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STRATEGIC MANAGEMENT OF VALUE CREATING NETWORKS

Introduction

Traditionally, firms competeat the firm level in a head-to-headbattle for market position.

Suppliersandchannelmembersaretreatedin an adversarialmannerastherelationshipbetween

firms is viewed as a win-lose situation. For forward looking firms, the future will be

characterisedby a shift from individual level competitionto competitionbetweennetworksor

valuechains.

Thevaluechainis thegroupoffinns that combinetogetherto deliveravalueproductor

service.Themovefrom anadversarialrelationshipwithin thevaluechainis predicteduponthe

assumptionthat co-operativerelationshipsyield a more effective and efficient system for

delivery valueto ultimatecustomer.

Termssuchas,valuechain,valuecreatingnetwork andsupplychainmanagement(SCM)

reflect the evolution in competitionfrom firm versus firm to systemsof firms versusother

systemsof firms. For example,Franidinsand its value creationnetwork competesagainstthe

systemsbuilt by Coles and Woolworths. Or the Australian pear grower packing shedand

exportersystemcompetingagainsttheSouthAfrican Outspansystem.

Hence,one of thekey elementsof SCM is the notion of “co-operatingto compete”.As

thefocusofcompetitionshifts thenfirms within a systemcanbe betteroff by working together

on co-operating.But makeno mistake;competitivepressuresdrive thetrend. In orderto be an

effectivecompetitor,firms mayneedto begoodco-operators.

Competitionin thenextcenturywill bebetweennetworksof firms forcing firms to usea

wider rangeofresourcesandcorecapabilitiesto beableto compete.Most finns arenot ableto

assemblethe necessaryresourcesand core capabilitieswithin themselves,thereforethey will

seekpartnersto provideresourcesandcorecapabilitiesto helpthem compete.This network of

firms working with eachotherto createvaluefor a customeris our topic ofthis paper.We will



describethe basicelementsnecessaryto createa value-creatingnetwork.The paperconcludes

with a discussionof thestrategicimplicationsofvalue-creatingnetworkcompetition.

Slywotzky(1996)links marketvaluecreationto thefirm’s businessdesign. Thebusiness

design, “is the totality of how a companyselectsits customers,defines and differentiates it

offerings, definesthe task it will perform itself and those it will outsource,goesto market,

createsutility for customers,and capturesprofits. It is the entiresystemfor delivery utility to

customersandearninga profit from that activity”. Businessdesignscanbeviewedat the firm

level or within the context of a value creatingnetwork or value chain. To understandvalue

chainsweneedto understandvalueandits creationthrough combiningthe corecapabilitiesof

severalfirms. Purposefulvalue chaindesign involves the applicationof the businessdesign

conceptto the creationof a network of firms that combinetheircorecapabilitiesto createand

delivervalueto theultimateconsumer. Individual firms within thenetworkcancreatesuperior

businessdesignsthat provide valueto their customers. The creationof finn valueis linked

directly to thecorecapabilitiesof individual firms. Thecreationof networkvalueis linked to

the combiningof capabilitiesof the key firms in the network. To understandvaluechainsor

valuecreatingnetworksweneedto understandwhatis value, corecapabilitiesandthelinking of

firms into a networkthroughrelationshipsbetweenthe firms. We discussvalueandthen link it

to corecapabilitiesandthendiscusshowrelationshipseffect theefficiencyandeffectivenessof a

valuechain. Valuechainsareexploredandexamplesareprovidedto illustratethe concept. We

concludewith adiscussionofthestrategicimplications.

