
S-D 
Logic

Service-Dominant Logic: 
Foundations and Futures

Research Seminar
CTF Service Research Center
Karlstad University
Oct 17, 2018

Stephen L. Vargo
Shidler Distinguished Professor
Professor of Marketing, 
University of Hawai’i at Manoa

Ander Foundation Visiting Professor
CTF Service Research Center
Karlstad University 



S-D 
Logic

The Importance of the Right Logic

n Without changing our pattern of thought, we will not 
be able to solve the problems we created with our 
current pattern of thought

n Albert Einstein
n The greatest danger in times of turbulence is not the 

turbulence: it is to act with yesterday’s logic.
n Peter F. Drucker

n The main power base of paradigms may be in the fact 
that they are taken for granted and not explicitly 
questioned

n Johan Arndt
n What is needed is not an interpretation of the utility 

created by marketing, but a marketing interpretation of 
the whole process creating utility.

n Wroe Alderson 
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BACKGROUND AND NEED 
FOR AN ALTERNATIVE LOGIC
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S-D Logic: The Story
The Story and Back Story:

• Vargo, Stephen L. and Robert F. Lusch, (2004) “Evolving to a New Dominant 
Logic for Marketing,” Journal of Marketing. 
• Submitted: 1999
• Published: 2004

The Back-Back Story (1994-99):
• The dilemmas 

• The idea of a “new service economy.” 
• The idea of two marketing approaches.

• Goods and “services” 
• The approach:

• Read “everything” in the “service(s)” literature
• Across time
• Across disciplines

• The insight: The goods/service(s) model is inverted
• Goods are a the special case; service is the general case
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Timeline
• Initial Draft: 1994/5
• Refinement: 1996-1999
• Initial Submission: 1999
• Invited, “Major, Risky 

Revisions
• 2000
• 2001
• 2002
• 2003

• Paper Accepted: 2003
• Commentaries invited

• Published: January 2004 

Summary
• Four major, risky  

revisions
• Two editors
• Six reviewers
• One strong reviewer 

advocated from 
beginning
• One against
• One neutral

• Sixth reviewer 
suggested publishing, 
with commentaries 

The SD-Logic Publication Process 
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Impact of S-D Logic
Marketing Management Entrepreneurship
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Impact of S-D Logic INNOVATION & DESIGN
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Systems and 
Networks Tourism Other Topics

Impact of S-D Logic
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JOURNALISMImpact of S-D Logic
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S-D logic: Vectors of Diffusion
Diffusion within marketing
• Branding
• Customer engagement
• Customer perceived value
• Consumer Culture Theory
• International marketing
• Logistics and supply chain
• Marketing communications
• Marketing strategy
• Social marketing
• Value propositions
• Business models
• Sales and sales management
• Etc.

Transdisciplinary diffusion
• Arts & philosophy
• Design thinking/service design
• Ecosystem services
• Education
• Engineering
• Healthcare
• Information systems/CIS
• Innovation studies
• Human resources
• Public administration
• Public administrtion
• Service Science
• Hospitality/Tourism
• Etc. 
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GOODS-DOMINANT LOGIC
The Traditional Logic of Value Creation in Markets
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Goods-Dominant Logic Model:
Value Creation and Delivery

Producer Consumer
(“end user”)

ValueCreation

Value Destruction

Supply ChainSupplier

Goods/Value Delivery

Good
s or

 money

Firms exist to make and sell/deliver value-laden goods
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Problems with Goods Logic

Goods are not why we buy goods

• Service (benefits) they render
• Intangibles (brand, self image, social connectedness, meaning)
• Inputs into experiences

Goods are not what we fundamentally “own” to exchange with 
others
• Applied knowledge and skills (our services)

Customer is secondary and seen as value receiver and 
destroyer
• “Consumer orientation” is an add-on--does not help

IHIP characteristics do not distinguish services vs. goods

• But they do characterize value and value creation
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Wrong Thinking about Service(s): 
The G-D Logic Perspective

Value-enhancing add-ons for goods, or

A particular (somewhat inferior) type good, 
characterized by (IHIP):
• Intangibility
• Heterogeneity (non-standardization)
• Inseparability (of production and consumption)
• Perishability

Services Economy = Post Industrial = Less-
than-desirable economic activity
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The Inadvertent Route 
to G-D Logic

Smith’s Model of Economic Exchange

• Division of labor (specialized knowledge & skills)
• Value-in-use (real value)

Smith’s Focus on National Wealth Creation

• Value-in-exchange (nominal value)

• Productive = “labor” contributing to surplus exportable, tangible 
goods  

Economic Science

• Utility as a property (exchange value)

