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)| The Importance of the Right Logic

Without changing our pattern of thought, we will not
be able to solve the problems we created with our
orn Of thought
Albert Einstein

The greatest danger in Times of turbulence is not the
turbulence: it is to act with yesterday’s logic.
Peter F. Drucker

= The main power-base-of-patacig ay be in the fact
that they are taken for granted and not explicitly
questioned
Johan Arndt

= What is needed is not an interpretation of the utility
created by marketing, but a marketing interpretation of
the whole process creating utility.
Wroe Alderson



Suddenly, Service(s) is Everywhere

e From manufacturing economy to “services”
economy

e From goods-oriented firms to “services” firms

%

o Services marketing . Service-oriented architecture
e Services operations . Spftware-as-a-service
e Service factories - Service systems

e Servitzation « Services science
e Service Engineering . Seryice Innovation

Logic




The Message

Logic

e “arm-flapping” logic?

e Emerging from diverse disciplines & sub-disciplines

e Pointing to a more robust logic of economic exchange
based on service




| From Arm-Flapping to Airfoil Logic




Goods-Dominant Logic Model:
Al Value Creation and Delivery

Firms exist to make and sell/deliver value-laden goods



Wrong Thinking about Service(s):
B The G-D Logic Perspective

S-D
Logic

e Intangibility

e Heterogeneity (non-standardization)

e Inseparability (of production and consumption)
e Perishability




Rethinking Goods and Service(s)

» Service (benefits) they provide, “jobs to be done”
e Intangibles (brand, self image, social connectedness, meaning)
e Inputs into holistic experiences

Value-enhancing add-ons for goods, or
e A particular (somewhat inferior) type of good: intangible output

e Service is a process, not a unit of output

e Using one’s resources for another’s benefit
e Goods are delivery mechanisms for service
e Customers are not “end users”

° All actors (e.g., employees, parents, CEQs, etc.) are service
providers involved in value cocreation.




T

S-D
Logic

An Alternative Logic

THE SERVICE-DOMINANT LOGIC
OF VALUE COCREATION



A Partial Pedigree For S-D Logic




An Extended Pedigree for S-D Logic




Evolving to a New Dominant Logic
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The Four Service Marketing Myths

Remnants of a Goods-Based, Manufacturing Model
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Publications

Stephen L. Varg(
University of Maryland

Robert F. Lusch

Texas Christian Usiversii

Marketing waz oripinail
manufacturing. hased mo

oped during the Industria
marketing hay been broa
the exchange of more tha
discipline of service ma
muck of this broadened ff
same poods and mansfad
ence of this model iz evidd
ixticy that have been iden)
Srom goody—intanpibili
“and perishability. The ax]
intics (a) dv

have meaninp from @ ma
imply inappropriate nor
that .Ai\umu made by

Farly marketizg thoug|
poods marketing, essenti
Lized exchange of masaf

Corespondence cagardin
land, Colleps Park, MD 207

02004 t.,‘ Psicatone

1 ofth: Acel Mak. S (2008) 36 1-10
DOL 101007541 7470070065 6

CONCEPTUALTHEORETICAL PAPER

Service-dominant k¢

continuing the evolution

Stephen L. Varge - Rebert K. Lusel

Focsivad- 3 July 2007 Anaq!nl i
> Acelemy of Makemyg

Abstract Sizce e mimdactory 4
become known as the “service.dom
mrrketimg,” “Evolving % a New
Marketizg”™ was publsbed in the §
(Vamo, S, L, & Lusch, ROE (2
consdenble discasion amd elabor
This amicle highlighss and clanifie
asocied with S-D gk ad o
foumdawtional premises (FPs) and adf
for fatoe work am ako discsssed

Keywerds Service dommant kogie - N
Service

Intreduction

In e fow yeurs since we published o
by become known as “service-dod
“Evolving 10 a New Dommant Logie
and Lusch 2004a), ther has been &

Ve (0
Datageahal Rofawe.

