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Abstract. How can e-business contribute to value creation? The answegusritéy
given by a value chain analysis. Because the value chain is abaodtieacthat
contribute to value creation, the definition of value is very importarmmMPorter’s
original work and also from other current management and e-busim¢issoles one

can derive two distinct interpretations: revenue and willingness yo Tgas article
discusses both of them. The willingness to pay is chosen as the aggropri
interpretation. The article also shows that the value chain amdtggiuently assumes
zero costs for production and collection of payments. Therefore, to think about
customer relations and business models the value chain analyssrigplete and has

to be supplemented by a payment chain analysis. We propose the extehged va
analysis. Short examples from the search engine industry iteigtrat the subject of
this article is not only of academic nature but has implications for practitjaoers
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1 Introduction

Many firms and their managers aim to create value; but whalige? Asking this in
general, we might end up with a book. But here, we just want to atisizauestion
for the value chain. In 1985 Porter proposed the value chain as a tool tty idedtto
analyze the origins of competitive advantages. It integratesmastoriented and cost-
based ideas (Meffert 1994, 51f.). The value chain approach is part ofcoraent text-
books on marketing (e.g. Hax and Majluf 1996, Meffert 1994, Meffert 2000, Hayes
al. 1995) and on strategic management (e.g. Saloner et al. 2000, S@@9)eAlso
textbooks dedicated to e-business use the value chain approach (e.g.200itz
Zerdick et al. 2001). Despite the broad acceptance and the matutity wlue chain
approach the meaning of the term value is not without contradiction am@xgfferent
publications. The reason might be the following statement:

“In competitive terms, value is the amount buyers &illing to pay for what a firm provides
them. Value is measured by total revenue, a réflecif the price a firm’s product commands
and the units it can sell.(Porter 1985, p. 38)

The article analyses two different interpretations of value. Tiwli cannot only be
taken from different textbooks, but also from Porter’s statemahingmess to pay and
revenue. The second part of this article sheds light on the strepayment, whose
impact on value creation is frequently marginalized.

This introduction continues with a brief overview concerning the value.chben, the
search engine industry is introduced to serve as an example foraspeets of this
article. The example does not represent a full analysis oktrelsengine industry, but



it can illustrate some relevant aspects. Following this, theodattion provides

notations that are used to make the following discussion more prébesaecond part
of the paper identifies two important but conflicting definitions of ¥héue chain’s

value. It discusses some properties and selects one definitionagptberiate one. The
third part of this paper deals with an implicit assumption of theevahain analysis. It
Is about zero costs for payment-related activities. The artickcks whether this
assumption is appropriate or not. Based on the results, an extensiorvaluiaehain

analysis is suggested. Finally, some implications for vertical integrate drawn.

1.1 The value chain — an overview

A competitive advantage ultimately derives from providing bettetoousr value for
equivalent cost or equivalent customer value for lower cost. As cust@iue depends
on the goods and services delivered to the customer, the value and sheéepestd on
the firm’s activities to create these goods and servicesvalue chaindisaggregates
the firm into its distinct activities (Porter 1985; Anthony and Goviajdar 1998, p. 67).

It is the linked set of a firm’s or many firms’ activitidgat are necessary to create goods
and services for a customer or a group of customers (see Anthonyozirdi&ajan
1998, p. 316, Wirtz 2000, p. 261). Within a single firm the value chain addresises a
ties that either directly contribute to the production of the good&rwicss (primary
activities) or indirectly influence this (support activities).téa&l of analyzing a single
firm one can also embed a firm’s activities in a largezastr of activities, which Porter
terms thevalue systemit includes activities of all firms involved in the production of a
good or service, from basic raw material sources for component sapiolighe ulti-
mate end-use product delivered into the final consumers’ hands (Porterpl9a8,
Anthony and Govindarajan 1998, p. 316, Saloner et al. 200, p. 128).

