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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
current pattern 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 paradigms may 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
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S-D Logic: The Story

Logic

e Vargo, Stephen L. and Robert F. Lusch, (2004) “Evolving to a New Dominant

Logic for Marketing,” Journal of Marketing.
e Submitted: 1999
e Published: 2004

e The dilemmas
e The idea of a “new service economy.”
e The idea of two marketing approaches.
e Goods and “services”
e The approach:
e Read “everything” in the “service(s)” literature
e Across time
e Across disciplines

Stephen L. Vargo & Robert F. Lusch

Evolving to a New Dominant Logic
for Marketing
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he formal stady of marketing focused at first on the
distribution and exchange of commodities and manu-
factured prodacts and featured 2 fou in eco-
nomics (Marshall 1927; Staw 1912; Smith 1904). The fint
marketing scholars directed their siszsion towsnd com-
modities exchange (Copeland 19201, the murketing isitu-
ticas al made goods availble asd arranped for possession
(Nystrom 1915; Weld 1916), and e funciicas that nesded
10 be performed o facilitate the exchange of poods through
marketing isstitutions (Cheringtoa 1920 Weld 1917).

By the e-n\ 1990: the functicnal school began to
moeph into g mazagement school, which was
chanaceerizsd by s decion makiog appreach lo managing
the marketing fencticas snd 3 overarchizg focus oa the
customer (Drucker 1954; Leviet 1960; McKitierick 1957).
McCarthy (1960) and Kodler (1967) characterized marksting
25 3 decisioa-making activiy directed a satisfying te cus-
tomer at  profit by Largeting a market and then making opti-
mal decisions oa the rarkcing i, o e 4 e The fum.
damental foundation and the tie to the standard economic
model continued 1o be strong. The leading marketing man-

textbook i the 19705 (Kotke 1972, p 42, cmpba-
o in orginal) s thae “rketing manzgemeat secks to
determine the sedtings of the compazy’s marketing
arables hat will mesiize the company's Sbjesves) in
the light of ths expacted behavior of noncontrollable
demand variaties:”

Beginning i (he 1960k, many new frames of reference
that were net based oa the 4 P's and were el indegen-
dest of the microocoacmic paradipm bepaa to
emerge. What appeared to be separate lines of thought sar-
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mukumgs subject matter (Dixea 1990 Many scholars

belisved hat marketi: was becoming moes frag-

mested. On the surface. this appearsd to be & ressozable

ation.

In the early 19905, Websser (1992, p. 1) argued, “The
histerical marketing masagement function, hased ca the
microecosomic maximizaticn paradipm, must be critically
examined for its relevasce to marketing theory and prac-
ear At the cnd af the twenticth century. Day and Mori-
gomery (1999, p. 3) sugpssied that “wih growing reserva-
tioa about the valdity or usefaloess of the Four 's concept
2ad its lack of recopaiticn of marketing as an insovating oc
adaptive force, the Four P's sow are reganded s merely a
handy lrumwatt" Atthe same tirme, advocating a netwoek

ve, Achrol and Kotler (1999, p. 162) stated, “The
very natare of setwork orgasization, the kinds of theoies
toctl o 15 mdertansing. s e pocutal i o= be the
organization of coasumption all suggest thit 2
SR foe marketing,may o b fa ov he horzon- e
20 Parvatiyar (2000, p. 140) sugsested that “an allersative
paradigm of marketing is needad. & pandigm that can
ecoas fo the contissons natare of relatioaships
Tkeing actor” They weok 2 far 12 statin (3. 140) tat
the marketing discipline “give up the sacred cow of
exchange theory” Otber scholars, sach as Rust (1998),
called for coavergena: among scemingly diverpeat views.

Fragmenied thought. questions about the future of mar-
Ketng, cal for 3 uradgn shi.sadcomtrovny ove .
vices marketing being a distinct ares
calls for alarm? Pechaps markeling oupht i ot o much
fragmesicd 2 it is evolving toward a new domisant logic.
Inccasiagy, mmlciing bas shifad mch of ks doraiamst
logic away from the cxchange of sagible poods (massfac-
tured thisgs) aad towand the exchangs of intangibles, spe-

A New Dominant Loglc /1

e The insight: The goods/service(s) model is inverted
e Goods are a the special case; service is the general case




The SD-Logic Publication Process

-o% Initial Draft: 1994/5 e Four major, risky

e Refinement: 1996-1999 revisions

e Initial Submission: 1999 e Two editors

. Invi_te_d, “Major, Risky e Six reviewers
Revisions * One strong reviewer
e 2000 advocated from
e 2001 beginning
e 2002 e One against
e 2003 e One neutral

e Paper Accepted: 2003 e Sixth reviewer
e Commentaries invited suggested publishing,

e Published: January 2004 with commentaries
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Service-dominant logic: reactions, reflections
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Introduction

Competition aims to create superiar value for the involved actors. To gain competitive
advantages, firms can facllitate service mnovation by enabling actors to improve ther
own use value. That is, innovations often stem from a novel or improved way to use
existing resources to co<reate vahie, though in some cases, innovations also are based n
new Tesources or new technologies in systems that are capable of creating service. These
service systems oonstitute the basic context and enabler of vahe co<reation and thus the
foundation for service innovation. The customer co<reates and determines the value of
serviceinnovation, while the company usually 5 ible for the vahe proposition and
facilitating the value creation process (Lusch efal, 2007). Yet tounderstand the mle of the
service system in service innovation, we also must look at how structures, such as
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ORIGINAL ARTICLE

Designing for Service as One Way of Designing Services

Lucy Kimbell

‘Said Business School, University of Oxford, UK.

“This paper considers different ways of approaching service design, exploring what professional designers who say they design services
are doing. First it reviews literature in the design and management fields, including marketing and operations. The paper proposes a
framework that clarifies key tensions shaping the understanding of service design. It then presents an ethnographic study of three firms
of professional service designers and details their work in three case studies. The paper reports four findings. The designers approached
services as entities that are both social and material. The designers in the study saw service as relational and temporal and thought of
value as ereated in practice. They approached designing a service through a constructivist enquiry in which they sought to understand the
experiences of stakeholders and they tried to involve managers in this activity. The paper proposes describing designing for service as a
particular kind of service design. Designing for service is seen as an exploratory process that aims to create new kinds of value relation
between diverse actors within a socio-material configuration. This has implications for existing ways of understanding design and for
research, practice and teaching.