Amixcag Prsinace wnd Sied i Collage of|
Unvemity of Haw,

2024 Marde Way

Honobay, HI 96322 USA

el g Ehuewas odu

% F Luch
Ll & Rosyn Payme Profocor of Maskesd

Univemity of Asnm,

el nchEio e mm ok

Conmenns I5% vl ke 1 ScienceDirea

Industrial Marketing Management

It's all B2B...and beyond: Toward a systems perspective of the marlet

Stephen L Vargo **, Robert F. Lusch®

* Oty of e o A, Analudy, e, G50
¥ Ornaneri oy of v, Tuecn, A 6715-5204 050

ARTICLE INTFQ ABSTRACT

Tt deliowsricn <€ J3B Goah \TuiGrs Tl AiOeicry Celec chv LT aioes of (e Waliied, o

doctiouk {C Dimodd

o s bl e oo

o
hracedominnt bc

*eerauamer dikde. m.mdunmt’ mwmnmmz of enchacge ol i ar o

in euiege (e, Comg oatamec, e ba ediice
Ll exhacge canbe ocidered BB Focn s

Simace o 'mimmm 't oy s geceds amww(hu}mmmmﬁmmwamﬂ‘

Oemen ek
- acd elbess € tbe e, indocired by
2 mmmmwm.mmqgrnmgammmummmmm

2000 Tuttisted by Reever e
1. Introduction transcends time, geograghy, and the wmetimes myo i concaptua

Asta v, a3 ) conceive out of the neads of manlind; no ome is
xdh\dﬁmg_hnanod\shwmwmm ‘nu aweh.e
n ome
Huahdpalﬂweymudmhumhu and vihen
thesepartias and helpers ax gatherad tgether in eme)ﬂm
thebody of inJabitunts is termed 2 state. And they

ane anofhe, and one gives and Tecaives under Qle)dg
that exchange wall be for their good.

5 the ghbal mewrorled accmomy becames mose panvasive and
its nature more compelling, it is {showld be) bummmgmaeuwg}y
aar that e rely through the

plied s)ill and compemnces {vaxo & Lch 2004 20082}
Comeq\nmb« e might thin)i that the abowe quotation is comteam
Porary; it s, howreves, from Matos The fepoblc {360 BCENA0L
Tublizhed over 2000 years age.

Despite a globally interdependent world, the simple truth bekind
Tht's words often seems © be mimed: we are all simloly MM
beings serving ach othar, through exchange or mutual
Map)umlmdmwmmm(\m&uﬂ 2004,

abo Vargo, 2007) comenton fhat it i important to
devdqu Jogic.of and $or themarhet {andsocety) and marheting that

* Cxsipndng atfoc 1: +1 €08 9% 0 6

[P T —
P Loch).

e

an s front. matx © 20 0 fubiuhis by €
ettt ey o}

Jizatsoms of academse 5Jox. 1 vias in the spirit of this comtertion hat
wemmnmxuw 10 200m ot 10 a broadsr,

{

h hnd\ 2008b) m.nzn

Since ow early collaborative o on what hus become Jmown a3
service dominant {5 D) Jogic, we huve tried to nudge masheting
Dot suay from fraprenition aad tomaxd 4 mose vaihed
thecretia) comceptuslaation and famenorh A st Step vas
oy she yook' vees senvices' divide with & a

notion of 3 prodhcer,’ a3 2 ceatr oi»dug VS A TR, S A
destroyer of vadue, and h, the newier cetral
mdsbbpcduﬂaﬁxmmmm

inegaxes {Vargo & Lusch 2008 & qnmd in foundationa)
premize (i) 9) That i al partes {ag b individual
cwtomers, howeholds, etc) engiged in ecomomic evchinge are
simloly recwce inegating savice povidng enerpnies that
have the common purpose of value {cojTeaton  what we mem
by “itis all 228"

We initially piched ' becaioe, given the mest commenly uzed
designators of ¥ {business) and ¢ {comsumer), acomomic {and
30c)) acters cme ckset gemercally to what & captwed by
buzsinexy, rathes than coramer. Smted
owitel s a

aheratiely, 2 business i
o

hange, than is
mr;hdbymww w)\r_)vh!uﬂlumﬁndmmumx

of a taget with primuy actvity of g stlf up. e
cresting and contributing Additorally, 828 schokim hawe been