An analysis of the activities’ contributions to costs and value hbfp$irm to identify

sources of competitive advantage. The analysis should also expliaikéges between
activities (Porter 1998, p. 77). A link implies that a change in awitgahfluences the
value and costs caused by another activity. Such interdependencies camm @iher

activities within the same firm or activities located in tdifferent firms or even the
customer. For the latter case one often considers the value chaisupplier or of a
customer.
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Figure 1: The value chain



The value chain displays the total value, and consists of value iastigitd margin.
Margin is the difference of value and total costs of activifigsrter 1985, p. 38). A
value creation according to the value chain approach is assumeceifigheerpositive
margin (Porter 1998, p. 77).

According to Meffert (1994, p. 52) there is no standardized way forue \cilain ana-
lysis. There is some scope in the identification of the customérs gerceived benefit,
as well as in the identification of the value-creating acéigitand the amount of their
contributions to the value. Hence, the value chain approach is not objedihesense
that every time everybody can identically reproduce a value chamffon at a given
time. Beside this, even the definition of value is not clear. Therlgroblem is
addressed here.

1.2 The early search engine industry — an example

To support our argumentation we will use examples from the esaigls engine indus-
try. A search engine, which usually has been started as a fscipriject, recognizes
that there is a demand by Internet users to find information on thiel Wede Web.
The idea to start a business to exploit this demand was anteasfter the technology
was developed (e.g. web catalogs like yahoo.com or robots like lycosBainiow do
they get the money for it? Several revenue models have been dischdgertisement
has been the most successful approach, but also subscription-based nobgels @er
request have been considered. But let us first take a look at iieescheeded to pro-
vide an opportunity to find something on the World Wide Web.

A search engine is an information provider for specific informatioks to web pages
with useful content. According to Varian and Shapiro (1999) the value ofriafmn
providers is based on how they localize, filter, and present the intforma&his gives
three important activities: localization, selection, and presentdrom a technological
point of view selection often is a step-wise process, whichsfioses some information
about interesting pages, and second in response to a user's regedsitd a subset
from them to be presented to the user. Early search engines, eog, Mahoo, and
Altavista, not only provided search capabilities but also combinedtlit additional
content: email service and other communication services, as sveliggp and Internet
service provider functionality. Figure 2 displays these important activities.
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It is not necessarily the Internet user that has to be considsré@e search engines’
customer. Also advertisers, venture capitalists, or even potergiahsider might be

addressed (see Urbig 2001). In the following examples we only pick wgspeets we

are interested in.

1.3 Defining relevant values and criteria for the value chain

Now that we have got a rough idea of the value chain approach, wieaudl on our
guestion: What is the value of the value chain? We begin with somehtsoag
valuation and then quickly go into some notations used throughout the amickhaF
we define primary and secondary values, where primary valuesdaectoutcome of
a valuation process. Secondary values are calculated from primary values.

During a valuation process the quality or worth of something is judgedaléde
therefore refers on the one hand to something that is judged. On théartdet refers

to a criterion that guides the judgment. Considering the value chalraveeto define
both, the object and the criterion. At the first glance, therereeagent that the object
the value chain’s value refers to is the stream of goods andesetoigards a customer

or group of customers. Therefore the value is specific for panticutomer relation.
The relation is also affected by the flow of payments. Hence,alse consider
valuations of paymenfsBased on the valuations we calculate values, which we label
secondary values.

Primary values as result of valuations

The stream of goods and services from a firm to its customerthendgtream of
payments from the customer back to the firm are objects of vahsatConsidering the
firm’s point of view we refer to the first as the interndfly and to the second as the
externally ) created object. Both can be valued by the fifho( by the customerc).
Based on the two objects and two criteria, we getjoanary values:

Vobject criterion With object/{i,x} andcriterion /{f,c}. (primary values)

The valueV;s of an object leaving the firm is the negative cost this obmeses Vi is
the perceived benefit of the customer receiving the obfgeandV . refer to the firm’s
and customer’s valuations of the payment. For all these valuesumashat incoming
objects have a positive value while outgoing objects have a negative one.