Keywords - Designing for Service, Service Design, Service Management.

Relevance to Design Practice - Helps designers idenify which concepts of design and service are mobilized in projects. Describes

designing for process in which di important, Instead, services are
understood as soci 1 ing people, processes, technol d many different kinds of object.

Citation: Lucy 5(2),41-52.

Introduction within universities (such as the 2006 conference in Northumbria

University, see https//www.cfdrcoukiisdn), a professional
Service Design Network (Mager, 2004) with annual conferences,
books (Hollins & Shinkins, 2006; Meroni & Sangiorgi, 2011),
and through the work ts practitioners publish in reports and on
websites. There has been description of the methods and tools

Over the past decade, a profession of service designers has
emerged and an interdisciplinary field of service design research
has begun to take shape. Accounts of service design vary from
those that see it as a new field of design to those that stress its
origins in other disciplines and make references to existing
approaches within design, management and the social sciences.
Allbough these studics providousel nsghs, ey dosotoffes 3
lysis of what is involved in designing services that
draws extensively on both design and service literatures (Meroni
& Sangiorgi, 2011). Similarly, although the services marketing
and operations management fields have discussed service design,
there has been little effort to engage with different theories of
design (Menor, Tatikonda & Sampson, 2002; Tax & Stuart, 1997).
‘This reflects a deep-rooted lack of attention to design within
‘management and organization studies resulting in part from a
‘gulf between the research and education traditions in the social
sciences and design disciplines (Boland & Collopy, 2004; Jelinek,
Romme & Boland, 2008; Simon, 1969).
There s relatively lite literature analyzing the work
of professional service designers. Two decades ago, services  Received November 29, 2010; Accepted Api 30, 2011; Published Asgust 15,
researcher Evert Gummesson declared “We have yet to hear of 2011
service designers” (Grdnroos, 1990, p. 57). Now, a profession
of service designers exists. Many service designers are educated
within the art-school design tradition within fields such as
product or interaction design, rather than within the paradigm
of enginecring design. Although the field of service design is
small and fragmented, without strong professional bodies or a
developed research literature, it is visible through conferences

2009). Meanwhile, there i little published about these designers
within the management literature. Exceptions include Bate and
Robert’s (2007) study of what they call “experience-based”
design, based on UK design consultancy ThinkPublic’s work with
a cancer treatment service; Zomerdijk and Voss’s (2010) work on
the design of cruises and entertainment services; and qualitative
research on the material practices of service designers by Stigliani
and Fayard (2010).

‘This paper uses an interdisciplinary approach to explore
different ways of thinking about service design. It investigates
whether professionals whao take service design as their specialism
bring something new to existing understandings of design. First,
I review the literature on design and services drawing on design

Copyright: © 2011 Kimbell. Copyright for this article is reained by the autbor,
with first peblication rights granted to the International Journal of Design. All
journal content, except where otherwise noted, is licensed under a Creative
Commons Attibution-NonCommercial-NoDerivs 2.5 License. By viete of
their appearance in this open-access journal, artices are free 10 use, with proper
atribution, in edscational and other non-commercial setings.

Cornesponding Author: sy kimbell sbs.ox ac.xk
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A framework for articulating designers’
contribution as interpreter of users’ experience
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Tourism Marketing in an Era of
Paradigm Shift
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beanch, practices, and feaching are discussed, and i is con-
jaded that the present dourism marketing research could be
horoved by putting more emphasis on strategy research and

we prefer not to acknowledge, or which wel
ignore on a fairly regular basis,” and part of th
“reflect gaps in cur theoretical snderstanding ™
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Original Article |
Exploring interaction: Print and
online news media synergies

The Social and Economic Influence of Regional Newspapers

in Troubled Times
1 Tl'hil Py
(Manchester Business Scl :‘V:b::
e tition w
Abstract: Newspapers are opert chain w
advertising revenues. Web 2.0/socia size o ¢
business functions and struggles fol which ¢
2.0/social media is impacting on th In '.M‘ 1
question we conducted a focus gro “P'“«f
P . on the |
10 develop a theoretical model. The { Chapter 9 n&"";g‘s)'

flemly eczbeddad i nawspeper ndy The Role of the Internet in very im

resource and working proactively wi would 1

u oy | the Decline and Future of argume
s s w20 mpuntll Regional Newspapers

protection. Our theoretical model in

w‘ﬂhinﬂldxluﬂlcmumnilymlot ~ Gary Graham
- supplied M University of Manchester, UK
radio, online 1
communities of Web 2.0 driven con The mu
news supply. ABSTRACT only w
Key words: newspaper industry,
JEL Codes: L8 Digital technology has had a significant impact on the spaper industry in many differen the det
the world. The Internet and digital content technologies enable online newspapers to reach a wide.
1. Introduction mmdnmhamyoﬁhemmmmd nulnpruu newspapers, but rlmvlmw also been some

negative impacts ding a loss of readers and advertising revenue for tradi printed

In this chapter, focus groups and interviews are used to investigate the following issues: (1) tln mleof
the Internet in the decline of the social/business influence of regional newspapers, and (2) the impact
qdevelopmamudla MZDmdnﬁaunafmgmmlmmppb The chapter concludes with a

Local news is essential for demc

nag lications for the future.
INTRODUCTION model of newspapers is under grave threat ﬁum
(1) an ever ing audience for
The il toalossin ncw;pmdum‘ (Z]Iredwmmmﬁmdpubhc
readership and advertising revenue. Doom laden service i ism,and (3

wamings about the future of the industry and tion (sensationalizing) of editorial content. In an
public service' journalism are prevalent (Meyer, interview' with the editor/publisher of the Spring

2008; Pincus, 2009). Beam et al. (2009) notes Hope newspaper in North Carolina, the business/