Value

Value is one of the most misusedwords in business.We usethe term valueto describethe

relationshipbetweenthetotal marketingoffering of the firm andtheprice of that offering. To

understandcustomervalue, we need to go back and revisit the marketing concept. The

marketingconceptstatesthat customerneedsdrive the creationof productsand servicesthat
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satisfytheseneedsat a profit to thefirm. Unfortunately,firms havenot beenvery successfulin

fully implementingthemarketingconceptbecausesuperiortechnologyandproductswouldwin

in themarketplace.Technologyandproduct-drivencompaniessucceedin themarketplacewith a

goodorganizationandmodestmarketingeffort. Thesefirms strongly believethat technology

andgood productsare thewayto win in themarketplace.However,thereis emergingastrong

trendto add, not replace,but add, the strengthof marketingto thealready strongproductand

technologybaseof companiesasgreatproductsandtechnologyareno longerenoughto win in

thecomplexworld ofthe90’s. A lot oftheleadingbusiness-to-businessfirms haveprogramsin

placeto upgradethemarketingskills of theirmarketers.

However,satisfyingcustomerneedsor creatingasatisfiedcustomeris no longerenough

to wm their loyalty. We must createbettervaluethanourcompetitors. Valueresultsfrom the

corecapabilitiesofthefirm andits partnersto deliveraproductthat fully satisfiestheneedsat a

competitiveprice.

The market offering of the firm encompassesthe technologysupportingthe productor

service, the physical attributes of the product, the company reputation and the attributes

deliveredby peoplerepresentingtheorganization. Thecustomerweighsthecomplexbundleof

attributesormarketoffering againstcompetitivemarketofferings,with relativepricebeing the

item thatrelatesthetwo marketofferings. Valueis therelationshipofthefirm’s marketoffering

to the price for the market offering. The consumerweighs the competingmarketofferings

againsttheirpricesanddeterminestherelativevalueof eachoffering

Value is a relativeconceptin that the consumerevaluatesthe productsor servicesthat

fall into theirevokedset. ComparingthevalueTimexwatchto a Rolexwatchis not relevant,as

most purchasersof one or the otherproductwould not seethem asbeingequivalentchoices.

The buyer determines the relevant set of product or services to be considered. The

consumer/customersetsvalue.



When the economywas down, firms moved to convince the consumersthat they

deliveredmorevaluethantheircompetitors. In manyinstances,it wasmoreof theproductat a

given price, hence,the McDonald’s developmentof “value meals” which were a package

bundlingtogetherahamburger,Frenchfries andasoft drink ata lower pricethanthesumof the

individualitems.

Value creation is more complex in businessmarkets as we have multiple buying

influencesthat areconcernedwith subsetsofattributesratherthanthetotal attributepackage. A

full discussionofhow to measureandcombineattributesis not within the boundsofthis paper.

For ourpurposes,it is enoughthatthefn-m who candelivervaluein themarketplacewill win the

battlefortheconsumerorcustomer.

Consumersultimatelydefinewhatis value. Mostfirms arein deriveddemandsectorsof

theeconomyin that they do not sell anythinguntil theconsumerbuysa productandtheeffects

that saleripplesbackup thevaluechain. Theconsumersfor manyproductsarefirms. Personal

computers,pens,fuel andotheritemsareconsumedin theoperationof thebusinessandthey are

not linked directly to the satisfying of consumerneeds.The consumersin this caseare the

businessfirms.

Core Capabilities

Creationof valuedependson the ability to deliver high performanceon the attributesthat are

importantto thecustomer.Competencyin technologyandbusinessprocessesgivesthefirm the

ability to deliver performanceon important attributes. Thesecompetenciesare the core

competenciesor core capabilitiesof the firm. Thesecorecompetenciesare rare within most

firms. A single firm is fortunateif it hasthreeor four majorcorecompetencies.To bea core

competencythe skill must add significantvalueto themarketoffering must assistthe firm to

accessmultiple marketsand it must be performedat a superiorlevel that very few firms can

emulate. Corecapabilitieshavea processandhumancontentbeyondwhatseemsto be inherent
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in thePrahaladand Hamel(1990)view of corecompetencies.For example,processessuchas

theability ofa Wal-Mart to managecustomerinformation,logistical systemsandelectronicdata

systemsin a way that very few firms can matchgives Wal-Mart a competitiveadvantagein

managinga large complexset of stores. 3M’s ability to generateproductinnovationsallows

themto setandreacha goalof 30% of currentincomecoming from productsintroducedin the

pastfew years. Timothy Devinneyoffers a full discussionon capabilitiesandcompetenciesin

chapter5.