SERVICE-
DOMINANT
LOGIC
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S-D logic: Vectors of Diffusion

Diffusion within marketing

Transdisciplinary diffusion

* Branding e Arts & philosophy

e Customer engagement e Design thinking/service design
e Customer perceived value e Ecosystem services

e Consumer Culture Theory e Education

e International marketing * Engineering

e Logistics and supply chain e Healthcare

¢ Marketing communications e Information systems/CIS

e Marketing strategy e Innovation studies

e Human resources

e Public administration
e Public administrtion
e Service Science

e Hospitality/Tourism
o Etc.

e Social marketing

e Value propositions

e Business models

e Sales and sales management
o Etc.



S-D
Logic

FOUNDATIONS:
THE S-D LOGIC CORE



Axioms of Service-Dominant Logic

Premise Explanation/Justification
Logiq
° Al Service is the fundamental The application of operant resources
basis of exchange. (e.g., knowledge and skills),
“service,” is the basis for all
exchange. Service is exchanged for
service.
A2 Value is always cocreated by | Implies value creation is interactional
multiple actors, including the | and combinatorial.
beneficiary
A3 All economic and social actors | Implies the context of value creation
are resource integrators is networks of networks (resource-
integrators).
A4 Value is always uniquely and | Value is idiosyncratic, experiential,
phenomenological determined contextual, and meaning laden.
by the beneficiary
A5 Value Cocreaton is Institutions provide the glue for

coordinated through actor-
generated institutions and

imckiFiiFioanal aresnamantce

value cocreation through service-for
service exchange




Value Co-creation through
[FJ[Resource Integration & Service Exchange

S-D
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Resource Integration & Service-for-service
| Exchange within Service-ecosystems

S-D
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Institutions & Institutional Resource Integrators
arrangements/logics



Resource Integration & and the

Institutions Resource Integrators



The Structure and Venue of Value Creation:




The Core Narrative & Processes
| of Service-Dominant Logic

S-D
i Establishing
LOQIC nested & ~
overlapping Actors

Service Involved in
ecosystems
’ Value ‘
Co-
o oarared | creation Resource
Institutions & Integration
Institutional and

Arrangements

Service
Exchange

Enabled &
Constrained by



"Hip-Pocket” S-D Logic

Macro

Institutions

Service q
ecosystems Generic
« Nested and actors
interlocking
Components

&Structural Perspectives

Resource
Institutions Integration
Service
Exchange
«Coordinated
through
Societal:

National, Global, etc

(Sub)culture:
Brand, Market, “industry, etc

Exchange
B2C, B2B, C2C, etc

Resource Integrators



From the Individual to Market-
)| Based Co-Creation

0th Anniversary Edition —

|, Pencil

Source: Ridley 2010




Clarifications:
Cocreation vs. Coproduction
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WHAT NOW?



The S-D logic Landscape

Theory/
Abstractio

Levels

Aggregation
Macro Level Meso Level
(e.g., societal, (e.g.,
community -- “industry” /market,
national, global, cartel)

local)

(e.g.
transactions,
sharing,)




Building from the S-D Logic Platform

Midrange Theory Metatheory Theory



Reframing, and Reconciling
from an S-D Logic Perspective

S-D

Logic

e From invention to designing ecosystems for value co-creation through institutional work

e From Bs and Cs to generic A(ctor)s

e From functional area to essential function of the firm (actor)
Q) askerT X (0 value co-creation

e From a property of output to a co-created outcome — viability (wellbeing) & coviabili

e From prediction and control to entrepreneurial practices

¢ From exogenous variable to service-provision mechanism



|| Major Focal Topics Moving Forward

S-D
Logic

Institutions

Innovation

Emergence



T

S-D
Logic

Value Cocreation

INNOVATION AS
INSTIUTIONALIZATION



Innovation:
The S-D Logic Perspective

S-D

Logic

Continual creation of new markets by:

Leveraging existing service

institutions/ecosystems - —

_ . : : Institutional
Dynamically reconfiguring service | "#5{00"

ecosystems B s
Creating new ecosystems
In short: doing “institutional work




Institutional Work

e Isomorphism — institutional dominance
e Agency — Individual intention

e Especially specialized: “intuitional entrepreneurs”
o Structuration: Duality of agency and structure

e Maintenance of institutions
e Disruption of institutions
e Creation of institutions



Complimentary Institutionalizations and Upstream
2| Adoptions Processes for UBER and Lyft

S-D
Logic

Institutionalization of
- Pay per Distance Traveled
Customized Pick Up and Drop Off

Institutionalization of
°°°°°°°°°°°° - Mobile Applications for
Ordering Services

Institutionalization of
- eCommerce
- Rating System to P

increase Trust & iTunes

Institutionalization of
- Accepted
Transportation

Institutionalization of Practices

- Mobile Communicatio

Institutionalization of
- Sharing Solutions



Select Institutional Work by Uber/Lyft:
Maintenance, Disruption and Change

S-D

~

Logic

Institutions

maintained:

= Pay for Distance
Traveled

= Customized Pick Up
and Drop Off

= Use of traditional Cars

= Etc.

Institutions

disrupted :

- Professional Drivers
- Cash Payments
Flagging Down
Regulated Industry
Etc.

Institutions changed :

- Rating System of
Driver and Passenger

- Payment in Cloud

- Etc.




Roadster Ecosystem

Model S/Powertrain Ecosystem

-‘The Tesla Eco £

o US supe arger eco;ystem
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Other institutional Design Elements

= Laws (e.g., non-dealer sales)

= Habits (e.g., “fueling”: more often, while
parking)

= Regulations (e.g., preferred parking spots)

= Business model: Open patents to cocreation




Actor-Centric (Market) Ecosystem

Pl sl saliniTm, O J




Some Practical, Counter-intuitive
. Strategic Impllcatlons of S-D Logic

e Competition is a motivator, not a goal

e "Market share” is the most meaningless metric in business.

e Seeking service flows
e Seeking inputs to life experience

e Design for “interpretive flexibility” — platforms — with feedback




SOME ACADEMIC FRONTIERS
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1. Introduction for an entire domain of marketing and
keting (Lusch & Vargo, 20063, 2006b).

Rapid growth and dissemination of service-dominant (S-D) logic  munity of supporters of S-D logic emer|
within marketing and service science has provided a new lens forexam- and an occasional debate, the commu

2008a; see also Val
develop a logic of an
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ining business, economy and society. The expansion spans many disci-  sights that resulted in further refinem|
plines including; computer science, information systems, marketing, ten foundational premises (Vargo & L
management, operations management, service science, and supply ~ apparent that there was a missing
chain management, as well as specialized applications such asin arts, ~ human actors coordinate their actiol
design, education, health, sports, tourism and others. trade (exchange of service) and value d

‘The development of S-D logic (Vargo & Lusch, 2004) began with the ible hand” explanation of the market
identification of a convergence of ideas and trends occurring for overa  tions and

century. The underlying purpose was to understand how markets  emerging in the literatures of econom
work and what marketing is and how it should be conducted. From gy and political science, but scantly ad
the outset, some of this conceptualization was, by necessity, fered potential insights into the issu
transcisciplinary and drew on work in anthropology, economics, law,  massive, human value co-create.

marketing and philosophy. However, most of it reflected Consequently, in the continuing e

writings in marketing, especially the evolution to marketing thought  ten foundational premises were furth
around “services” (e.g. Shostack, 1977) and relationships (e.g. Berry,  mise was added, which dealt with nsti
1983), both with a considerable heritage from Northern Europe and  ments (Vargo & Lusch, 2016). For my

the so-called Nordic School (e.g., Gronroos, 1994, Gummesson, 1994, foundational premises and the