• Newtonian model of science = matter embedded with properties
• Producer-consumer distinction

Neoclassical economics

• The science of exchange of things (products), embedded with 
properties (“utiles”)

• Foundation for all business dsiciplines
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SERVICE-DOMINANT
An Alternative Logic of Value Market Cocreation and 
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A Partial Pedigree For S-D Logic

Service-
Dominant 

Logic 
Services 

Marketing

Relationship 
Marketing 

Theory of 
the firm

Core 
Competency 

Theory

Resource-
Advantage 

Theory
Network 
Theory

Consumer 
Culture 
theory

Experience 
marketing
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An Extended Pedigree for S-D Logic

Service-
Dominant 

Logic

Social 
Network 
Theory

New 
Institutional 
Economics

Human 
Ecology

Business 
Ecosystems

Stakeholder 
Theory

Service 
Science

Market 
Practices and 
Performances



“[I]t is in fact to this faculty ...to work the one for the 
other; it is this transmission of efforts, this exchange of 
services, with all the infinite and involved combinations 
to which it gives rise ...which constitutes Economic 
Science, points out its origin, and determines its limits.” 
(1860, p. 43) 

“The great economic law is this: Services are 
exchanged for services.... It is trivial, very 
commonplace; it is, nonetheless, the beginning, the 
middle, and the end of economic science.” (1864, pp. 161–62)

The Service and Cocreation
insights of Frederic Bastiat
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Division of LaborUnbundleability

Product

Assembly

Dematerialization

Rebundleablity

Density

Liquification

What has Changed: Liquification

The Key = Liquification, through a revolution in IT and ICT.
Allows new technologies through resource integration and institutionalization
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FOUNDATIONS: 
THE S-D LOGIC CORE
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Foundational Premises (2008)
Premise Explanation/Justification

FP1 Service is the fundamental 
basis of exchange.

The application of operant resources 
(knowledge and skills), “service,” is the 
basis for all exchange. Service is 
exchanged for service.

FP2 Indirect exchange masks 
the fundamental basis of 
exchange.

Goods, money, and institutions mask the 
service-for-service nature of exchange. 

FP3 Goods are distribution 
mechanisms for service 
provision. 

Goods (both durable and non-durable) 
derive their value through use – the 
service they provide.

FP4 Operant resources are  the 
fundamental source of 
competitive advantage 

The comparative ability to cause desired 
change drives competition. 

FP5 All economies are service 
economies. 

Service (singular) is only now becoming 
more apparent with increased 
specialization and outsourcing.



S-D 
Logic

Foundational Premises (2008)
Premise Explanation/Justification

FP6 The customer is always a 
co-creator of value

Implies value creation is interactional.

FP7 The enterprise can not 
deliver value, but only offer 
value propositions 

The firm can offer its applied resources 
and collaboratively (interactively) create 
value following acceptance, but can not 
create/deliver value alone.

FP8 A service-centered view is 
inherently customer 
oriented and relational. 

Service is customer-determined and co-
created; thus, it is inherently customer 
oriented and relational. 

FP9 All economic and social 
actors are resource 
integrators 

Implies the context of value creation is 
networks of networks (resource-
integrators).

FP10 Value is always uniquely 
and phenomenological 
determined by the 
beneficiary

Value is idiosyncratic, experiential, 
contextual, and meaning laden. 
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Science: Striving to Explain the 
Complex with a Simple Structure

Isomorphism 

‘The grand aim of all science is to cover the greatest 
number of empirical facts by logical deduction from 
the smallest number of hypotheses or axioms’. 

Einstein



S-D 
Logic

Axioms of Service-Dominant Logic
Premise Explanation/Justification

A1 Service is the fundamental 

basis of exchange.

The application of operant resources 
(e.g., knowledge and skills), 
“service,” is the basis for all 
exchange. Service is exchanged for 
service.

A2 Value is always cocreated by 

multiple actors, including the 

beneficiary 

Implies value creation is interactional 
and combinatorial.

A3 All economic and social actors 

are resource integrators 

Implies the context of value creation 
is networks of networks (resource-
integrators).

A4 Value is always uniquely and 

phenomenological determined 

by the beneficiary

Value is idiosyncratic, experiential, 
contextual, and meaning laden. 