It is difficult and therefore sometimes not useful to determinalae exactly, but it is
important to have qualitative statements about the impact of infhliéattors (Saloner
et al. 2000, p. 132f.). Especially, it is important to consider that theitcf of value

and the valuation method determine how the value can be influenced, e.gletests

! To describe a relation between two economic acttss Zerdick et. al. (2001, p. 50) use two invigrse
directed streams of goods, services, or money. ttinfately, they do not draw some consequences for
the overall value chain approach.

2 An object having costs &has a value for the source of the object®f

% |f for an object this is not the case we can cleatig point of view and consider the option to iexe
the original object as the new object of interest.



mined by opportunity costs might be influenced in another way than costd ba
actual payments.

Secondary values as result of comparing primary values

Based on the four primary values we define five additional (secongahygs. A
stream valueis the value that is assigned to the stream of goods and sewittethe
payment. It sums up the values it has for the creating and footisaiming partner.
Streamvaluesanswerthe questionwhetherthe existenceof the stream creatgmsitive
value.If not, bothpartnerscan—if possible- bebetterof by cancelinghe objectandex-
changingbenefitsfor exampleby a financial transfer.Sometimese.g.becausef law or
technologicarestrictions sucha financial transferis not possible or causes more value
distortion (more costs), then tlogiginal objectis only used as tokenand not the
primarypurposeof thefirm. Thepartner values' arevaluesthatareassignedo firm and
customeiand tell us something about how firm and customer see the relatiohdtie
are involved in. A positive partner value implies that it has wortbarticipate in the
relation. A negative partner value implies that it is béttdrop out of this relatiorif all
primary valuesare aggregatedve get the relation value. The relation value signals
whethertherelationcreatesn sumapositivevalue, i.e. if it has an economic value at all.
This value might even be distributed among the partners such that orer pas no in-
centive to continue the relation.

Vitre = Vig+ Vie  and Vg = Vst Ve (stream values)
Visxt = VitV and  Viixe = VictVxec (partner values)
Vixctf = VitV ctVist Vs (relation value)

Thesadefinitionsimply somepropertieof thevaluesFirst,if therelationvalueis positive
(negative),then at leastone object value and one partnervalueis positive (negative).
Secondjf eitherobjectvaluesor partnervalueshavethesamesignthentherelationvalue
hasthis. Third, If only onepartnenalueor oneobjectvalueis known,thenthedirectionof
therelationvalueandtheothervalues are natetermined.

2 Dealing with conflicting definitions of the value chain’s value

After the introduction, the second part of this article takes on thetigneof the defini-
tion of the value chain’s value. We first present two definitions apthe why they
usually are conflicting. We then identify the more appropriate one.

2.1 Two conflicting definitions of value and margin

Different textbooks covering the concept of value chain suggest tfeoehf interpreta-
tions of the value chain’s valié The first interpretation defines that the value is equal
to the revenue that a firm gets in return for the delivery ob@gr service (Porter
1985, p. 38, Hax and Majluf 1996, pp. 120, 161, Zerdick et al. 2001, p. 31; Meffert
1989, p. 261). From this we get the marljiras the partner value of the firm, i.e. the

* We could refer to the partner values as stakeholdiie, but here we do not want to relate this to
stakeholder literature.



profit as the difference of revenue and cost of performing the vatigtias (Porter
1998, p. 77).

V =Vy and M =V, Vi (definition R)

The second interpretation of the value chain’s value is based on timapaiss that
“value is the amount buyers are willing to pay for what a firovigles them” (Porter
1985, p. 38, Porter 1998, p. 77). Assuming perfect rational customers, thengsisip
pay can be derived from the customer’s perceived benefit. The naargfire difference
between value and costs can then be seen as a potential prdir (ses¢ance Saloner
et al. 2000, pp. 129ff, p. 243). An additional model of the market processestingght
be used to analyze how the potential profit is divided into the fiprddit and the
customer’s net benefit.