1995). & Vargo, 2014; Vargo & Lusch, 2016) were|

“The initial effort (Vargo & Lusch, 2004) culminated in eight founda-  representing the core of 5-D logic.
tional premises that offered the potential for an explanatory foundation
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The most current statement (Vargo & Lusch,
of 5-D logic includes the following axioms. Axi
damental basis of exchange. Axiom 2: Value is
actors, always including the beneficiaries. Axio
nomic actors are resource integrators. Axiom 4:
Iy and phenomenologically determined by th
Value co-creation is coordinated through acto
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Institutions as resource context

Kaisa Koskela-Huotari
CTF, Service Research Center, Karlstad University, Karlstad, Sweden and
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Stephen L. Vargo
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Abstract
Purpose - The purpose of this paper is to examine the role of institutions and institutional complexity
in the process through which res text get their “

Design/methodology/approach — To shed light on the process of potential resources gaining their

“resourceness,” the authors draw from two streams of literature: the service ecosystems perspective

and institutional theory.

Findings — The authors combine the pmcss of resources “becoming” with the concept of institutions
and the unique sets of practices, symbols and organizing

prmclples they carry, as the ki fr ames of the * of potential resources.

In service ecosystems, numerous partially conflicting institutional arrangements co-exit and provide

actors with alternative frames of sense-making and action, enabling the emergence of new instances of

“resourceness”.

Research limitations/implications — The paper suggests that “resourceness” is inseparable from

the complex institutional context in which it arises. This conceptualization reveals the need for more

holistic, systemic and multidisciplinary perspectives on understanding the implications of the process

of resources “becoming” on value co creation, innovation and market formation.

Practical implications — As the “resourceness” of potential resources arises due to the influence of

institutions, managers need a more profound understanding of the complimentary and inhibiting

institutional arrangements and the related practices, symbols and organizing principles that comprise

the multidimensional context in which they operate.

Originality/value — This paper is one of the first to focus ~pecxfully on the process of resources

temic and i ve to grasp of the

Keywords i i Resources text, Service .

Value co-creation

Paper type Conceptual paper

Introduction

Since the publication of the initial work focusing on the collaborative, customer-centric
nature of value creation at the turn of the millennium (Normann, 2001; Prahalad
and Ramaswamy, 2002, 2004; Vargo and Lusch, 2004), the phenomenological and
contextual view on value has received increasing attention (see, e.g. Helkkula et al,
2012; Ng and Smith, 2012; Schau et al, 2009; Vargo et al., 2008). Service-dominant (S-D)
logic (Vargo and Lusch, 2004) and its service ecosystems perspective (Lusch and
Vargo, 2014; Vargo and Lusch, 2011) build on and extend this collaborative
and contextual view of value creation by highlighting the systemic nature of value:
value is co-created by multiple actors connected through the exchange, integration, and
application of resources (Lusch and Vargo, 2014). The collaborative, contextual and
systemic nature of value creation implies that resources are always integrated in the

Tekes — the Finnish Funding Agency for Technology and Innovation.
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Institutions and axioms: an extension and update

of service-dominant logic

Stephen L. Vargo' + Robert F. Lusch?

cademy of Marketing Science 2015

Abstract Service-dominant logic continues its evolution, fa-
cilitated by an active community of scholars throughout the
world. Along its evolutionary path, there has been increased
recognition of the need for a crisper and more precise delin-
cation of the foundational premises and specification of the
axioms of S-D logic. It also has become apparent that a lim-
itation of the current foundational premises/axioms is the ab-
sence of a clearly mxculmd specnﬁuuon of the mechamsms
of (often massi and in-
volved in the cocreation of value through markets and, more
broadly, in society. This is especially important because mar-
kets are even more about cooperation than about the compe-
tition that is more frequently discussed. To alleviate this hm-
itation and facilitate a better of

eceived: 8 April 2015/ Accepted: 10 June 2015 /Published online: 16 July 2015

Introduction

It has been a little more than a decade since our initial collab-
oration offered a perspective on how marketing thought and
practice was evolving to a new dominant logic (Vargo and
Lusch 2004)—now widely known as “service-dominant (S-
D) logic™—and over half that time since we further document-
ed the evolution of the core framework (Vargo and Lusch
2008). During that period, through the participation of count-
less contributing scholars from around the world and from an
ever-growing array of disciplines, S-D logic has been, and
continues to be, further consolidated, extended, and elaborat-
ed. An emq)lz ofthis consolidation is the reduction of the ten