A5 Value Cocreaton is 

coordinated through actor-

generated institutions and 

institutional arrangments

Institutions provide the glue for 
value cocreation through service-for 
service exchange
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Value Co-creation through 
Resource Integration & Service Exchange

Market-facing 
Resource 

Integrators

Private 
Resource

Integrators

Public  
Resource 

Integrators

Resource 
Integrating

ACTOR
(Person, family, 

firm, etc.) Value

Economic 
Currency

Social 
Currency

Public
Currency

New
Resources

Service

Service

Service
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Micro Exchange Embedded in 
Complex (Eco)Systems of Exchange 

Resource 
Integrator/
Beneficiary

(“Firm”)

Resource 
Integrator/
Beneficiary
(“Customer”)

Supply/Value Chain Producer ConsumerSupplier

Resource Integrating actors
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Resource Integration & Service-for-service 
Exchange within Service-ecosystems

Resource 
Integrator/
Beneficiary

(“Firm”)

Resource 
Integrator/
Beneficiary
(“Customer”)

Resource IntegratorsInstitutions & Institutional 
arrangements/logics
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Resource Integration & and the 
Structuration of Service Ecosystems

Resource IntegratorsInstitutions

Micro

Meso

Macro
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The Structure and Venue of Value Creation: 
Institutions & Service Ecosystems
Institution (Stanford Encyclopedia of Social 
Institutions)

•“any structure or mechanism of 
social order and cooperation
governing the behavior of a set of 
individuals within a given human 
community
• Institutional Arrangements: 
interrelated sets of institutions 

Service Ecosystem (S-D logic)
• relatively self-contained, self-

adjusting systems of resource-
integrating actors connected by 
shared institutional 
arrangements and mutual value 
creation through service 
exchange. 
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The Core Narrative & Processes
of Service-Dominant Logic

Actors
Involved in

Resource 
Integration

and

Service 
Exchange

Enabled & 
Constrained by

Endogenously 
generated

Institutions & 
Institutional 

Arrangements

Establishing 
nested & 

overlapping

Service 
ecosystems

Value
Co-

creation
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“Hip-Pocket” S-D Logic

Exchange
B2C, B2B, C2C, etc

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

Societal:
National, Global, etc

Components 
&Structural  Perspectives
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Reframing, and Reconciling
from an S-D Logic Perspective

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

Economic (and social) Actors
• From Bs and Cs to generic A(ctor)s

Markets
• From a priori to imagined, codesigned , institutionalized, and performed

Market-ing
• From functional area to essential function of the firm (actor)
• From marketing mix to value co-creation

Value
• From a property of output to a co-created outcome – viability (wellbeing) & coviability

Strategy
• From prediction and control to entrepreneurial practices

Technology
• From exogenous variable to service-provision mechanism 
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CLARIFICATIONS
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Products
Goods

Services

Clarifications: Service vs. Services

n Services = intangible 
products

n Service =The process
of using one’s 
competences for the 
benefit of some party
n The application of 

knowledge and skills
n Service transcends

“goods and ‘services’”
•

Service
Direct 

Indirect
Goods

Money

G-D Logic

S-D Logic

There are No “Services” in Service-Dominant Logic
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“Its all B2B…” – A2A (Actor to Actor)

n From a G-D logic, perspective
n (B2C, producer to consumer)
n Consumer centricity is inherently 

firm (producer) centric
n From a S-D logic perspective

n All actors are, resource-
integrating, service-providing 
enterprises (B2B or A2A)

n Resources & value creation must 
be understood, contextually, co-
creatively, and  (service-
eco)systemically
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Clarifications:
Classical Treatments of Value
Value in Exchange
n Worth of something in 

exchange for something 
else

n Price

n Discussed as early as 
Aristotle

n “Nominal Value” (Smith) 

Value in Use
n Usefulness of something

n Benefit afforded, 
satisfaction derived

n Discussed as early as 
Aristotle

n “True Value” (Smith)

Corollaries
• Can be produced by firm • User has some role
• Product/Goods based • Product/Goods based 
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interaction
• = Change in viability/wellbeing

Cocreated Created through the integration and 
exchange of resources among 
multiple actors, 
• firms, customers, suppliers, and 

government agencies.

Contextual Dependent on presence of other 
resources -- “Value in Context”

Multidimensional Individual, social, technological and 
cultural components. 
• Relational, meaning laden

Emergent Cannot be predetermined
• Function of dynamic relationships

between an actor and the system.