Service possibilities in the value chain of

printed magazines
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ARTICLE INFO ABSTRACT
Asticle history. This study incorporates the futures studies and foresight perspectives in analysing an
Available online 23 October 2014 industrial change towards service business, with the magazine markets as the case
e context. It illustrates how the industry is adopting a new competitive strategy via services
Keywords. that are added to the total offering. and how it is simultancously developing a deeper
Foresight of the service as value on. The work identifies seven
Trend analysis trends in this context and analyses their impacts and discontinuities. Three trends are
:'m"m"" logic linked primarily to the business environment: a dispersing customer base, changes in
abue co-creation N . .
Magazine publishing media use habits, and erosion of product business. Four trends describe the behaviour of
companies: the shifts from products to value-adding brands, from R&D to innovation, from
autonomy to and sharing in an and the changing resource and

capability needs. The contributions of this work are twofold. First, studying media as

service has been rare in scholarly literature, Second, applying the service perspective to the

trend analysis in the media sector is topical due to the increasing competition and

unpredictability of the business environment,

© 2014 The Authors, Published by Elsevier Ltd. This is an open m:rss article under the CC
BY-NC-ND license ( /) by df3.0/)%

1. Introduction

Acentral challenge in today's business strategy is the i ility of the i However, in order
to recognize successful ways of doing business, market actors need antici v on the of their
ngs and on the of their current actions. This paper aims to contribute to the accumulation of this
I one topical an industrial change towards service business. It aims to reveal trends
that reflect this drvclnpmml—vmh lhﬂ mapzmt markets as the case context.

The of value is i in both research and practice (Vargo & Lusch, 2004). An
influential new approach is service-dominant logic (SDL), which sees co-creation of value between the provider and the
customer as the core phenomenon of service (Vargo & Lusch 2008). SDL posits that using one's competencies for the benefit
of another party is the pnmary purpose of and thus is the main source of competitive

From the vi i vitization (Vandermerwe & Rada, 1988) is a topical phenomenon; an




S-D logic: Vectors of Diffusion

Diffusion within marketing

Transdisciplinary diffusion

e Branding e Arts & philosophy

e Customer engagement  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

e Marketing communications * Information systems/CIS

e Marketing strategy e Innovation studies

e Human resources

e Public administration
¢ Public administrtion
e Service Science

e Hospitality/Tourism
o Etc.

e Social marketing

¢ Value propositions

e Business models

e Sales and sales management
o Etc.
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S-D
Logic

The Traditional Logic of Value Creation in Markets

GOODS-DOMINANT LOGIC



Goods-Dominant Logic Model:
B Value Creation and Delivery

‘ﬂ\n&

e
~

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

Logic




Problems with Goods Logic

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

e Applied knowledge and skills (our services)

e "Consumer orientation” is an add-on--does not help

e But they do characterize value and value creation




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




The Inadvertent Route
. to G-D Logic

Loglc




S-D
Logic

An Alternative Logic of Value Market Cocreation and

SERVICE-DOMINANT



A Partial Pedigree For S-D Logic




An Extended Pedigree for S-D Logic




The Service and Cocreation
insights of Frederic Bastiat

“The great economic law 1s this: Services are
exchanged for services.... It 1s trivial, very
commonplace; it 1s, nonetheless, the beginning, the
middle, and the end of economic science.” (1864, pp. 161-62)

“[I]t 1s 1n fact to this faculty ...fo work the one for the
other; 1t 1s 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)



What has Changed: Liquification

BUSINESS

/ Dematerialization \

\) Rebundleablity 4/

1

Density

The Key = Liquification, through a revolution in IT and ICT.
Allows new technologies through resource integration and institutionalization




S-D

FOUNDATIONS:
THE S-D LOGIC CORE



Foundational Premises (2008)

Premise Explanation/Justification
FP1 | Service is the fundamental | The application of operant resources
basis of exchange. (knowledge and skills), “service,” is the
basis for all exchange. Service is
exchanged for service.
FP2 | Indirect exchange masks Goods, money, and institutions mask the

the fundamental basis of
exchange.

service-for-service nature of exchange.

FP3 | Goods are distribution Goods (both durable and non-durable)
mechanisms for service derive their value through use — the
provision. service they provide.

FP4 | Operant resources are the | The comparative ability to cause desired

fundamental source of
competitive advantage

change drives competition.

FP5

All economies are service
economies.

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




Foundational Premises (2008)

S-D
Logic

Premise Explanation/Justification

FP6 | The customer is always a Implies value creation is interactional.
co-creator of value

FP7 | The enterprise can not The firm can offer its applied resources
deliver value, but only offer and collaboratively (interactively) create
value propositions value following acceptance, but can not

create/deliver value alone.

FP8 | A service-centered view is | Service is customer-determined and co-
inherently customer created; thus, it is inherently customer
oriented and relational. oriented and relational.

FP9 | All economic and social Implies the context of value creation is
actors are resource networks of networks (resource-
integrators integrators).

FP10 | Value is always uniquely Value is idiosyncratic, experiential,

and phenomenological
determined by the
beneficiary

contextual, and meaning laden.




Science: Striving to Explain the
| Complex with a Simple Structure

S-D

) l- l-

‘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




Axioms of Service-Dominant Logic

Premise Explanation/Justification
Logic
° 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 |2and 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

imnckFiFiniFioanal saresnamaoante

value cocreation through service-for
service exchange




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

S-D
Logic

Economic
Currency

New
Resources

Value

Currency



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

Resource Integrating actors



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

S-D
Logic

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-
End I .
ngeongeergct):: Y creation I RtESOUIi‘:(_:e
Institutions & ntegration
Institutional and
Arrangements
Service
Exchange

Enabled &
Constrained by



| Hip-Pocket” S-D Logic

S-D sevice )
ecosystems Generic

Logic Nfsﬁed:nd actors
Components

&Structural Perspectives

Resource
Integration

Institutions

Service
Exchange

«Coordinated
through

Societal:
National, Global, etc

Macro

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

Exchange
B2C, B2B, C2C, etc

Institutions Resource Integrators



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 a priori to imagined, codesigned , institutionalized, and performed

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

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

e From prediction and control to entrepreneurial practices

e From exogenous variable to service-provision mechanism



S-D
Logic

CLARIFICATIONS



Bl Clarifications: Service vs. Services

S-D
Logic

= Services = intangible
products

= Service =The process \-
of using one’s _
competences for the S-D Logic
benefit of some party |

The application of
knowledge and skills

= Service transcends

“goods and ‘services’” \U

Thére are No “Services” in Service-Dominant Logic




| "Its all B2B...”
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Industrial Marketing Management

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

Stephen L Vargo *¥ Robert F. Lusch®
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Astate arizes, a3 ) comesive out of theneads of manland; no one i=
sdi sufficing, but all of ws have mamy wants.... Then, & we hoe
mamy wants ... and marny parsors areneaded to supply tham, ons
talies a helper forome purpose and another for another; and when
these parties and helpars a» gathered tgether in one habitation,
thebody of inhabitants is tarmed a state 4nd they svchange with
ome another, and ome gives and another recaives under the dea
that axchange wall b for their good.