Corecapabilitiesarefew andyet arethekey to deliveringsuperiorvalue. In abusiness

suchasthe automotivebusiness,the technologicalenvironmenthasbecomeso complex it has

becomevery difficult for any oneautomotivefirm to keepup with all of thecore capabilities

necessaryto build a car. For example, the computingpower now residentwithin a large

automobileis saidto be at a level in IVIIPS equivalentto the old IBM 360 computer. The

electronictechnologyis only one exampleof the many technologychangesin the automotive

industrythat drives themto changehowtheydealwith suppliers.

TheFordMotor Companyat onetimewith theirRoughRiverPlantwasperhapsoneof

themostintegrativeoperationsin theworld. Iron ore camein oneendofthecomplexandwent

out as an automobilethe other end of the complex. The Ford Motor Company was fully

integratedfrom iron oreto weavingthematerialsfor theseatcoveringsto assemblyandbuilding

the total automobile. Today, the complexity of the technologiesnecessaryto build a modern

automobilehasforcedtheautomotivefirms to de-integratetheiroperations.Underlyingthat also

is the economicsof the supplier baseworking with non-union labor which provides a much

lower costofoperation.Nevertheless,todayautomotivefirms combinetheircorecapabilitiesof

design,assembly,selling andability to combinewith parts firms into a value-creatingnetwork

for building an automobile. Theneedto createvaluehascausedthe automotivecompaniesto

de-integratetheir operationsand build strong partneringrelationshipswith suppliers who use

their corecapabilitiesto do suchkey tasksasdeliveringelectronicsto theautomotiveproducer

or paint andcoatthecars. Thesetasksrequirethepartnerswork closely together.This needfor
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deep relationships takes us to the third dimension, which is building partnershipsand

relationships.

ValueChainsManagement

The drive to createvaluerequiresthe assemblingof corecapabilitiesbeyondthe capabilities

residentwithin the firm. Putting togethera network of firms to build the set of capabilities

necessaryto build a marketoffering that delivershigh valueto thecustomerbecomesa major

strategicthrust of thefirm. Oneofthemain ways that firms assemblethis networkof firms is

through developingstrong relationshipswith key partnerswho can add valueto the market

offering. Relationshipscan range from transactionalrelationshipswhere the buying firm

negotiateswith asetofpotentialsuppliersfor annualcontractsto deeprelationshipswherefirms

integratetheiractivitiesandthesuppliermayhaveanumberof employeesworking continuously

on siteatthebuyer’s firm. Thetypeofrelationshipcanaffecttheefficiencyof thevaluechain.

The logic of the marketplaceis now starting to emerge. First, firms must be ableto

createvalue,but thisvaluecreationdependsupontheircorecapabilitieswhich in turn arelimited

becauseoftherangeoftechnologiesneededto producea productandthecomplexity of today’s

businessenvironment. To add valuecreationability, firms must find partnersand be ableto

managethesepartnershipssothateachpartnerprofits from beingwithin thepartnership.

Adding onemore layer of complexity, wearguethat firms aremoving into an environmentin

which theywill not competeagainsteachotherbutwill becomea memberof anetworkof firms

that will competeagainstanothernetworkof fums. We call thesesetsof firm’s valuecreating

networksasthey havebeenassembledfor thepurposeof creatingvaluefor the customer.The

original focuswas at the firm level. Gaining and sustainingcompetitiveadvantagedepended

uponunderstandingboth the firms’ valuechainandhow well the firm fit into the overall value

system. Sincethemid-eighties,many firms havemoved from an adversarialmodel of buyer-

sellerrelationshipsto oneof cooperation

In North America, finns arenow trying to analyzeand determinetheir positionwithin

valuechainsorvaluenetworks. Valuecreatingnetworksor valuechainshavemultiple names

6



describingthe samephenomena,for example,somewriters describethem as supply chains,

othersdescribethemasmarketnetworks,andotherscall themvaluechains,valuenetsorvalue

creatingnetworks. It is adynamicsituation,asfirms try to understandtheirposition in a global

businessenvironmentandhow theyfit into networks. In thenextsection,wewill presentsome

basicconceptsondefiningvaluechainsandshowexamplesof howtheyareapplied.