In S-D Logic, Value Is…
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Clarifications: Coproduction vs. 
Cocreation Value

Cocreation of value

Coproduction
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From the Individual to Market-
Based Co-Creation

Source: Ridley 2010
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The multiple Meanings of 
Value cocreation

Value for any single actor is always cocreated my multiple actors

• Often massively

Also implies reciprocity
• Direct
• Indirect

• Money (rights to future service)
• Word of mouth
• Peer review systems 
• Gifts

Value as co-viability
• Interdependencies imply coevolution of value
• Zooming out to higher-order systems reveals
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Clarifications: Meanings and 
Instances of Cocreation
n Value

n Value as created by multiple actors, including 
the beneficiary

n Value as created for multiple actors, including 
the beneficiary and the “provider.”

n Other co-creations
n brand (e.g., Merz et al. 2009; Payne et al. 2009, )

n Experience (Pahalad 2015)

n Design (Frow et al 2015)

n Innovation (e.g., T Russo-Spena, C Mele 2012)

n Technology and Markets (Vargo et al 2015)
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Value cocreation 
vs Co-destruction 

Concept of negative value creation entirely 
consistent with S-D logic

Problem is term “co-destruction”

• Implies value is present to destroy
• Value is not a thing, but a dynamic, relative condition

• system viability/wellbeing

Better terms:

• “Negative value creation”
• “Negatively valenced value” 
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Clarification:
What institutions are & are not
n Institutions are not organizations
n Institutions are :

n Socially-created schemas norms, and 
regulations (Scott 2014) -- “rules of the game” 

n Organizations are the teams, players (North 1990,) 

n routinized ways of thinking and acting that
n are (partially) shared 
n enable and constrain human behavior (Berger and 

Luckmann 1966)

n Examples
n Language, symbols, laws, traditions, culture, 
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One Level (of aggregation), Ontologically
Multiple Levels, Epistemologically

n Levels (of aggregation) are perspectives
on the phenomena of interest
n They cannot exist separately (c.f., Giddens 1983, LaTour

2005)  

n But they can be useful epistemologically
n e.g., emergence (Vargo and Lusch 2017)

n e.g., explanation through “oscillating foci” 
(Chandler and Vargo 2011)

n There is no “social’ apart from the 
“natural”
n Corollary: Things have agency (Latour 2005)

n But (careful) distinction might be useful 
analytically. 
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RELATED ORIENTATIONS
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Service Science

n “the study of service systems”

n dynamic value co-creation configurations of 

resources (people, technology, organizations, and 

shared information)” (Maglio & Spohrer, 2008, p. 18) 

n Uses S-D logic foundationally (Spohrer and Maglio) 

n Differs from S-D logic in terms of emphasis

rather than underlying philosophy

n Technology and information – thus somewhat 

more restricted than 

n S-D logic’s ecosystems and institutional perspective

n Easily reconcilable with S-D logic
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Service Logic
n Sees value-in-use as cocreated only in select 

instances
n direct, personal interaction between the provider 

and the beneficiary (Grönroos & Voima, 2013)

n Claims dyadic focus, but actually single-actor
centric
n “value is created by the user for the user” (Grönroos, 2011, p. 

288) 

n provider is a “value facilitator”  (Grönroos, 2008, p. 
307)

n Difference between cocreation and facilitation 
unclear
n Actionable?
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Customer-dominant logic
n “a marketing and business perspective 

dominated by customer-related aspects 
instead of products, service, systems, costs or 
growth” (Heinonen & Strandvik, 2015, p. 472) 

n Claims S-D logic is production focused and 
“service provider-dominant” (Heinonen et al. 2010, p. 532) 

n Ignores 
n the reciprocal nature of service provision (Vargo & 

Lusch, 2004) 

n actor-to-actor orientation (Vargo & Lusch, 2011)

n Value cocreation 
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S-D logic and related 
perspectives

Value-in-context

Value-in-use

Value-in-exchange

Single actor
(e.g. firm, customer)

Dyad Multi-actor 
configurations
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ue

Focal actor(s) in value creation

Customer-
dominant 

logic

Service-dominant logic

Goods-
dominant 

logic

Service 
logic

Service 
science
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WHAT NOW?
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Paradigm, Lens, 
General Theory 

Mid-Range Theory, 
Frameworks, 

Models 
Evidence Based 

Research 

The Interplay of
Theory and Practice
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Building from the S-D Logic Platform 

Service-
Dominant 

Logic 
Platform

Technology

Innovation

Business 
Models

Co-Creation of Value

Institutions

Service 
ecosystems

Emergence

Midrange Theory Metatheory Theory



Broadly Drawing from…

Theory of 
Value 

Cocreation 
through Markets, 

Economy, 
Society 

Value 
Determina-

tion

Service 
Exchange 

Value 
Cocreation 
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Resource 
Integration 

Institutions 
& 
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Arrange-
ments

Practice
Theory 

Emergence 
Theory

Ecological 
Theory  

Complexity 
Theory  

Evolution 
Theory  

Sructura-
tion Theory 
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INTUITIONS AND 
INSTITUTIONAL ARRANGEMENTS 

