen [24] find that economies of scale in 
know-how have positive influence on firms' business 
performance, which helps private firms to strengthen their 
market power in China. 

Taken together, we believe that these developments 
further increase the division of labor leading to smaller 
specialized organizations that interact more closely with 

each other and collectively cooperate and compete with 
larger firms. In the case of large internet firms, strategic 
thinking about value capture may perhaps revolve more 
around traditional resource-based theory thinking.  

In order to maximize potential to learn about 
qualitatively new phenomena that may over time come to be 
more common and relevant in the economy, we focus on 
small, specialized firms whose value capture draws strongly 
on being part of a network of firms. Due to their smaller 
size, these firms are less likely to enjoy strong “winner takes 
all” network externalities.  Furthermore, these firms’ 
inclination towards other firms emphasizes the value of 
getting access to resources rather than owning the resources 
themselves. This places a premium on pursuing novelty, 
efficiency and finding complementarities by accessing 
resources from a network of firms [23]. While positional 
advantages may be difficult to create and maintain, these 
firms must renew themselves constantly by using firm 
networks as their playing field. They may also be able to 
enforce their position by building an effective intellectual 
property portfolio [25]. This has been true in the parts of 
world where IPR laws are well established, and recently also 
in countries like China, where IPR legislation is relatively 
new. 

III. VALUE CREATION 

A proactive and anticipative approach to value creation 
and value network building require a strong foresight to 
customer behavior and orientation. In the traditional 
approach, motivation, plans, beliefs, and need hierarchies 
[26], [27], [28] have typically been used to describe 
customer orientation and preferences. However, in the 
future high-velocity environment and with the trend of 
addressing increasingly higher-level customer needs 
globally it becomes necessary to widen the customer models 
to include the perspectives to the quality of life and higher 
level consumer values. Gelter [29] for example, has 
introduced the concept of experience production that 
represents value creation in the experience realm that has an 
increasingly significant value on the present and  future 
digital markets. 

For the purpose of this discussion, we choose a 
straightforward definition of value creation in order to 
isolate the research questions concerning value capture.  

Value creation is the basis of modern business thinking 
[30] and it is a central concept in a lot of research since 
Aristotle [31]. Leaving the philosophical and political 
economic discussion aside, we seek a baseline for our 
research in a notion of value that would ultimately 
encompasses the process of satisfying a customer to 
generation of wealth for the service providers and 
manufactures of physical goods (value contributors).  

A definition of value is difficult to come by in a way that 
all view points are satisfied  - ever more so, when the 
definition of value creation is attempted [32]. In pursuit of a 
definition of value creation, we chose the definitions of use 
value and exchange value. Both are discussed in [33] and 
we like to concur with those definitions. To stress our point 
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concerning value creation, we depart from the tradition of 
focusing on the value of company assets. The reader is 
advised to take note of the discussion on this aspect, in [33]. 
Our definition of value creation does not differ from [32], 
but it is rephrased in a simple form as follows:  

A. Definition: Value creation 

Value creation is the process of addressing a 
customer's non-trivial need by a firm or group of firms, 
by offering a product or service that he/she uses for her 
own perceived satisfaction. The process of value 
creation will differ based on whether value is created by 
an individual, an organization or society [32]. 

In our discussion of use value, we also make note of the 
so-called “service-dominant logic” [34] and the concept of 
value co-creation embraced by it. According to this 
perspective, the process of creating value for the user is 
always an interaction between the service provider and the 
customer. Service-dominant logic treats products as artifacts 
that encapsulate services. The network perspective we 
emphasize highlights that there may be more than one firm 
(and potentially more than one customer) that nearly 
simultaneously participate in the creation of use value, i.e. 
the benefit experienced by the user(s). Collectively, we refer 
to the firms (and users) that participate in the creation of 
value as value contributors. 

B. Definition: Use value 

Value that the customer subjectively assesses when 
making use of the product (service or physical good) for 
his/her own particular reasons [33].  

C. Definition: Exchange value 

Value can be measured at the moment of 
transaction between the seller and the buyer. Value as it 
is realized at the point of sale [33] does not involve a 
process of value creation, but rather it anticipates, or 
estimates the potential of the product and certainly 
provides the actual income to be divided between service 
providers and manufacturers of physical goods. 