Value Creating Networks

In value creationnetworksthereis a fundamentaltransformationin the relationshipbetween

channelparticipantsfrom buyer-sellerchoiceto mutualinvestmentsin eachother’sbusiness.As

Table 1 shows, it is moreusefulto think in investment-relatedterms,ratherthana buyer-seller

choiceframework.

In otherwords,ratherthanask, “do wewant this companyasa supplier/customer,”the

questionescalatesto “arewepreparedto investin this otherfirm.” Eventhoughthe investmentis

not likely to leadto an actual ownershipposition, the end result is the same— a strategic

commitmentto theperformanceoftheotherfirms in thesupplychain.

The secretfor successfulvaluechainsis that, asthe level of investmentincrease,and

firms consequentlylosesomeindependence,apositionofmutualdependenceor interdependence

is created.Interdependenceis whatmakesvaluechainswork. Thequestis not for power,but for

interdependence.

The challengein puttingvaluenetworksinto practice,therefore,is to:

• trustbasedinteractionscreateawillingnessto

• makestrategicinvestmentsin othervaluechainsfirms in orderto

• createapositionofinterdependenceandatthesametime

• to protectagainstopportunism;and

• to developsystemsto sharetherewardsfairly

• encouragingfurthermutualinvestments.
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Table 1 — From Transactionsto Relationsh

interciepencience
Position/power

Rationale Product/service SupplierChoice Investment in the
Choice relationship

MarketingTask The 4P’s of the Winning theorder Developing the
marketingmix relationship

Measuredby Customersatisfaction Satisfaction Commitment to
relationship

By asking the question“are we preparedto invest in (the relationshipwith) the other

businessand to create a position of interdependence”the key partnershiptrade-offs are

highlighted. Investmentsarenot guaranteed,but involve risk. For example,closerrelationships

involve a shift from “market-risk” to “relationship-risk.” Investmentscanbe in people,time, or

capitalresources,andinvolve somelevelof risk aswell asexpectationsoffutureprofit.

if your firm doesnot impactthekey attributesoftheproductor servicethenyou arenot

in a positionto extracta largeshareof theprofits. It is critical to know you currentpositionin

thenetworkandto devisestrategiesto improveyour futurepositionin thenetwork. All business

finns arepartof a value-creatingnetwork. Somefirms play importantroles andhaveinfluence

in shapingthe network, while other firms play minor roles and are shapedby the network.

Developmentof effectivestrategyrequiresunderstandingthe firm’s position within the set of

networksthat definesits marketsandcompetitors.Gainingtheunderstandingof firms network

positionrequiressignificanteffort, aswenormally do not conceptualizemarketsand competitors

in valuenetworkterms. Traditionalanalysisis baseduponmarketstructuresandcompetitors. In

this section,wewill describesomebasicconceptsof valuenetwork analysisandthendescribe

someexamplesof howthesevaluecreatingnetworkscanbeput together.

The first step in describinga value network is to describethe natural value chain or

networkthat existswhenthereareno barriersbetweenactivities in thenetwork. A naturalvalue

networkis describedin Figure2. This exampleofa naturalnetworkdescribesthebasicstepsin
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creatingacomputer. Obviously, thereality is far morecomplex,but it doesgive us a senseof

what has to be doneto createthe computer. The secondstep is to createthe enactedvalue

network. An enactedvaluenetwork representsthe reality of the situation where thereare

barriersto the exchangeof the elementsof the valuenetwork which havebeenput in place

becausewearebuying andselling thecomponents.For example,if oneassumesan adversarial

relationship,you have a very different structureof a value network than if one assumesa

cooperativeset of relationshipsin the valuenetwork. The barriers to transactionare quite

differentandthecoststructuresarelikely to be very different also. The enactedvaluenetwork

definesthereality ofthebusinesssituation.