Metatheoretical directions
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The Sciences of the Artificial
n The world we live in is much 

more a man-made, or artificial 
one, than it is a natural one
n The significant part consists 

mostly of artifacts, called 
symbols (p. 2)

n ‘Judgment’ is a heuristic search
n The real-world economic actor 

is a satisficer, who accepts good 
enough, because (optimization) 
is not a choice.(p. 29)

n Markets and organizations are 
social schemes that facilitate 
coordinated behavior, 
conserving the critical scarce 
resource of human ability to 
handle complexity (p. 49) 
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Institutions as the Building 
Blocks of Social Science
n “The discovery of the inescapable evidence of the 

interdependence of market phenomena overthrew [the] opinion 
that there was in the course of social events no regularity and 
invariance of phenomena [as found in] “natural 
phenomena”…(von Mises, 1949 p. 2).

n “One must study the laws of human action and social 
cooperation as the physicist studies the laws of nature” (von Mises, 
1949 p. 3).

n Can we dig below the immense diversity of regularized social 
interactions in markets, hierarchies, families, sports, 
legislatures, elections, and other situations to identify universal 
building blocks used in crafting all such structured situations? 
Yes. (Ostrom 2005)

n The diversity of regularized social behavior that we observe at 
multiple scales is constructed from universal component 
organized in many layers. (Ostrom 2005) 

n Institutions are both the “recursive organizers” of practices and 
the “practices with the greatest time-space extension.” (Giddens 1984, 
p. 17) 
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Formal Institutional Theory
Across Disciplines

n ”Greater divisions exist within than between disciplinary camps.” 
(Scott 2000, p. 2) 

Social Sciences

Political 
Science

Sociology Economics

Organizational 
studies

Marketing

- Institutional economics
- Austrian school/ 

praxeology
- New institutional 

economics
- Evolutionary economics

- Functionalism
- Structuralism
- Hermeneutics
- Practice theory
- Structuration

- Institutional theory
- Neo-institutional theory
- Institutional entrepreneurship
- Institutional work
- Institutional logics

- Positive theory of 
institutions

- Regime theory of 
institutions

- The 
Commons/common-
pool resources

- Relational norms of exchange
- Market practices
- ‘Megamarketing’/Legitimazation
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Toward A Systems and 
Institutional Orientation

Fostering a trans-disciplinary perspectives of service ecosystems
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1. Introduction

Rapid growth and dissemination of service-dominant (S-D) logic
withinmarketing and service science has provided a new lens for exam-
ining business, economy and society. The expansion spans many disci-
plines including; computer science, information systems, marketing,
management, operations management, service science, and supply
chain management, as well as specialized applications such as in arts,
design, education, health, sports, tourism and others.

The development of S-D logic (Vargo & Lusch, 2004) began with the
identification of a convergence of ideas and trends occurring for over a
century. The underlying purpose was to understand how markets
work and what marketing is and how it should be conducted. From
the outset, some of this conceptualization was, by necessity,
transcisciplinary and drew on work in anthropology, economics, law,
management, marketing and philosophy. However, most of it reflected
writings in marketing, especially the evolution to marketing thought
around “services” (e.g., Shostack, 1977) and relationships (e.g., Berry,
1983), both with a considerable heritage from Northern Europe and
the so-called Nordic School (e.g., Gronroos, 1994, Gummesson, 1994,
1995).

The initial effort (Vargo & Lusch, 2004) culminated in eight founda-
tional premises that offered the potential for an explanatory foundation

for an entire domain of marketing and thus for a general theory of mar-
keting (Lusch & Vargo, 2006a, 2006b). Within a couple of years, a com-
munity of supporters of S-D logic emerged and grew. Through dialogue,
and an occasional debate, the community helped to provide crucial in-
sights that resulted in further refinement and expansion from eight to
ten foundational premises (Vargo & Lusch, 2008). Recently, it became
apparent that there was a missing premise, one to address how
human actors coordinate their actions to be able to have civilized
trade (exchange of service) and value co-creation. Relying on the “invis-
ible hand” explanation of the market did not seem adequate. Institu-
tions and institutional arrangements, which were increasingly
emerging in the literatures of economics, organization science, sociolo-
gy and political science, but scantly addressed in marketing thought, of-
fered potential insights into the issue of the coordination of (often)
massive, human value co-create.

Consequently, in the continuing evolution of S-D logic, some of the
ten foundational premises were further refined and an eleventh pre-
misewas added,whichdealtwith institutions and institutional arrange-
ments (Vargo & Lusch, 2016). For more parsimony, four of the ten
foundational premises and the eleventh foundational premise (Lusch
& Vargo, 2014; Vargo & Lusch, 2016) were identified as axioms,
representing the core of S-D logic.