The difference between use value (the value experienced 
by the user) and exchange value (the monetary sum the user 
is willing to pay) is sometimes referred to the user (or 
consumer) surplus, which users aim to maximize.  

Further, we expect the "velocity" of value creation and 
capture to increase by orders of magnitude from today’s 
prevailing business environments. Moreover, dynamism is 
caused by continuously changing configurations of small 
firms as they seek access to resources. 

It should be noted that a company as a value contributor 
should not be afraid of explaining their mission in terms of 
"creating value to customers" - the statement is colloquial in 
essence and as such its meaning is admirable. But use value 
cannot be delivered to the customer by any firm alone. It 
will only be realized by the customer by perception that may 
or may not be induced by the promise or the use of the 
offering.  

The relationship of a dynamic value network of firms 
and a user of their offering is depicted in the figure 1. Value 
creation is shown to be pertinent to the user's context. Next, 
we discuss value capture, which we consider to be a concept 
of the firm and the network of firms. 

 

 

Fig. 1. Firm network, relation with user and value 

IV. VALUE CAPTURE 

Value capture by firms is equal to the exchange value of 
an offering minus the costs of production, i.e. the profit 
margin. However, as we are no longer dealing only with 
individual firms, but a network of firms, of which several 
may interact with the user in the value creation process, 
value capture must also consider revenue sharing within the 
firm network. Taken together, the captured value of the firm 
network (for a given transaction) is equal to the exchange 
value minus total costs, but at the firm level, it is equal to 
their share of exchange value obtained minus their share of 
all costs. In high technology industries and in service 
industries based on high technology the share of exchange 
value is significantly boosted by the ownership of 
intellectual property [35]. 

These considerations highlight special aspects within our 
previous discussion about economic rents and unique firm 
capabilities, as the relationship between a firm’s 
contribution to value creation and the exchange value it 
obtains in a network can be greatly disconnected.   

As we noted, the firm’s ability to capture a share of 
revenue in the firm network, which closely relates to its 
competitive advantage and the ability to capture rents (in a 
traditional resource-based theory sense), is most likely to be 
increasingly temporary in the future. Further, if the small 
networked firms that are of our primary interest are inclined 
to access other firms’ resources rather than owning them, 
their continued ability to capture value lies on continuously 
creating network relationships that enable creating high 
value to the customer, while maintaining a position in the 
network that allows it to capture a proper share of the 
resulting exchange value. Again, if the firm has an effective 
intellectual property portfolio, it may prolong its 
competitiveness and the firm may enjoy a greater share of 
the network’s revenues for longer. 

Any single firm in the network cannot appropriate a 
disproportionately high share of the network’s revenue 
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indefinitely. In other words, any single firm must also 
consider the value capture of the firm network while it 
considers its own value capture, even while capturing a high 
share of value would be possible in short-term.  

In addition to direct economic value, firms in the 
network (the customers they serve alike) may capture 
important value that is not directly and immediately 
economic. This indirect value, which can be characterized as 
some type of relational capital (cf. [36]), may in long-term 
be an important prerequisite of eventual economic value 
capture. Motivation for pursuing indirect economic value 
may be based on gains in e.g. knowledge, information, 
customer-base and market share. 

The network approach brings issues like organizational 
conflict and agency problems from inside firms to the firm 
network level, adding another layer of dynamism. Certain 
firms may be disproportionately effective in participating in 
this network-level politics, and driving events in their favor 
beyond what conventional strategic analysis might suggest. 
Taken together, this brings a premium to firms that are 
consistently able to foresee a broad range of developments 
in their networked environment, possibly influence these 
external developments and obtain valuable positions in 
order to maximize value capture in the long run. 

These issues point out that dynamism in business 
networks is an evasive phenomenon to manage with 
traditional management means. For example, it will not be 
adequate to conduct a market research study for one month, 
report the results back to the headquarters in another two 
months and launch a consequential product development 
project to meet the changing market demand in another 18 
months' time. 

One example of the dynamic kind of operating model is 
the fast-fashion garments enterprise Zara [37]. The case 
study is revealing in the sense that it was considered both 
important and interesting in the Supply Chain Forum in 
2000. In fact, it is the background for our research as well: 
traditional supply chain, or distribution chain, practices, 
methods and disciplines are proving insufficient in high-
velocity markets that constantly change and transform 
themselves across the globe.  