(and coordination), an cleventh foundational premise (ffth
axiom) s introduced, focusing on the role of institutions and

premises (FPs) (Vargo and Lusch 2004, 2008) to
four axioms (Lusch and Vargo 2014), from which the remain-
ing six FPs could be derived, providing a more parsimonious

have been extensive and have

in systems ef h ser-
vice Li across multiple so-
cial disciplines, including marketing, is briefly reviewed and
offered as further support for this fifth axiom.

Keywords S-D logic - Theory - Institutions -
Service-dominant logic - Ecosystems

52 Stephen L. Vargo
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ranged fmm the modification of “value-in-use” to “value-in-
context” (Chandler and Vargo 2011) and its amplification, in
tum, to include “value-in-social-context™ (Edvardsson et al.
2011), to the exploration and further explication of the
cocreation of value (e.g., Payne et al.2008), value propositions
(Chandler and Lusch 2015), and brands (c.g., Merz et al.
2009; Payne et al. 2009), to exploring the implications of a
broader ecosystems perspective (Vargo and Lusch 2011), to
the use of S-D logic as a foundation for service science (e.g.,
Spohrer and Maglio 2008), and its application in logistics
(e.g., Randall et al. 2010), information technology (e.g., Yan
et al. 2010), and hospitality management (¢.g., Shaw et al.
2011), among endless other elaborations, applications, and
amplifications.

Most important among the extensions has been a general
Zzooming out to allow a more holistic, dynamic, and realistic
perspective of value creation, through exchange, among a
wider, more comprehensive (than firm and customer)
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ini ion from a which helps

unify diverging views on innovation and extend the research regarding innovation systems. Drawing on institu-
tional theories, this approach broadens the scope of innovation beyond firm-centered production activities and
collaboranon ne(works and emphasizes the social practices and processes that drive value creation and, more

— the i

ial evolution of new, useful knowledge. Based on this ecosystems

view, weangueronmmmmhmnm menwmemme dmmnnamdwpofmmnu as a central pro-

Market innovation cessof for both and markets. potentially useful
Technological innovation oravalue which is both and a medium of valt and

Institutions Market innovation, then, is driven by the combinatorial evolution of value propositions and the emergence and
Ecosystems institutionalization of new solutions.

Service-dominant logic

1. Introduction

‘The ongoing study of innovation is driven by a need to develop more
compelling value propositions (Lusch & Vargo, 2006) in an increasingly in-
terconnected and dynamic world. However, the diversity of disciplines
within which innovation is studied, and the fragmented nature of this
body of literature (Hauser, Tellis, & Griffin, 2006), make it difficult to un-
derstand the central processes by which innovation occurs and, more spe-
cifically, how new markets form (Bower & Christensen, 1995; Kim &

2005). the study of i in general has
been developed from a view of value creation that separates firms as pro-
ducers (e.g. i and customers as (e.g., adopters) of

market offerings (Vargo & Lusch, 2011). This conventional view has limit-
ed the understanding of how multiple participants (e.g, firms,

© 2014 Elsevier Inc. All rights reserved.

emphasis on market relationships (Coombs & Miles, 2000). In particular,

the study of innovation has begun to extend beyond firm-centric devel-

opment activities and provides evidence of multiple participants in inno-

vation (Corsaro et al, 2012; Dhanarag & Parkhe, 2006). This expanded

view has drawn attention toward the interrelated processes and inter-
ionships thi which i occurs.