Figure 3 describesthe scope,depthandcompetitiveenvironment,which aredimensions

that we canuseto analyzevaluenetworks. The scopeof thevaluenetwork definesthe range

over which we study the value network from basicnew materials to final consumer. For

example,wecango backto thevery basicsof copperandplasticsforming acircuit board,which

goesinto a computer,orwecanassumewestart ata printedcircuit boardlevel andanalyzethe

valuenetwork forwardto theretail storeselling computers.As statedearlier,FordAutomotive

at onetimewassofully integratedthat the valuenetworkbeganwith mining iron ore from the

FordminesthatwastransportedonFord shipsto theFordRougeRiver AutomotivePlantwhere

theiron ore wasconvertedto a Fordautomobile. Therangeoftheactivitiesdefinesthescopeof

thevaluechain. A valuechaincouldstartwith aprintedcircuit boardandendwith a consumer

productor it couldstartwith copperextractionandchemicalmanufacturingof plasticandtrace

themultiple stepsto reachthefinal consumerproduct.

Depth of analysisdescribesgranularity of our analysisof the activities within thevalue

network. In the depthdimension,we only look at basic activities of assemblyratherthanthe

entire myriadof stepsthat goesinto the assemblyprocess. As we gain depth of analysis,we

would experiencegreatercomplexity aswe describein detail the multiple activitiesrequiredto

createaproduct. Takingthis fine-grainedanalysisfor eachofthemultiple stepsacrossthescope

of avaluechainaddsmorecomplexity.
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Thethird dimensionis studyingcompetitivevaluechainsto understandhow wecompare

ourselvesto competitorsin terms ofvaluecreatedwherethevalueis created,who is addingto

thevalue,andthecostofvaluecreation.Theoutputof avaluenetwork analysisis an increased

understandingof a model of how thebusinessrelatesto its competitiveenvironment. Value

network analysiscan definethe firm’s positionwithin the network and suggeststrategiesto

improvethepositionandwhereweaknesseslayandhowto perhapsovercometheseweaknesses.

Doing avaluenetworkanalysischallengesthefirm andits model ofdoingbusiness.We

all haveatheoryofthemarketandhowit operatesandavaluenetanalysisprovidesnewinsights

andchallengesto ourcurrentmodel. Figures4 and5 providea simplevaluenetworkanalysisof

two leadingcomputerfirms, CompaqandDell. Both areexceedinglysuccessfulfirms, but both

havevery differentmodelsofgoing to market. Compaq’smodelemergesfrom its earlyfocuson

beinga fully compatibleIBM clone. Compaqmovedwell beyondbeingamakerof clonesasit

sets standardsin thedevelopmentof computersand establishedits own brand. Compaqrelied

heavily on a dealernetwork and have followed that model consistently throughout their

emergenceasamajorplayerin thecomputerbusiness.Thecompetitivepressuresfrom theDell

businessdesignhavecausedCompaqto adjusttheirmodelto sellmoredirectly to theconsumer.

Dell’s modelemergesfrom MichaelDell’s visionofthe direct selling of computers.With

onedeviation,theyhavecontinuedto follow that model. Themajordifferencebetweenthetwo

modelsrelatesto whenone getspaidfor theirproduct. The Dell model sells manycomputers

wheretheyreceivepaymentbeforethecomputersarebuilt, whereasthe Compaqmodelbuilds

computersto be held in inventory within the channels of distribution. Given the rapid

technologychangein the computerindustry, theCompaqmodelcarriessomerisk of inventory

obsolescenceas prices of componentsfall and thereby potentially lowering the price of

computersin inventory. The successof building the computercloserto themarkethasforced

competitors,suchas IBM, Compaqand PackardBell to modify theirbusinessmodel to try to

buildcomputerscloserto theircustomer,reducingtheinventorycanyingrisk.
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Another example of how a firm can combine core capabilities to fully exploit

opportunitiesin themarket is the developmentof a firm called Calyx and Corolla. Figure 6

describesthe traditional value network in delivering flowers to florists and consumers,while