V=V and M=V, +Vis (definition W)

If one tries to make both definitions equal then the firm’s valub@payment¥,; has
to be equal to the customer’s value of the goods and sekjigeBhere are two points
that illustrate that this equality is not a realistic use&gumption. First, the equality
holds if the following two conditions hold. The firm perfectly discnates the
customer; hence, it can extract the full benefit, i.e. custommetsbenefit is zero
(VictVx~0). The fact that 100€ have the same value for the one who givesyibada
for the one who gets iV =—Vy1) is the second condition. These two conditions are
very restrictive. The first condition is an exception in realitye second one we pick
up in the third part of the article and explain why and how it is t@dlaThereby we
consider positive costs for the creation of payments and positivefopsisllecting it.
Another implication of the equality of the willingness to pay andrévenue Vx=Vic)

is the fact that the customer’s partner value is equal to theqrdls stream value
(Viex.c=Vx.c+). Hence, the customer can capture all value that is creatée lsyréam of
payments, and only this. It does not matter if and how this valueasedrand if finan-
cial market imperfections occur. The points both together demonttedtthe equality
of both definitions does not seem to hold in general or in the standardrbasefore, it
IS reasonable to assume that both definitions of value are usually inconsistent.

Vi Z Vic (assumption of inconsistency between definitions R and W)
2.2 Comparing both conflicting definitions

In the lastsectionwe havepresentedwo conflicting definitionsof thetermvaluein the
valuechainapproachWhich is the right one?As statedabove the valuedetermineghe
activities that are analyzed. The value chain approach suggests some activities that
should be analyzed. Therefore, comparing the proposed activities withctikigies
implied by a definition we might get a hint to the appropriate dedmi Additionally,
thevaluechainapproachaimsto supportheanalysisof costadvantageandproductdif-
ferentiationHencewe can also compaieothvaluedefinitionsaccordingo their ability
toshedight oncostadvantageandproductdifferentiation.



We first compare the activities implied by the definition of vadgserevenue. In a next
step we do this for the definition as willingness to pay. Finall,campare both defi-
nitions’ abilities to identify of sources of costs and sources of differentiation.

Activities affecting “value as revenue”

Value chain is also about how to increase the value created foy. Dffining revenue

as the value, thus following definition R, the aim is to increaseebenue. The first

idea to increase the revenue is a price increase to colleet pagments. But is a
revenue increase really caused by a price increase? Areluleeactivities the origins of

the price increase? No. The market process that determines mthetlpeice actually is

converted into a stream of payments is not considered in the value chain approach.

Another way to increase the revenue can be derived from adaptirpéhefianalyzing
the customer’s value chain and to think about payment-related astiitizee can
lower the costs that the customer associates with the creditibe payment, then he
might be able to pay a higher price. As above market processesalxed, but are not
modeled by the value chain.

Instead of increasing the price, the value of payments can alsucieased by de-
creasing the probability of loss or lowering the costs of cofigdtie payments, e.g. by
enforcing credit card usage instead of a cash or check transfer.

We do not want to continue the enumeration of ways to directly irectbasrevenue.
Most of them are related to market processes, as well asatng and collecting pay-
ments. But, such activities are not explicitly part of Portealsie chain. Other authors
that follow the definition R of value as revenue, especially frotts teelated to e-busi-
ness, do explicitly address some of these activities. Hencegxbeyd the value chain.
For instance, Zerdick et al. (2000, p. 32) consider the activity cladisng and
collection”, Skiera and Lambrecht (2001) include the activity “findnic@nsaction”,
and Meffert (2000, p. 923) integrates the activity class “financing and payments”.

Activities affecting “value as willingness to pay”

Which activities are considered if we follow the definition W of vadsehe willingness
to pay? To answer this question, we additionally assume thatdtioaal customer the
willingness to pay corresponds to the value the customer assighe @oods and
services provided by the firm. To increase the value we have t@agectiee willingness
to pay. Hence, we have to increase the value that is associdtetheiigoods and
services provided to the customer.