4 the ghobal networled scmomy becomes more parvasive and
its nature more compealling, it i {should be) bacoming in
Jear that we raly on one mother through the voluntary exchangs of
appbed zlalk and compelncas {vamo & Lusch 2004, 20022)
Commaquantly, one mught thinli that the above quotaton i coartem
porazy; it i, howaser, from Ylatos The fepubdic {260 BCENSE0),
published ower 2000 yaars ago.

D mite 2 globally imterdepandant workd, the simple truth batind
Tai's words oftan seems © be missed: we are a0l similaly uman
beinzs sarving aach other, through exchangs jor mutwal welbeing,
Twthapes his statemant themfore punchuates cur {vargo® Lusch, 2004,
20082; see by 2007 ) conenten that it & important to
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L lumch, 20080) 1tz Al B2R
Sinca our aarly collaborative wodi on what has bacome Imown as
senice domumant {5 D) Jogx, we have tied to nudge marleting
thought away from fragmentaition and toward 2 more umified
theoretical concaptwaleation ad famesorll A fost stap was to
suggest Somaanding e ook weme wenvices dhvide with 2 = all
aboee rervice Mo spacifically and more racemtly, wee recognizad 2
nead © overcome {mishoncaptual problems amocated with the
notiom of & prodecer,’ a3 4 geats of walue, vamio 4 oReE, S 4
destroper of vatue, and have reflected this in cnecd thanevwer camtral
tenets of S0 bogic all sacind and ecomoomk actors @re reource
mtymbrs {vargo & Lwsch, 2008 & captured in foundatiomal
premize {F1) 9% That i all partes {ag businemes individual
customers, howmsholds, atc) enggzed in acomomic ewchange are
simloly recuce inegrating, savice moviding enerpmses that
hawe the common purposs of value {codaeaton  whatwe mam
by iz all A28
We imtially meled B bacawse, given the most commeanly used
ors of ¥ {business) and '€ {c A acomomic {and
:o-m]) actors come chsest genencally to what s captured by
“businesy,” rather than “corsumer.” Stated alternatively, 2 business i
thought of & amterprizing, 2 characerization that we find also more
fully captures the activities ofthosewith whom thay evchange, thanis
impliad by comsumear  which has rather passive, final connotatens
of 3 "target with 2 primary activity of wsing stff up rather than
crazting and contnbuting Additomally, 28 scholis havwe bemn

— A2A (Actor to Actor

From a G-D logic, perspective
(B2C, producer to consumer)

Consumer centricity is inherently
firm (producer) centric

From a S-D logic perspective

All actors are, resource-
integrating, service-providing
enterprises (B2B or A2A)
Resources & value creation must
be understood, contextually, co-
creatively, and (service-
eco)systemically



Clarifications:
Classical Treatments of Value

S-D
"9 yalue in Exchange Value in Use
= Worth of something in = Usefulness of something
exchange for something
else .
. = Benefit afforded,
= Price

satisfaction derived

= Discussed as early as

= Discussed as early as Aristotle

Aristotle . ; _
= “Nominal Value" (Sm|th) | Tl‘ue Value (Sm|th)

Corollaries
e Can be produced by firm + User has some role
* Product/Goods based * Product/Goods based



@ In S-D Logic, Value Is...

S-D
Logic Centl‘al

Cocreated

Contextual

Multidimensional

Emergent

The reason for social and economic

interaction

« = Change in viability/wellbeing

Created through the integration and

exchange of resources among

multiple actors,

« firms, customers, suppliers, and
government agencies.

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

Individual, social, technological and
cultural components.
« Relational, meaning laden

Cannot be predetermined
« Function of dynamic relationships
between an actor and the system.



Clarifications: Coproduction vs.
Cocreation Value

Cocreation of value
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From the Individual to Market-

Source: Ridley 2010

Based Co-Creation

50th Anniversary Edition

|, Pencil
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as Told to
Leonard E. Read

*.. 2t all the makings of a8 economics classic.”— e New Yok Times
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The multiple Meanings of
| Value cocreation

S-D
Logic

e Often massively

e Direct
e Indirect
e Money (rights to future service)
e Word of mouth
e Peer review systems
e Gifts

e Interdependencies imply coevolution of value
e Zooming out to higher-order systems reveals



Clarifications: Meanings and
m| Instances of Cocreation

S-D
Logc = Value

Value as created by multiple actors, including
the beneficiary

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

= Other co-creations
brand (e.g., Merz et al. 2009; Payne et al. 2009, )
EXperience (pahalad 2015)
Design (Frow et al 2015)
Innovation (e.g., T Russo-Spena, C Mele 2012)
Technology and Markets (vargo et al 2015)




Value cocreation
vs Co-destruction

Logic

e Implies value is present to destroy
e Value is not a thing, but a dynamic, relative condition
e system viability/wellbeing

e “Negative value creation”
e “Negatively valenced value”



Clarification:
|| What institutions are & are not

S-D

logic @ Jnstitutions are not organizations

s Institutions are :

Socially-created schemas norms, and
regulations (w2014 -- " rules of the game”
= Organizations are the teams, players orth 1990,)

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

Luckmann 1966)

= Examples
Language, symbols, laws, traditions, culture,
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ARTICLE INFO ABSTRACT

Article history: During the last decade, service-dominant (S-D) logic (1) has taken a series of si

First received on October 31, 2015 and retical turns, (2) has had foundational premises modified and added and (3) has been mnsol
review for 5 172 months idated into a smaller set of core axioms. S-D logic can continue to advance over the next

Avllble nline 18 Roverber 2016 by moving toward further development of a general theory of the market and, even

more broadly, to a general theory of value cocreation. To support this theory of the market re-

: e re.
source integration, value cocreation, value determination, and institutions/ecosystems. These
midrange theories can be partially informed by theories outside of marketing. including
those under the rubrics of practice, evolutionary, complexity, ecological and structuration the-
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Theory ories. Evidence-based research s also needed; opportunities exist in areas such as (1) strategy
Institutions development and implementation (2) application of complexity economics and (3) the study
Ecosystem of the service of cognitive mediators (assistants) as heuristic tools in complex service

ecosys-
tems. Additionally, opportunities exist for using S-D logic as a broader framework for the
study of macromarketing, including ethics, economic, environmental and social sustainability,
as well as public policy. For each of these, the frther study of insitutions and institutional ar-
rangements, which facilitate coordination among actors in service ecosystems, is needed.