Figure 7 describestheCalyx andCorolla valuenetwork. Theentrepreneur,RuthOwades,saw

an opportunity to sell flowers through a catalog. Shehad thecorecapabilitiesof cataloglist

managementandcatalogcreationbutneededpartnersto developherconcept. Sheapproacheda

numberof growerswho were wholesalersof flowers but did not sell anything at retail. She

taughtherpartnershow to packagetheflowers sothat they arrive at the customerlooking like

theflowersdescribedin thecatalog.This becameacorecapabilityofthegrowers.

Delivering flowers on time to the customeris an importantpart of the concept. Ruth

OwadesapproachedFederalExpress,who hasa strong reputationfor reliability in delivering

packagesto customers,to be Calyx andCorolla’s delivery system. Convincing FederalExpress

wasnot an easytaskbecausethegrowersaregenerallylocatedin rural areas,not in high-density

areas. However,whenRuth OwadesapproachedFederalExpress,they were looking for new

ways to growtheirbusinessand werewilling to becomea partnerin herenterprise. Theircore

capability of moving things overnight and delivering them the next day was an essential

ingredientin speedingtheflowers to the customer.Theconceptwaspredicateduponthebelief

that a significantproportion of the market would find valuein having flowers severaldays

fresherthanthey couldobtainthroughlocal florists. Calyx and Corollahasbeensuccessfulin

developingandselling theirproduct.

Individual trendsof valuecreation,corecapability development,andthemovementto a

cooperativepartneringenvironmentin manyfirms is taking usinto anerawherecompetitionis

going to bedefinedby networksoffirms ratherthanat theindividual level. In NorthAmerica,

weare finding that moreandmorefirms arebeginningto developvaluenetworkorvaluechain

analysisas a critical step in their strategicpositioning. It is in its infancy,aswe cannoteven

agreeupona languagethat describestheprocess.It is going to be amajorpushin thenextfew

years.
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Electronic Commerce

Strategyis not simply not playing the currentgamebetter,but is all aboutpreparingto

define and play the next game. Electronic commercewill be the future game for most

businesses.As valuenetworksor value chainsemerge,one of the greatforces shapingvalue

networksis electroniccommerce(e-commerce).TheDell Corporationis now selling $14 million

a dayor overa billion dollars a yearof computersover thenetwork. The costof Web salesis

significantly lower than the cost of salesthat aremadethrough either the direct salesforce

calling on large organizations or through individuals talldng to other individuals on the

telephone. Theultimate force in redefining valuenetworksor value chainswill be electronic

commerce(e-commerce)which has the potential to redefine marketplaces.The benefitsof

electroniccommercearemany,beginningwith the ability to broadenthereachof thefirm and

offer a larger potential customerbase. Geographicboundariesno longer exist and the e-

commercesite, dependinguponthe softwareandhardwarebehindthe Web site canoperate24

hoursaday,365 daysperyear.

The Web opensa new channel to servicecurrent customersand build saleswith new

customers.Business-to-businessmarketersshouldbenaturalusersofe-commerceastheyhavea

customerbasethat havecomputersand arelikely connectedto theWeb. Paymentsystemsand

deliverysystemsarein placeandmanagementcontrolcanbeestablishedthroughcontrolofwho

is authorizedto buyandwheretheproductmaybe shipped.

Electroniccommercemakesit possibleto reducethecostsassociatedwith holdinglarge

physical inventories as the time gained in order processingreducesthe needfor holding

inventoriesin branchlocations. Thevaluenetwork canbeconnectedelectronically; improving

theresponsivenessofthe systemandreducinginventory.