Themost current statement (Vargo & Lusch, 2016) of thefive axioms
of S-D logic includes the following axioms. Axiom 1: Service is the fun-
damental basis of exchange. Axiom 2: Value is co-created by multiple
actors, always including the beneficiaries. Axiom 3: All social and eco-
nomic actors are resource integrators. Axiom 4: Value is always unique-
ly and phenomenologically determined by the beneficiary. Axiom 5:
Value co-creation is coordinated through actor-generated institutions
and institutional arrangements.
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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 resources-in-context get their “resourceness.”
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 process of resources “becoming” with the concept of institutions
and conceptualize institutional arrangements, and the unique sets of practices, symbols and organizing
principles they carry, as the sense-making frames of the “resourceness” 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 specifically on the process of resources
“becoming,” using a systemic and institutional perspective to grasp the complexity of the phenomenon.
Keywords Institutional complexity, Institutions, Resources-in-context, Service ecosystems,
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
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SERVICE ECOSYSTEMS
Metatheoretical Directions
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Ecosystem Literature
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Value-creating Ecosystems 
Conceptualizations

n Business-Specific orientations (Adner 2017)

n Ecosystem-as-affiliation
n communities of associated actors defined by their 

networks and platform affiliations 
n e.g., Business ecosystems: keystone firms and 

“interconnected participants (Inasiti & Levien (204)

n Ecosystem-as-structure:
n configurations of activity defined by a value 

proposition.

n Metatheoretical orientation (Vargo and Lusch 2016)

n Ecosystem-as-shared-institutional 
arrangement

n An actor/system and its environment
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From Dyads to Triads: 
The Basic Unit of Analysis of Systems
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EMERGENCE
Metatheoretical directions
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The Problem and the Need
Current foundational model
• Micro level 
• Firm centric
• Mechanistic/linear

Value-creation processes are:
• Multi level (e.g., micro, meso, macro)
• Relational (reciprocal, collaborative)
• Systemic

• Dynamic & Emergent

Producer Consume
r
(end user)
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Emergence
n … 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) 
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The Emergence of Emergence

71
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Characteristics of Emergence
• At each level of complexity, entirely new 

phenomena appearRadical novelty 

• Stemming from micro-level interactionsUpward emergence

• Not just the sum of the parts but different and 
from its parts and irreducibleWholeness 

• A stable, self-organizing system of interactions Coherence 

• Always in process, continuing to evolveDynamic 

• The system shapes the behavior of the partsDownward causation

Partially adopted from Holman (2010)   
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Emergence through Upward 
and Downward Causality

Resource IntegratorsInstitutions

Micro
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Methodological Issues and 
Approaches

Issue: Emergent phenomena are multi-level, process oriented and temporal

Traditional Approach: Predominantly investigated indirectly, i.e. retrospective/inferred)
• Examples: 1. Quantitative indirect: micro-meso multilevel research, emphasis is on 

emergence as a construct; 2. Qualitative indirect: interpretation of emergence after its 
occurrence through interviews, case studies

• Exception: qualitative direct approaches (e.g. ethnography, participant observation, action 
research, disadvantage: lack of precision, verification and replication)

Challenges to studying emergent phenomena:
• Scarce theoretical foundations on emergence as a process 
• Time intensive (preference for longitudinal research designs)
• Capture the phenomenon when it first comes into being

Possible solution: direct quantitative approaches (e.g., agent-based simulation/ABM), advantages:
• Focus is on emergence as a process (specify the dynamic mechanisms driving emergence)
• General theoretical assumptions become explicit
• Of interest are the dynamic interactions among entities (actors)

74

Partially adopted from Kozlowski, Chao, Grand, Brown 
& Kuljanin (2013)
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…a computational method 
enabling the analysis of emergent 
structures resulting from the 
interaction of virtual actors 
according to simple rules, within 
an environment

Agent Based Modeling

75
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An S-D Logic, Agent-based
Model of Emergence

Model assumptions

Emergent structures

76

Initial state

Time + Exchange = Specialization + Markets 
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INNOVATION AS 
INSTITUTIONALIZATION IN 
ECOSYSTEMS

Midrange Theory
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Innovation:
The S-D Logic Perspective
Continual creation of new markets by:

n Leveraging existing service 
institutions/ecosystems

n Dynamically reconfiguring service 
ecosystems

n Creating new ecosystems
n In short: doing “institutional work”



S-D 
Logic

Institutional Work
Interplay of Actors, Agency, & Institutions

Development
• Isomorphism – institutional dominance
• Agency – Individual intention