While much of this literature remains “production™-centric, and
maintains a distinction between those who “develop™ and those who
“adopt” innovations, the realization that users have the capacity to
drive innovative efforts (Oudshoorn & Pinch, 2003; von Hippel, 2007)
points to a more interactive and systemic view of innovation. This
movement toward a more dynamic approach raises issues with innova-
tion models that center on unidirectional processes, such as the linear
model of i ion,” and ize firms as i and customers

and other stakeholders) contribute to value creation, as well as innovation.
Recent research regarding networked (e.g., Corsaro, Cantu, &
Tunisini, 2012) and systemic (e.g., Geels, 2004; Sundbo & Gallouj,
2000) views on innovation, provide a more dynamic view of market in-
leramons. which has helped to bring together different components of
(e.g., product and customer adoption) and

broaden the scope of innovation from a focus on technology to an

* We thank the two anonymous reviewers and the editors of this special issue for their
contribution to improving this article.
* Corresponding author. Tel: +1 831 585 3037.
E-mail addresses: edu (S.L Vargo),
(H. Wieland), melissa.akaka@du.cdu (MA. Akaka).
! Tel.: +1808 956 8167.
# Tel: +1303 871 2415.

http://dx.doi.org/10.1016/jindmarman.2014.10.008
0019-8501/© 2014 Elsevier Inc. All rights reserved.

as adopters. It underscores the need for a more unified and comprehen-
sive framework that can pmvm a deeper understanding of the various

i and from which new technologies
and, ultimately, markets emerge.

In this paper, we propose an approach for

different “types” of innovation (i.., technological and market innova-
tion) as driven by a common process — ie., institutionalization
(e.g., Barley & Tolbert, 1997). In particular, we apply service-dominant
logic (Vargo & Lusch, 2004, 2008), and its institutional, service ecosystems

* The term linear model is used in a variety of ways that seem to converge in the notion
that “innovation starts with basic research, then adds applied research and development.
and ends with production and diffusion” (Godin, 2006, p. 639).
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Abstract It is widely recognized that business models can
serve as important stratcgw tools in innovation and market
ly, business models should
have a prominent posmon in the marketing literature.
However, marketing scholars have, so far, paid little attention
to the business model concept, perhaps becmmc it lacks an
blished i and clear th i dati This
article offers a definition for the business model concept that,
using a fractal approach, connects business models to techno-
logical and market innovation. Furthermore, the article
questions several cornerstone strategic concepts by
reconceptualizing business model development from a firm-
centric activity that promotes owning key resources and alter-
ing sets of decision variables to one that highlights the facili-
tation of bmad institutional change processes. As such, it takes
the ial position of ads ing a service-
strategy-based understanding of business modcls for all of
marketing strategy.

Keywords i models -
Service-domi logic - Value C
Introduction

Despite increased scholarly attention and consensus regarding
the importance of business models, the literature has yet to
arrive at a clear conceptualization of what business models
are (Chesbrough and Rosenbloom 2002; Zott et al. 2011)
and, perhaps more importantly, what business models do
(Doganova and Eyq R It 2009). hat surpris-
ingly, marketing mearchas wnh some nmable cxoepuons.
have not participated in developing the th

needed to advance an undmndmg of business models. We
believe that this participation is important though, since, as we
show, understanding business models has important implica-

tions for marketing strategy.
Our empbhasis on service strategy is partially motivated by
the app of a service lution. Clearly, there is a re-

toward service in individual companies, econo-
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mies, and research; however, there are two ways of under-
standing this reorientation. The first is based on a traditional
perspective, which categorizes “services™ by contradistinction
to goods—i.e., “what goods are not” (Vargo and Lusch
2004b). Most chsﬁcauons of economic activity reflect this
divide, in which processes directly involved in the production
of goods (e.g., manufacturing) are seen as primary, and all
other processes are categorized as service(s). From this per-
spective, the marketing strategy for services is usually based
on adjlmmg a marke'ung strategy for goods That is, such
service ies are oﬁm ded on some var-
iation of the IHIP ch istics (i ibility, h

inseparability of production and consumption, and
perishability; Zeithaml et al. 1985)—generally, problems

Q) Springer




Technology, Market Innovation& Business Models:
A Partial Reconciliation

Tech as useful Market practices and seek to explain how Service Exchange
knowledge; (Mokyer performativity (Kjellberg  value is created (not
2002) and Helgesson 2006; 2007; just how captured) (zott