© 2016 Elsevier BV. All rights reserved.

1. Introduction

Service(s) marketing began to emerge in the early 1980s as a distinct area of marketing study and has now become a major
focus of marketing scholars worldwide. Initially, probably few scholars, if any, would have envisioned that, several decades
later, service marketing might be proclaimed as a transcending perspective for all of marketing. as has been suggested by
service-dominant (5-D) logic (Vargo & Lusch, 20042, 2004b). As Rust and Huang (2014, p. 206) have recently commented, “In-
creasingly, and inevitably, all of marketing will come to resemble to a greater degree the formerly specialized area of service
marketing..".

Simultaneous with service(s) marketing achieving a wider impact, an idea was surfacing at IBM that, just as it (and other
firms) had to take a role in establishing the discipline of computer science, it could be similarly important for industry to take
a major role in the advocacy and development of service science. Given the substantial advancements in service(s) marketing, it
was not surprising that this effort drew, internationally, on the research of many service(s) marketing scholars and also participa-
tion from a host of other leading firms. In particular, the industry leaders of this effort, at the IBM Almaden Research Center, in
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Levels Landscape
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Macro Level Meso Level
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community -- “industry” /market,
national, global, cartel)
local)

Micro Level
(e.g,
transactions,
sharing,)




One Level (of aggregation), Ontologically
Multiple Levels, Epistemologically

s = Levels (of aggregation) are perspectives

on the phenomena of interest

They cannot exist separately (c., ciddens 1983, LaTour
2005)

But they can be useful epistemologically
= €.J., eMeErgence (vargo and Lusch 2017)

= €.g., explanation through “oscillating foci”
(Chandler and Vargo 2011)

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

But (careful) distinction might be useful
analytically.
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Al Service Science
g m “the study of service systems”

dynamic value co-creation configurations of
resources (people, technology, organizations, and
shared information)” (Maglio & Spohrer, 2008, p. 18)

s Uses S-D logic foundationally (spohrer and Maglio)

= Differs from S-D logic in terms of emphasis
rather than underlying philosophy

Technology and information — thus somewhat
more restricted than

= S-D logic’s ecosystems and institutional perspective
Easily reconcilable with S-D logic




Service Logic

S-D
Logic

Sees value-in-use as cocreated only in select
iInstances

direct, personal interaction between the provider
and the beneficiary (Gronroos & Voima, 2013)
Claims dyadic focus, but actually single-actor

centric

“value is created by the user for the user” (Grénroos, 2011, p.
288)

provider is a "value facilitator” (Grsnroos, 2008, p.
307)

Difference between cocreation and facilitation
unclear

Actionable?



B Customer-dominant logic

S-D “ : : :
logc = “a marketing and business perspective

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

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

= Ignores

the reciprocal nature of service provision (vargo &
Lusch, 2004)

actor-to-actor orientation (vargo & Lusch, 2011)
Value cocreation




S-D logic and related
| perspectives
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Value-in-context

Value-in-use

Conceptualization
of value

Value-in-exchange

Single actor Dyad Multi-actor
(e.g. firm, customer) configurations

Focal actor(s) in value creation
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Broadly Drawing from...

Service
Exchange
Ecosystems Value

Cocreation
Institutions
& Resource
Institutional Integration
Arrange-
ments Value
Determina-
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INSTITUTIONAL ARRANGEMENTS



The Sciences of the Artificial

Third Edition

The world we live in is much

more a man-made, or artificial

one, than it is a natural one
The significant part consists
mostly of artifacts, called
symbols (p. 2)

‘Judgment’ is a heuristic search

The real-world economic actor
is a satisficer, who accepts good
enough, because (optimization)
is not a choice.(p. 29)

Markets and organizations are
social schemes that facilitate
coordinated behavior,
conserving the critical scarce
resource of human ability to
handle complexity (p. 49)



n

Institutions as the Building
Blocks of Social Science

S-D
Logic

“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).

= "'One must study the laws of human action and social
cooperation as the physicist studies the laws of nature” won mises,

19049 n 3)
P—=7

= Can we dig below the immense diversity of regularized social
interactions in markets, hierarchies, families, sports,
legislatures, elections, and other situations to identify universal
$ui|ding blocks used in crafting all such structured situations?
€S, (Ostrom 2005)

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

= 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

S-D
Logic

= "Greater divisions exist within than between disciplinary camps.”

(Scott 2000, p. 2)

-

Social Sciences

\

Political Sociology Economics
SCIeI‘Ice - Functionalism P L - o _
- Structuralism P - Institutional economics

Positive theory of - Hermeneutics - - Austrian school/
institutions - Practice theory Organizational praxeology
Regime theory of - Structuration - - New institutional
institutions studies economics
The o - Evolutionary economics
Commons/common- Institutional theory

pool resources

Neo-institutional theory
Institutional entrepreneurship

Institutional work Marketing
Institutional logics

- Relational norms of exchange
- Market practices
‘Megamarketing’/Legitimazation
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Service-dominant logic
Transdiscipline
Ecosystems theory

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 eme
within marketing and service science has provided a new lens forexam- and an occasional debate, the commu
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
+ Comesponding autho chain management, as well as specialized applications such asin arts,  human actors coordinate their acti
E-mailaddresses: sy design, education, health, sports, tourism and others. trade (exchange of service) and value
(RF. Lusch). 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 economi
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

0019-8501/5 - see front
d0i:10.1016/jindmarman}

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

the so-called Nordic School (e.g. Gronroos, 1994, Gummesson, 1994, foundational premises and the
1995). & Vargo, 2014; Vargo & Lusch, 2016) wer)
“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 ‘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
and institutional arrangements.
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Institutions as resource context

Kaisa Koskela-Huotari
CTF, Service Research Center, Karlstad University, Karlstad, Sweden and
VTT Technical Research Centre of Finland, Oulu, Finland, and
Stephen L. Vargo
Department of Marketing, University of Hawaii at Manoa, Honolulu,

Hawaii,
Abstract
Purpose - The purpose of this paper is m examine the role of institutions md 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 c the unique sets of practices, symbol organizing

prmclples they carry, as the ! 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.