For a search engine the customer’s value can be describesdas iwd-igure 2: “help
users to find subjectively interesting content on the World Wide WEIE. stream of
payments is not considered at all and also market processes arensitered. The
activities to be analyzed are only such that contribute to theimreaf goods and
services. But they do not deal with the collection of payments. Arysamalf these
activities can either lead to a direct increase in the valukeofood and service. This
can be based on an increase in quality or adapting the products prdpeifitiesore to
customer’s needs. Beside direct effects, one can also explogdska the customer’'s
activities. Thereby, an adaptation of the value creating activitight decrease of



customer’s costs associated with the absorption of the goods anegsemhics finally
increases the perceived benefit of the customer, hence its wdbagto pay. In the
example we see that definition W seems to be more appropriaeédrésses the activi-
ties we would expect to be relevant for value creation and we do edttaeonsider
activities that are not captured by the value chain.

Definitions’ contributions to productifferentiation and cosadvantages

The definitions of value not only imply a distinct set of activitthat have to be
analyzed. They also serve as a guide to think about how activitietbatato differen-
tiation and to costs. Differentiation is based on a high value thetnecess assign to the
stream of goods and services. Here the definition of value comes into play.

If the value chain’s value is interpreted as revenue then the cu&oratie of the
goods and service¥;. is not considered. This point of view is similar to internal
accounting that is not focused on customer orientation and the custqerrsived
benefit or its net benefit. If the customer's value is not expli@onsidered, then
product differentiation becomes difficult to analyze. It becomes @wpossible, if
there is no revenue at all (e.g. early search engines) afetfiwie is sacrificed for some
strategic reasons (e.g. penetration strategy for pricing). Haowwee then analyze
product differentiation without rejecting the assumption of value\ante? Contrary,
considering value as willingness to pay one can easily drawnthedithe customer’s
perceived benefit. To increase the willingness to pay a firmdasovide goods and
services that have a comparatively high perceived benefit. ThisitoefiW of value
does not depend on any assumption about prices or payments.

Not only the value is fundamental for the value chain approach, but alsoatigm.
The margin is the difference of value and costs of the goods andeseBecause both
margins consider the costs of creating the goods and services, haitiodef make
costs to a subject of analysis. Hence, they both can support achlygsit advantages.
But as we have seen, only the definition of willingness to pay (tefinW) can serve
as basis for an analysis of sources of differentiation.

A different definition of value implies also a different meaningnafrgin. Considering
value as revenue the margin is profit. More precisely, it ip#nmner value of the firm.
Contrary, considering value as willingness to pay the margirpstential profit. It is

the stream value associated with the stream of goods and seAscesplained in the
article’s first part, both values signal different aspectsirofi’'$ activities and of its
customer relation. A negative partner value implies that the darmot get a benefit
from the relation and should therefore cancel the relation. If agahee time the rela-
tion has a positive value at all, i.e. the customer’s partner valupansates the firm’'s
negative value, then an additional value transfer (perhaps side paymégtis solve

the problem. A positive partner value does not indicate that the stkgoods and
services creates value, but only signals that the combination wédhstreams together,
goods and services as well as payments, has a worth for therfifomthe customer. If
the stream value is negative, then the exchange of goods and sermictgseful at all.
Such a stream cannot be the primary purpose of a firm. It canemby as a token for
the case that no other way of value transfer is possible (fantestif a financial trans-



fer is forbidden or too costly). A firm is in a deep crisig iflentifies a negative stream
value of the goods and services that serve as the firm’s primary purpose.

The appropriate value is the willingness to pay

Summing up the results for the comparison of both definitions, we have taidenicht
the willingness to pay is the more appropriate definition of valust, Fi better fits to
the originally selected classes of activities (see Figlw&econd, it better supports the
analysis of product differentiation. Third, the induced definition of mmargi more
meaningful for strategic analysis of value creation. The comgat#ance of the pay-
ment on the one hand provides a good basis for separating value creatiovafue
distribution. The latter one can be analyzed with tools approaching tniar&es. On
the other hand it does not consider costs caused by activitiesl relgtayments. This
might be one reason why some authors tend to use the revenue; theyacaepbto
ignore payment-related activities in a business analysis. Weewiember this aspect
in the third part of this article.