Araujo and Spring 2006) et al. 2011)
Duality of Technology; = Markets as The “institutional logic” Institutionalization
(Orlikowsky 1992) institutionalized of the firm (e.g.,Thornton

Social Construction of  splutions (vargo and Lusch et al. 2012)
technology (Pinch & Bijker  2014)

1984)
Combinatorial Evolution Interpretive Flexibility; = Business model Resource
(Arthur 2011) (Pinch and Bijker 1984 innovation (Chesbrough Integration/eco-
2007) systems
Emphasize a system-
level, holistic approach
(Zott et al. 2011)
Enables increased Facilitation of exchange Cocreation through Value cocreation
density within value through “institutional firm and partner(s)

constellations (Normann,  arrangements” (Loasby,  activities (Zott et sl. 2011)
2001) 2000)



A Fractal Model of Value Creation

Duality of Establishing nested &
Technology; overlapping
(Orlikowsky Service Actors

1992) ecosystems Involved in
Tech as useful of

knowledge;

(Mokyer 204) —— o
Combinatorial

Evolution (Arthur , Technological\, I Market ‘
2011) Innovation) ——

Etc.

« Market practices
and performativity
(Kjellberg and
Helgesson 2006;
2007; Araujo and
Spring 2006)

+ Interpretive
Flexibility; (Pinch
and Bijker 1984)

« Markets as
institutionalized
solutions (Vargo
and Lusch 2014)

« Etc.

Endogenously generate Resou rc_:e
Institutions & Integration
Institutional and
Arrangements  Business Models

Innovation

Service
Exchange

Enabled &
Constrained by

as Value cocreation
(Zott et al. 2011)
“institutional logics”
of the firm
(Thornton et al.
2011

Systemic approach
(Zott et al. 2011)
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The Problem and the Need

S-D
Logic

e Micro level ! !
e Firm centric u
e Mechanistic/linear — )
e Multi level (e.g., micro, meso, mact
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e Systemic
e Dynamic & Emergent




Emergence

= ... a property of a system that is not present in its parts,
but that arises from their interaction (serendipity,
unexpected consequences, etc.)

“...a subset of the vast (and still expanding) universe of

cooperative interactions that produce synergistic effects of
various kinds.” (Corning 2002, p.10)

Institutions Resource Integrators



The Emergence of Emergence
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Characteristics of Emergence

e At each level of complexity, entirely new
phenomena appear

Logic

e Stemming from micro-level interactions

 Not just the sum of the parts but different and
from its parts and irreducible

e A stable, self-organizing system of interactions

e Always in process, continuing to evolve

e The system shapes the behavior of the parts

Partially adopted from Holman (2010)



Upward Causality

Emergence through Upward

Institutions Resource Integrators
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‘ (F £ . s e hsory Agent-based modeling can lluminate how complex marketing phenomena emerge from simple decision
First received in March 26, 2010 and was rules. Marketing phenomena that are too complex for conventional analytical or empirical approaches can
. e e o ofen be modeled using this approxch. Apent-based modeling lvestigues agpregate phenomens by

- S simulating the behavior of individual * Asmm h organizations. Some
- . . . Ao Eltor: el S Winer agent-based modeling have been published in marketing journals, but widespread acceptance of the gent-
based modeling method ma ublcation of tismethod i the hghestevl marketing journals have been
od e according to simple rules, within ot e
I this need by o based modeling. and
thevalue of agenbased modelng for markecing research, through the use of an example. We use an agent

innovations.
proposed guidelines to ensure the rigor of the analysis. We also show how extensions of the Bass model that

-
‘would be difficut to carry out using traditional marketing research techniques are possibe to implement
using a rigorous agent-based approach.
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An agent in an agent-based model is
its own properties and behaviors; to

omputational Ana e . a researcher writes a description for

Ausrtsian Maheig ol 22 014)4-14 the agent's behaviors, properties, and

and Desig of D a ode e _— th other agents and the environment.
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) proposed guidelines for developing
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An S-D Logic, Agent-based
Bl Model of Emergence
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