Ong)nahty/value This paper is one of the first to focus specxfully on the process of resources

“becoming,” using a systemic and i to gr’\sp D of the

Keywords i i Res ttext, 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

This rescarch has been partially carried out in Digile Need for Speed program and funded by ©bsiGos iy Lt

Tekes — the Finnish Funding Agency for Technology and Innovation.

J. of the Acad. Mark. Sci. (2016) 44:5-23
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CONCEPTUAL/THEORETICAL PAPER

Institutions and axioms: an extension and update

of service-dominant logic

Stephen L. Vargo' - Robert F. Lusch?

Academy 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-
eation 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 amculatcd speclﬁcanun of the mechanlsms
of (often i 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-
titon that is more frequently discussed. To alleviate this lim-
itation and facilitate a better of

eceived: § April 2015/ Accepted: 10 June 2015 /Published online: 16 July 2015
1

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 example ofthis consolidation s the reduction of the ten

(and coordination), an cleventh foundational premise (fifth
axiom) i introduced, focusing on the role of instituions end
institutional arrangements in systems of value ser-

‘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

ions have been extensive and have

vice ecosystems. Literature on institutions 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
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ranged L‘mm the modification of “value-i “value-in-
context” (Chandler and Vargo 2011) and its amplification, in
tumn, 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 (e.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 (e.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)

2 springer
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The Complexity of Context: A Service
Ecosystems Approach for International

Marketing

Melissa Archpru Akaka, Stephen L. Vargo, and Robert F. Lusch

ABSTRACT

To strengthen the theoretical foundations of international marketing (IM), the authors propose a framework for con-
ceptualizing the complexity of the context that frames international and global exchange systems. In particular, they
apply a service ecosystems approach, which is grownded in service-dominant logic and its foundational premise that

service i the basis of all exchange. The proposed framework

provides insight into the nature of context, a distinguish-

ing feature of IM. The authors argue that the embeddedness of social networks and the multiplicity of institutions

within a service ecosystem influence the complexity of context. They

articulate the way the (co)creation of value influ-

d is influenced by the enactment of practices and the integration of resources through various levels (micro,

Strategic Management Journal

b macro) of interaction and institutions. They introduce the concept of “value in cultural context” to empha-
influence of the symbolic and social components of context. The article concludes with a discussion of the

Strat. Mgms. 1., 31: 306-333 (2010)

Published online EarlyView in Wiley InterScience (www.interscience.wiley.com) DOI: 10.1002sexj 821
Received 6 May 2008; Final revision received 12 October 2009

implications for how a service ecosystems view can aid in the advancement of IM theory and practice.

Jds: service-dominant logic, service ecosystems, value cocreation, marketing theory, institutions

VALUE CREATION IN INNOVATION ECOSYSTEN
HOW THE STRUCTURE OF TECHNOLOGICAL
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Entrepreneurship and strategic think
business ecosystems
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KEYWORDS Abstract  Success in business ecosystems that inc}
Business ecosyst ind new ventures requires collaboration and cor
Entrepreneurshi strategic thinking to leverage a firm's resources anf
Strategic thinking; and the entrepreneurial activities in an ecosystem

Innovation that perpetuates and even sparks innovation. Thed
across four types of business ecosystems—Orchestr
and MOD Station—and determine the success and
established companies. The nature and effect o
business ecosystem can have profound implicationd
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de d by time, space,
competition is increasingly determined by the llull'
ity of strategic thinking about the firm's opportu-  defines relationships
nities, challenges, core competences, capabilities, _ Creating, shaing,
and competitive arena. Executives have to navigate  ness ecosystems reay
a constantly changing competitive arena that isno  coupled with strategil
longer defined by physical or even digital dimen-  comes evident in the
sions; it encompasses the global networks and eco-  actions, as well as the
systems within which the firm competes (Zahra &  ment and use. It also

Nambisan, 2011). These networks provide the firm  ©of a new organization|
adapting and transfod

‘competition change.
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Business, Innovation, and Knowledge
Ecosystems: How They Differ and How to
Survive and Thrive within Them

Katri Valkokari

 How dreadful... to be caught up in a game and have no idea”’
of the rules.

Caroline Stevermer
In Sorcery & Cecelia or The Enchanted Chocolate Pot

In management studis, the ccomtem metaphio s ofe ulzed whthout lar definiion
and, thereby, several pa business, service, in-
novation, and knowledge ecosystems have been Fsoced The purpose of this conceptu-
al article is to go beyond the confusion to define what is meant by different concepts
regarding an ecosystem and especially describe the relationships between the three differ-
ent ecosystem types: business, innovation, an ledge ecosystems. The article contrib-
utes to the literature by describing how the ecosystem types differ in terms of their
outcomes, interactions, logic of action, and actor roles. The results show that the three eco-

August 2015 (Volume 5, Issue 8)

st t7pes aceiterccmnactd fum e viewpalat of the scoeien k. For praction-
e,

ers, the article sheds more light on how the rules of the

e logic of action) differ

in the different types of ecosystems and demonstrates that dmemm ‘models are needed in

order to operate in different ecosystems.

Introduction

‘The scope of ecosystem science extends from bounded
systems such as watersheds to spatially complex land-
scapes, even to the Earth itself. Furthermore, research
into biological ecosystems crosses temporal scales from
seconds to millennia and links together several discip-
lines of biology. The ecosystem concept dates back to
1930 and, at various times, ecology researchers have fo-
cused on different aspects of its meaning (Willis, 1997).
Social science has approached the economy as an eco-
system (Rothschild, 1990), viewing the global economy

an entity in which organizations and consumers are
the living organisms. Starting from its (re)introduction
two decades ago by Moore (1996), the ecosystem
concept has also been actively discussed in manage-
ment studies, bridging, for instance, system thinking
and evolutionary economics. In management studies, a
primary motivation for utilizing ecosystem concepts
has been the desire to exploit self-organizing properties
of natural ecosystems (Briscoe & Sadedin, 2007). Still,

plication of biological metaphors to research on eco-
nomic activities: the intentionality of human activities
and the possibility for actors in economic ecosystems
to interbreed (Corallo & Propata, 2007). Both draw-
backs are characteristic of man-made ecosystems and
can, therefore, be utilized to describe the differences
between ecosystem types. In management studies,
meta-organizations such as ecosystems have been ap-
proached with different concepts (Gulati et al., 2012)
and, previously, research has typically focused on one
of the ecosystems only, when in the real-world systems
the interest of actors (i.e., organisations) who are the
ecosystem inhabitants and come bundled together with
multiple parts (Muegge, 2013). Furthermore, institu-
tional factors - the set of both formal and informal con-
straints, and enforcement characteristics that structure
interactions - associated with participation is scarcely
researched (Muegge, 2011; Smith, 2013). Thus, relation-
ships and interactions between ecosystems types need
to be analyzed at several levels in order to understand
how connections flow between different ecosystems in

there are at least two drawbacks the ap-
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the real
17