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

Institutional work = intentional form of structuration
• Maintenance of institutions
• Disruption of institutions
• Creation of institutions
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Complimentary Institutionalizations and Upstream 
Adoptions Processes for UBER and Lyft

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

Institutionalization of 
- eCommerce
- Rating System to 

increase Trust

Institutionalization of 
- Mobile Communication

and Data Exchange

Institutionalization of 
- Sharing Solutions

Institutionalization of 
- Mobile Applications for 

Ordering Services

Institutionalization of 
- Accepted 

Transportation 
Practices
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Select Institutional Work by Uber/Lyft: 

Maintenance, Disruption and Change

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.
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distribution system.  Although there are potential issues with this as outlined below, this 
collaboration could be beneficial in the long-term, even if only in Europe.   

 

Conflicts and Risks 

There are several potential issues that could arise over the course of this partnership.  Daimler 
has interests in Li-Tec, its joint venture with Evonik Industries to create automotive batteries.  If 
other  battery  companies  prove  to  be  more  efficient  than  Tesla’s suppliers, Daimler might not use 
Tesla’s  battery  technology  and  may  even  pressure  the  company  to  switch  to  another  battery 
supplier.  In general, as the market for electric vehicles expands and if Daimler successfully 
brings an electric Mercedes Benz to market, the two companies may find themselves in 
competition.   

Additionally,  Tesla’s  method  of  distribution  deviates greatly from the overall automotive 
industry.    Currently, Tesla sells its vehicles through company-owned showrooms.   Typically, 
auto dealerships have contractual relationships with manufacturers creating a largely inefficient 
sales model.30  While Tesla is a relatively small scale automotive company at present, as they 
potentially  grow,  they  may  need  Daimler’s  help  with  distribution.    Given  Tesla’s  commitment  to  
cutting out existing inefficiencies in the way automobiles are sold, working with Daimler on 
distribution could be difficult.   

As Daimler and Tesla enter additional partnerships, it may become difficult for the companies to 
agree  on  a  strategic  direction.    In  July,  Daimler’s  major  shareholder  Aabar  Investments  of  Abu  
Dhabi took an equity interest in Tesla as well.  Moving forward it may become difficult for Tesla 

                                                           
30 Weinstein,  Dave.    “Test-Driving the Tesla.”    Business Week.   6 October 2009.  
http://www.businessweek.com/lifestyle/content/oct2009/bw2009106_470083.htm  
 

The Tesla Ecosystem Innovations

US supercharger ecosystem

In January 2009, Lotus revealed that it was working with a major manufacturer—rumored to be 
GM—to develop a PHEV that could compete with the Roadster11.    Thus,  the  companies’  
collaboration has not eliminated the possibility of the two eventually competing against each 
other.    

Future Collaboration 

Following  Lotus’  PHEV  announcement,  Musk quickly noted that Lotus had informed Tesla well 
in advance of its intentions, and Tesla has stated its hopes of possibly supplying powertrain 
components should Lotus go ahead with the project12.  Though their collaboration continues, it 
appears both companies are clearly preparing for life after the Roadster: Tesla by going after 
bigger markets and Lotus by competing directly against the Roadster it designed.   

 

Beyond Lotus: Other Key Aspects of the Roadster Ecosystem 

Though  it  outsourced  much  of  the  Roadster’s  production  to  Lotus  and  various  component  
suppliers, Tesla overall maintained its independence.  Indeed, much of its strategy was based on 
the ability to utilize existing battery and automotive technologies to avoid innovation risk. 

Batteries   

Developing cost-effective batteries that provided the power and range needed to satisfy 
customers had long proven an Achilles heel of EV development.  Yet the explosion of laptops 
and battery-powered consumer electronics beginning in  the  late  ‘90s  had  turned  lithium-ion cells 
into near commodity products, eliminating the need for Tesla to spend money developing its own 
battery cell solution.  Instead, Tesla developed a solution for patching 6,831 battery cells 
together in its proprietary ESS, while leaving it to the big PC makers to invest in improving 
                                                           
11 “Lotus  Targets  Tesla  with  EV  of  its  Own.”     
12 Abuelsamid,  Sam.    “Tesla  CEO  Comments  on  Lotus  EV  Report.”    AutoBlog.com.  January  3,  2009.  
http://green.autoblog.com/2009/01/03/tesla-ceo-comments-on-lotus-ev-report  

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   
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TECHNOLOGICAL, MARKET & 
BUSINESS MODEL INNOVATION 

Midrange theory 
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Arthur on New Technologies: 
Resource Integration

Combinatorial Evolution
“A novel technology emerges 
always from accumulation of 
previous components and 
functionalities already in 
place.” (p. 124) 

More generally, 
society progresses, 
through the 
combinatorial 
evolution of 
institutions
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INNOVATION IN TECHNOLOGY, 
MARKETS AND BUSINESS MODELS 
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Defining and Exploring 
Business Models

“Dynamic assemblages of 
institutions that, through the 
performative practices of actors, 
reciprocally link and influence 
technological and market 
innovation and contribute to the 
viability of these actors and the 
viability of the service ecosystems 
of which they are a part.”