The costsof servinga customerwho specifiestheirneedsand placesan orderoverthe

Webis significantly lessthanasalescall ortelephonesalessystem. Fastercustomerresponseis

accomplishedwith 24-hour access. Customerswith questionsare able to directly access
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centrallymaintainedcurrent information. A customercould seethe statusof their ordersand

shipmentinformation. It is possibleto havea “hot” buttonthat will connectthe customerto a

24-hoursalesoperation.

In somecircumstances,newproductscanbedevelopedworkingwith leadusersover the

Net as they respondto prototypes. Launchinga new or revisedproductis fast as product,

specificationsand prices can be quickly addedto the Web serverand madeavailableto the

customerbase.

Customerrelationshipsexist at a different level than traditional relationships. Since,

electroniccommercemay offer the buyera choiceofhow they connectwith thecompanyeither

througha salesperson,overtheWeb or a combinationeachcustomerwill be ableto build the

typerelationshipthatthey prefer. A customervisit andneedprofile canbe developedfor each

customerby runningadatacollectionprogramin thebackground.This datacanbeusedasinput

to newproductdevelopment,targetmarketingandgainingbetterunderstandingofthecustomer.

TheWebdeliversimages,text; voiceandvideo organizedon hyperlinkedHTML pages.

Interesting multimediapresentationscan make the shopping experiencean educationaland

compellingbuyingexperience.

Electronic commercewill not replacetraditional business-to-businessrelationshipsbut

will becomeanimportantextensionasto howbusinessis conducted.Electroniccommercewill

be a potentforce in redefiningvaluenetworks. Channelmembers,suchasdistributors,may be

thefirms mostatrisk astheir functionsmaybeerodedas firms go directto theircustomers.The

term, “disintermediated”was coinedto explain the removal of middlemenin today’s world of

electroniccommerce.Dell Computeris anexampleof a firm who choseto bypasschannelsof

distributionandgo directto theirmarkets.Dell is precludedfrom consumermarketsthat require

a salespersonto help the customerunderstandtheir needsand options. However, once the

consumerbecomesknowledgeableabout computersthen Dell becomesa potential supplier.

Within the computermarket, alternativevaluenetworks competefor customers. Web based



buyingsystemschangetheeconomicsofservingmarketsegmentsgenerallyin favor of theWeb

basedsystem.

StrategicImplications

Thereis a lot ofuncertaintyin theenvironmentasweenterthenewcentuxy. We do not know

therateat whichnetwork competitionwill develop. We do not know therateat which the web

andEDI linking betweenpartnerswill develop. A greatmanyunknowns,but wedo know some

thingsthatareimportant. We knowthat competitionwill movefrom beingcompetitionbetween

firms to competition betweennetworks of firms. We know that the web and electronic

interchangeand all of the products of computers and web-basedinteraction will have a

significantimpactuponthe firm in thenextcentury. Althoughwedo not knowjust how all of

thesechangeswill come about,wedo know they will happen. Therefore,weneedto beginto

prepareourselvesto takeadvantageoftheopportunitiestheycreatefor us.

We do know for certainthat somethingswill happen.We knowthat valuewill continue

to thedriver of customerchoice. We knowthatwedo not haveall of theresourcesthat ourfirms

will need. And, weknow that wewill haveto be involved in value-creatingnetworks. To get

readyto dealwith thesechanges,weneedto beginby understandingcustomervalue. Utilizing

customervaluebeginsby marketselection. We needto understandwhat is valueto largeand

important customergroups. To determinecustomervalue requiresa researchprogramthat

exploresgroupsof customersandhow theseneedsaretranslatedinto valuedimensionswithin

the marketplace. Thereare two ways one can createvalue: 1) through the market offering

involving thephysicalproduct;2) throughtheexchangeprocess.We havefound in researchthat

bothoftheseactivitiescontributevalueto thecustomer.The physicalproductprovidesa great

dealof thevaluein theexchangeprocessbut for manycompaniesthereis very little to choose