Physical goods are being integrated in solutions and 
service concepts and as such are inseparable from them. 
Service-dominant logic actually states that even the most 
primitive piece of hardware, like a hammer, is actually an 
embodiment of a service that is rendered by using it [34]. 
The blurring of services and goods is evident in modern 
smart phone service concepts that invariably include 
audiovisual contents, navigation and points-of-interest 
services as well as office applications - not forgetting 
synthetic voice assistants. 

As is the case with the concept of value and value 
creation, value capture is a concept that we seek to 
understand from several different viewpoints [30], [32], 
[33]. We cannot be satisfied by the notion of value chain 
[30] and the view that, along the chain at each stage value is 
added based on price of purchased resources from the 

previous stage. On the other hand, we don't find it enough to 
discuss division of revenues (exchange value) as the only 
point of view of value appropriation within dynamic value 
networks. 

We find interesting research on value appropriation from 
the view points of platform, architecture and modular design 
as well as intellectual property. See e.g. [25], [35], [38]. 

V. CAPABILITIES  OF CAPTURING VALUE IN DYNAMIC 

VALUE NETWORKS  

The reason to study dynamic value networks is to find 
out how they are good for business. For some firms, they 
are, indeed, a matter of survival. In our view, the measure of 
good-for-business is the value capturing capacity of the 
business model of each value contributor in their own right, 
and the super-business model of the dynamic value network 
as a whole - no matter how fluid and flexibly structured it 
may be. 

We foresee that in mid-term, customer needs are being 
satisfied faster, and services are offered and consumed in 
new, probably more complex constellations. Higher-level 
customer needs are being addressed.  Fast speed and 
complex offerings of goods, content and services require 
more and more companies to work in cooperation and the 
networked business will have to be dynamic instead of 
fixed. Furthermore, automation in new generations of 
service business platforms is anticipated to move to new 
operational areas and previously automated services will be 
likely to experience transformation into faster and more 
dynamic technologies. 

It is our hypothesis that value capture is the single most 
important factor of dynamic value networks in terms of 
business motivation and guarantee of commitment, in 
circumstances where there just is no time to build rigid and 
heavy contractual legal and organizational structures. For 
instance, it will not stand as an option to start all product 
development from scratch every time a new signal from the 
market is observed. This phenomenon is strikingly obvious 
in the Internet's social media services. There, user-centered 
design has undergone evolution towards co-development 
with a very short distance between actual users of service 
and the developers [39]. 

In order to advance research on this topic, we need to 
understand the broad question of what are the capabilities 
required of value contributors individually, and of the 
dynamic value network as a whole, to manage value 
capture, and how do these capabilities come into existence 
and developed further?  

Based on our review, we argue that investigating this 
issue relies strongly on understanding how information is 
managed in the network of firms. In particular, how is 
information about value capture collectively obtained, 
distributed, and processed so that the relevant value 
contributors of the value network can promptly act to enable 
customer's value creation and capture value? Further, as the 
networks are undergoing constant flux, we should further 
study that what are the means to manage value capture in a 
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dynamic value network, where the number and 
configuration of entities and the life time of their relations is 
not constant? This question also involves asking that what 
are the limits of individual firms to influence this process, 
and how this influence is dependent on the firm’s properties. 

VI. CONCLUSIONS 

As is the case with the concept of value and value 
creation, value capture is a concept that must be understood 
from several different viewpoints [30], [32], [33].  

To help small firms execute in high-velocity markets and 
value creation, enabling elements and capability 
requirements must be identified. In this working paper on 
value capture, we have identified a number of 
considerations for dynamic value network capabilities, 
which we believe should be studied and elaborated further: 

 

1) What is the most appropriate definition of value 

capture in general? 

2) How is each value contributor’s value capture 

defined in a new way so as for the firm to justify its 

participation in dynamic and networked value creation? 

3) What are the new means to communicate and manage 

value capture globally, across geographies, cultures and 

markets that enable agile and fast value creation? 

4) What are the new customer models of behavior and 

orientation that enable proactive addressing of higher-level 

customer needs? 

5) How does indirect, or deferred, value capture play 

out in dynamic value networks? E.g. the case of allowing 

loss in the early stages of a startup firm while expecting 

profit in future. 
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