All actors have business modes



Technology, Market Innovation& Business Models: 

A Partial Reconciliation

Technological
Innovation

Market 
Innovation

Business 
Models 
Innovation

S-D Logic

Tech as useful  

knowledge; (Mokyer

2002)

Market practices and 

performativity (Kjellberg

and Helgesson 2006; 2007; 

Araujo and Spring 2006)

seek to explain how 

value is created (not 

just how captured) (Zott

et al. 2011)

Service Exchange

Duality of Technology; 
(Orlikowsky 1992)

Social Construction of 

technology (Pinch & Bijker

1984)

Markets as 

institutionalized 

solutions (Vargo and Lusch 

2014)

The “institutional logic” 

of the firm (e.g.,Thornton

et al. 2012)

Institutionalization

Combinatorial Evolution 
(Arthur 2011)

Interpretive Flexibility; 
(Pinch and Bijker 1984

Business model 

innovation (Chesbrough

2007)

Emphasize a system-

level, holistic approach 
(Zott et al. 2011)

Resource 
Integration/eco-
systems

Enables increased 

density within value 

constellations (Normann, 

2001)

Facilitation of exchange 

through “institutional 

arrangements” (Loasby, 

2000)

Cocreation through 

firm and partner(s) 

activities (Zott et sl. 2011)

Value cocreation



Actors
Involved in

Resource 
Integration

and

Service 
Exchange

Enabled & 
Constrained by

Endogenously generated

Institutions & 
Institutional 

Arrangements

Establishing nested & 
overlapping

Service 
ecosystems

of

Business 
Models 

Innovation

Technological 
Innovation)

Value 
Cocreation

Market
Innovation

A Fractal Model of Value Creation 
• Duality of 

Technology; 
(Orlikowsky
1992) 

• Tech as useful  
knowledge; 
(Mokyer 204)

• Combinatorial 
Evolution (Arthur 
2011)

• 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.

• Business Models  
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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Meso/Macro
Ecosystem

Some Venues for Innovation

Resource 
Integrator/
Beneficiary

(“Firm”)

Resource 
Integrator/
Beneficiary
(“Customer”)

Co-Production/Service 
Encounter Space

Resource Integrators

Actor SpaceActor Space
Actor 

Ecosystem
Actor 

Ecosystem
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OTHER CONTENT AREAS
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Some Major Areas of Study 
and Applications 
n Metatheory

n Theory of value cocreation
n Theory of the market

n Macromarketing
n Sustainability

n Environmental
n Ecosystem services

n Actor/enterprise-based
n Social

n CSR and ethics
n Public Policy and role of government

n Midrange theories
n Micro-level theories

n S-D logic – CB links –CCT links
n Artificial Intelligence, IoT, and Robotics
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S-D Logic as a Foundation for 
a Sustainability Framework
(Eco)systemic
• Dynamic, interactive, co-evolving

Actor-to-actor orientation
• No privileged actor

One-world orientation
• Implies interdependent, holistic value cocreation 

Value Orientation
• Value as increase/decrease in viability (wellbeing) of the (focal) system
• Nested nature of ecosystems implies co-viability

Things have agency
• Importance of material world
• Implies ecosystem services
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SOME STRATEGIC 
IMPLICATIONS
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Some Practical, Counter-intuitive 

Implications of S-D Logic

A competitive focus is inherently non-competitive

• Competition is a motivator, not a goal

If you are not losing market share, you are not being innovative

• “Market share” is the most meaningless metric in business.

The customer does not want to own your “product”

• Seeking service flows

• Seeking inputs to life experience

Innovation is not a managerial process but an effectual, entrepreneurial

process

• Design for ”interpretive flexibility” – platforms – with feedback

“Best practices” can be a sure road to failure 
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For More Information on S-D Logic visit:

sdlogic.net

We encourage your comments and input. 
Will post:

• Working papers
• Teaching material

• Related Links

Steve Vargo: svargo@sdlogic.net

Webmaster: 
Heiko Wieland: hwieland@sdlogic.net
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