Value-creating Ecosystems
mg| Conceptualizations

S-D . . . .
logc  m Business-Specific orientations (adner 2017)
Ecosystem-as-affiliation

= communities of associated actors defined by their
networks and platform affiliations

= €.9., Business ecosystems: keystone firms and
“interconnected participants (nasiti & Levien (204)

Ecosystem-as-structure:

= configurations of activity defined by a value
proposition.

s Metatheoretical orientation (Vargo and Lusch 2016)

Ecosystem-as-shared-institutional
arrangement

An actor/system and its environment




From Dyads to Triads:
The Basic Unit of Analysis of Systems
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Triads: A review and
analytical framework

Jaakko Siltaloppi

Aalto University School of Science, Finland

Stephen L. Vargo

University of Hawai'i at Manoa, USA

Abstract

Triads examine the associations among three actors, involvi
dyadic ties among three interrelated actors. By making appar;
the triad is the smallest unit of analysis for a network. Despif
work, little systematic attention is given to the triad in the ma
literature spanning multiple academic disciplines and makes
an overview of the triad concept combining sociological insig
in operations management and marketing. Second, the art|
triadic relationships in existing literature: (|) brokerage, focu
two others; (2) mediation, describing different mechanisms
and is affected by a relationship with a third party; and (3) co3
evolution of ties in the three-actor system as a whole. H
research agenda for triadic marketing research.

Keywords
Brokerage, exchange, mediation, network, system, third pai

Introduction

Literature characterizes triads as systems of three actors in
reciprocally with another actor and also operates as an
(Simmel, 1950). Hence, triads do not merely concern the exa
but involve, at minimum, an analysis of the simultaneity q
related actors (Chandler and Vargo, 2011; Choi and Wu, 2
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Table 1. Three forms of triadic relationships.

Triadic Focus of analysis

relationship (bolded) Examines

lllustration

Brokerage How one actor (B) The behavior by which an
brokers between actor influences, manages, o °
two others (A) or facilitates interactions
between other actors °
Mediation = The embeddedness The mechanisms by which =TT >
of dyads (A-A) relationships (dashed line)
within triads with third parties (T) SNy ="
affect, and are affected by, ?
focal dyadic relationships
(between As) @
Coalition  The configuration  The logic and process by
and evolution of which actors (As) form o
ties in the three- and balance relationships
actor systemasa in a triad, including the
whole characteristics of ° A

relationships among
them (+/-)
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m The Problem and the Need

S-D
e Micro level -

e Firm centric _] H
e Mechanistic/linear L

e Multi level (e.g., micro, meso, mac
e Relational (reciprocal, coIIaborativeﬁ\./
e Systemic

e Dynamic & Emergent




mj| Emergence

Li'g'?c = ... 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

At each level of complexity, entirely new
phenomena appear

e Stemming from micro-level interactions

e 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
and Downward Causality

— =9

Institutions Resource Integrators
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Methodological Issues and
Approaches

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

Traditional Approach: Predominantly investigated indirectly, i.e. retrospective/inferred)

e 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:

e Scarce theoretical foundations on emergence as a process
e Time intensive (preference for longitudinal research designs)
e 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
o Of interest are the dynamic interactions among entities (actors)

Partially adopted from Kozlowski, Chao, Grand, Brown
& Kuljanin (2013)
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1. Introduction limiting behaviour. ABM and related computational tools do not
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Computational models and especilly Ageni-based Models  sues that we can address with formal means: with ABM we are
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(ABMs) are a comparatively new addition o our analytic tooliit
in

in
open a new level of *

capable of
bring about aggregate characteristics of a wvulalwl\ ‘which is

g approscns tha descne b am ndiduals ensviont
and decision-making, or the relationships between aggregated
measuresthat characieise 2 population asa whole. The ool used
in those

the individuals' interactions. ABM takes into account that individ-
uals generally do not exist in isolation, but are interdependent,
‘mutually affecting each other through their action and interac-
tions, directl This

regressionor structural equation model,or mathematic methods
including differential equations and analysis of equilibria and
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kind of thinking challenges reductionist notions that claim we can
exhaustively understand the world by dissecting it into smaller
and smaller pieces. Instead. it proclaims that structure matters
Much theory has been developed about the functior
of systems in general (vor lanfly, 1968; Holland, 192;
Luhmann, 1997). but now, ABM provides a way to formalise such
s, explore the consequences of our assumptions through
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An S-D Logic, Agent-based
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S-D
Logic

Midrange Theory

INNOVATION AS

INSTITUTIONALIZATION IN
ECOSYSTEMS



Innovation:
The S-D Logic Perspective

S-D

Logic

Continual creation of new markets by:

Leveraging existing service

institutions/ecosystems = -

_ : : - Institutional
Dynamically reconfiguring service | #5008

ecosystems TR M
Creating new ecosystems
In short: doing “institutional work




Institutional Work

e Isomorphism — institutional dominance
e Agency — Individual intention

e Especially specialized: “intuitional entrepreneurs”
e 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

increase Trust

Institutionalization of
Accepted
Transportation
Practices

Institutionalization of
- Mobile Communicatiorgg ™
and Data Excha

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

= FEtc.