betweentheirmarketoffering andthat ofthe competitors.However,how the physicalproduct

and marketoffering is executedand exchangedprovides a way to differentiatethe firm on

anothervaluedimension. All firms wanthassle-freepartners.
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Understandingcustomervaluepermitsus thento makeselectionsbetweenmarketsand

feed input into our productdevelopmentand adjustmentprocess. Value also determinesthe

resourcesweneedto beableto createthenecessaryvalueto win themarketplacebattle. This in

turn will leadto selectionof partnerson thebasisoftheresourcesandcorecapabilitiestheycan

bring to the value-creatingnetwork. It is the designof this network that becomesthe senior

manager’stask. To beableto buildvalue-creatingnetworkrequiresa culturalshift within firms.

Onecannottakea firm that hasa strong competitivedrive and believesit is best to operate

opportunisticallywith suppliersandpartnersand convertit overnightinto a firm that believes

that morevaluecanbe createdby acting in a cooperativemanner. Theprocessof creatinga

cultureandarewardstructurethat encouragesthealignmentof themanyunitswithin afirm that

arenecessaryfor successfulpartnershipsis animportanttaskofseniormanagers.If themanager

doesnot show his or her strong belief in cooperationas a paradigm, then the rest of the

organizationwill actin an opportunisticwayanddestroyrelationships.

Anotherimportantstepin gettingreadyforvalue-creatingnetworksis to takestockof our

own valuechainorvalue-creatingnetwork. Many firms haveyet to do this basicstudy. Firms

wefind canverynicely describetheirrelationsonestepup andonestepdown thevaluechain.

Theyreally understandtheirsuppliersandtheir first level customer.Unfortunately,many firms

do not know what happensto their productonce it pastbeyondtheir first level customerand

what are the implications of it in the marketplace. Many businessfirms, and particularly

business-to-businessfirms, arein a drive demandbusinessthat is only responsiveto consumer

spending. We must understandwhat is valueat theconsumerlevel andmoreimportantly how

wecontributeto thatvalue. If wedo notmakea significantcontribution,thenwehavesomereal

problemsin extractingextravaluewithin thevalue-creatingnetwork.

Thefirst stepin understandingthevalue-creatingnetworkis to beginto incorporatevalue

chain analysisas part of the annualplanningprocess. Onehasto expect that this will takea

coupleofyearsto fully reachits optimalpoint. It beginsby askingeachplanningunitto develop

avaluechainanalysisfortheirmostimportantmarkets.Reachinga full understandingmaytake
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up to two yearsbecausethereis a greatdealof analyticalwork to do. Thebeginningpointis to

understandwherevalue is createdin the chain andwho contributesto its creation. Thefirm

needsto knowits role in valuecreationsothat it canunderstandhow to improveorconsolidate

their position. An importantpoint is that the firm needsto beginnow in building the skills

neededfor valuechainanalysis.

Oncethevaluechainis defined,it may becomeobvious how webtechnologymay alter

this valuechain. It alsomayhelp definehowto useEDI andwebtechnologyto createadditional

valuefor participantswithin thechainby reducingcostsof transactionsandmaking transactions

easier.Thereis no doubtthathow wedo businesstodayandthevaluechainsthatnowexistwill

not be thesameaswe enterthe early yearsofthe 21stcentury. Leadersin firms needto find

non-competingpartnersto form awebconsortiumto try to understandhowthewebis affecting

different businesses.This is an areathat thereare few books aboutand those that exist are

rapidlydated. It is importantthatmanagersinvestinto this areain becomingknowledgeableto

beableto assesstheoptionsavailableto them.

Themapsthat guidedcompetitionwhenwecompetedagainstanotherfirm like ourselves

areno longervalid. We havegonebeyondthe edgeof the map and arenow looking at new

territories. New ways to competeas groupsof firms and newtechnologythat strengthensthe

groupsandat thesametime maydestroya value-creatingnetworkthroughits own creationof a

morepowerful network. It is anexcitingtime, but a challengingone.
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