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

n‘The Tesla Eo £

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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S-D
Logic

Midrange theory

TECHNOLOGICAL, MARKET &
BUSINESS MODEL INNOVATION



Arthur on New Technologies:
@l Resource Integration

Combinatorial Evolution
“A novel technology emerges

The I\Iature Of always from accumulation of
TEC hﬂO\Ogy previous components and

functionalities already in
place.” (p. 124)

i = More generally,
anp vow (SN society progresses,
IT EVOLVES P through the
W. Brian Arthur : combinatorial
evolution of
institutions
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MARKETS AND BUSINESS MODELS
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Innovation through institutionalization: A service
ecosystems perspective
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ARTICLE INFO ABSTRACT

Article history: This article explores the role of jon from a
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which helps to

unify diverging views on innovation and extend the research regarding innovation systems. Drawing on nstt-

tional theories, this approach broadens the scope of i ion beyond fi

activities and

Accepted 30 March 2014
Available online 4 November 2014

collaboration networks, and emphasizes the social practices and processes that drive value creation and, more

specifically, innovation — the combinatorial evolution of new, useful knowledge. Based on this ecosystems

prav—s view, we argue for i

—the disruption and change of - asacentral pro-

Market innovation cessof ion for both
Technological innovation

Service-dominant logic

1. Introduction

The ongoing study of innovation is driven by a need to develop more
ccompelling 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 &
Mauborgne, 2005). Furthermore, the study of innovation in general has
been developed from a view of value creation that separates firms as pro-
ducers (e.g., innovators) and customers as consumers (e.g., adopters) of
market offerings (Vargo & Lusch, 2011). This conventional view has limit-
ed the understanding of how multiple participants (e.g., firms,

markets. In this view, ized as potentially useful

knowledge, or a value proposition, which is both an outcome and a medium of value co-creation and innovation.
Institutions Market innovation, then, is driven by the combinatorial evolution of value propositions and the emergence and
Ecosystems institutionalization of new solutions.

©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-
il ips through 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 asii 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-
teramons. 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 addr du (S.L Vargo),
(H. Wieland), melissa.akaka@du.edu (MA. Akaka).
T Tel: +1808 956 8167.
2 Tel.: +1303 871 2415.

http://dx.doi.org/10.1016/jindmarman.2014.10.008
0019-8501/0 2014 Elsevier Inc. Al rights reserved.

as adopters. It underscores the need for a more unified and comprehen-
sive framework that can provide a deeper understanding of the various
participants and underlying processes from which new technologies
and, ultimately, markets emerge.

In this paper, we propose an ecosystems approach for considering
different “types” of innovation (ie., 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
se'rve as important strategic tools in innovation and market
C ly, business models should
have a prominent position in the marketing literature.
However, marketing scholars have, so far, paid little attention
to the business model concept, perhaps because it lacks an
blished definition and clear tk ical foundation. 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 mst:tuuonal change processes. As such, it takes
the | position of ad ing a service-
strategy-based understanding of business models for all of
marketing strategy.

B4 Heiko Wieland
hwicland@csumb.edu

Nathaniel N. Hartmann
nnhartma@hawaii.edu

Stephen L. Vargo
svargo@hawaii.edu

! College of Business, Califomia State University Monterey Bay, 100
Campus Center, Seaside, CA 93955, USA

% Shidler College of Business, University of Hawai’i at Manoa, 2404
Maile Way, Honolulu, HI 96822, USA

Shidler College of Business, University of Hawai'i at Manoa, 2404
Maile Way, Honolulu, HI 96822, USA

Published online: 24 April 2017

Keywords Business models - Institutions - Ecosystems -
Servi i 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
(Dogar and Eyquem-Renault 2009). S hat surpris-
ingly, marketing researchers, Wlth some notablc excepuons.
have not participated in ping the th

needed to advance an understanding 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 Clearly, there is a re-
orientation toward service in individual companies, econo-
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 classifications 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 adjusting a marketing strategy for goods. That is, such
service marketing strategies are often grounded on some var-
iation of the IHIP characteristics (intangibility, heterogeneity,
inseparability of production and consumption, and
perishability; Zeithaml et al. 1985)—generally, problems

4) Springer
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Abstract It is widely recognized that business models can
serve as important strategic tools in innovation and market
formation processes. Consequently, business models should
have a prominent position in the marketing literature.
However, marketing scholars have, so far, paid little attention
to the business model concept, perhaps because it lacks an
established definition and clear theoretical foundation. 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 p owning key and alter-
ing sets of decision variables to one that highlights the facili-
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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 Eyquem-Renault 2009). Somewhat surpris-
ingly, marketing researchers, with some notable exceptions,
have not participated in developing the ical foundati
needed to advance an understanding 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 emphasis on service strategy is partially motivated by
the appearance of a service revolution. Clearly, there is a re-
orientation toward service in individual companies, econo-
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 classifications 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 adjusting a marketing strategy for goods. That is, such
service marketing strategies are often grounded on some var-
iation of the IHIP istics (i ibility, h i
inseparability of production and consumption, and
perishability; Zeithaml et al. 1985)—generally, problems

&) Springer

“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

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  ggjytions (vargo and Lusch €t 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

« Mark i
Duality of Establishing nested & an?jr ::f;I::EI\f:GS
Technology; overlapping . P ty
Oriiomst Y, Service Actors (Kjellberg and
1992) Y ecosystems tnvolved in ;Igcl)%e-s/i(r):ujzoo gi’d
Tech as uselzful of | Spring 2006)
knowledge; — — » Interpretive
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solutions (Vargo
and Lusch 2014)
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» institutional logics”
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Service (Thornton et al.
Exchange 2011

Enabled & » Systemic approach
Constrained by (Zott et al. 2011)




mll Some Venues for Innovation

Resource Integrators
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Some Major Areas of Study
m and Applications

g = Metatheory

Theory of value cocreation
Theory of the market

= Macromarketing

Sustainability

= Environmental
Ecosystem services

= Actor/enterprise-based
= Social

CSR and ethics
Public Policy and role of government

= Midrange theories
= Micro-level theories
S-D logic — CB links —CCT links
= Artificial Intelligence, IoT, and Robotics




S-D Logic as a Foundation for
a Sustainability Framework

Logic

e Dynamic, interactive, co-evolving

» No privileged actor

e Implies interdependent, holistic value cocreation

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

e Importance of material world
e Implies ecosystem services



S-D

SOME STRATEGIC
IMPLICATIONS



Some Practical, Counter-intuitive
Implications of S-D Logic

Logic

e Competition is a motivator, not a goal

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

¢ Seeking service flows
¢ Seeking inputs to life experience

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




Service-Dominant Logic
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e Working papers
e Teaching material
e Related Links

and Robert F. Lusch

Steve Vargo: svargo@sdlogic.net
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