After retrieving this theoretical result we want to mirdoistto our example: the search
engine industry. The early search engines did not have direct reyeymease Internet
users. If one values user contacts and interprets these contgetgnasnts then one
might be able to follow the interpretation of value as revenue. A vatirease then
implies an increase of the number of contacts or of the qualitymdécts. This does not
directly imply an increase of the quality of the search capiasiliBut | would expect
that the search capabilities create the Internet users’ vélaesearch engines. Hence,
from the practical point of view the revenue does not seem to bpphapaiate concept
for value. Considering the value as willingness to pay, which famaltinternet users
corresponds to the value of the search capabilities, the followingansestise: Can
the system localize more web pages? Can it store more ifomadbout these pages?
And finally, can it increase the mechanisms that match a egeest with stored infor-
mation? But search engines should also ask how they could decreaseftexity of
search requests, in general, how to decrease the effort a useakeusr finding a web
page he is looking for. Anticipating the customers’ activities,coasidering the value
system, and recognizing that many users look for web pages that pgevidec con-
tent, e.g. news or weather information, the search engines stageavide this content
directly. Doing this, the search engines applied the strateggnoplementary integra-
tion and vertical integration. Summarizing the example so farageemption of value
as willingness to pay leads to better questions and more explanations than revenue.

This second part of the article has identified two conflictingnitedn of value. It has
discussed both from a theoretical point of view as well as withiexample. Definition
W, the value as willingness to pay, has been selected as the more appropriaterdefiniti

3 Relaxing implicit assumptions about payment’s properties

During the discussion within the previous section we have seen thaytments play a
somehow difficult role in value chain analysis. In this third pathefarticle we want to
deal with these payments more detailed. First we will ex@arénplicit assumption
about payments. Then we will show that this assumption is not intamigeshould be
relaxed for a firm and business analysis. We propose an extended avallysis.



Further, we present an implication for the analysis of valueragsiee. vertical integra-
tion. As in the parts before, examples from the search engine wndlustirate our line
of thoughts.

3.1 An implicit assumption

About the goods and services many authors using the value chain approach theg
the costs of creating the stream of goods and services differ tfeg value that is
assigned to this stream by the customer. This difference isr¢laged value. Usually
this created value is positive. Also a common assumption is thatdheicosts caused
by activities related to the creation of the stream. Withinatedysis of linkages bet-
ween value chains, many authors additionally assume that therestsefar activities
related to the absorption of the stream of goods and services (R98&y p. 52,
Besanko et al. 2000, p. 392). Even if there are no other distortions thefcostation
and of absorption justify the following cost-value assumption.

Vie # — Vit (cost-value assumption)

To identify an equivalent assumption for the stream of paymentslisefBesanko et
al. (2000, pp. 393ff). They intuitively describe the created value as uhe of
customer’s net benefit and the profit of the firm. Thus they wouldvotefinition W
of the value chain’s value. Now we do not talk about the value creattbe syream of
goods and services but talk about the value created by the firminBdlais to the
primary values introduced in the first part of this article, tHeevareation is given by
relation valueViix c=VictVxctVistVx i But Besankeet. al. later describe the same
value as the surin..=Vis +Vic. Thereby, they either focus the value creation to the
stream of goods and services or they deny value creation by thedirtaaesfer. This
leads to the implicit payment assumption, which implies that theeviddat the firm
assigns to the received payment is the same as the customer assigns to the payme

Vie = — Vit (payment assumption)
3.2 Discussing the payment assumption

Why do we make different assumptions for goods and services on the onanthnd
payments on the other hand? | do not know. But | believe that usuallyatieepesitive
costs of activities related to the collection of payments. Alsrgetare positive costs of
activities related to the creation of a particular streampayiments. Additionally, the
specific quality of the payment assumption prevents an applicatiaolsf developed
for value chain analysis to relations characterized by the exehahgoods and
services. Symmetric assumptions would easily provide this opporturdtyauld also
enable to approach an optimization of payment streams using the established tools.

Reasons for different valuations of payments

There are several reasons why a firm’'s value of received payndédfers from the
value the customer assigns to the payments. The costs thatsecsat@s with the
creation of the stream of payments can be positive. This mighaused by positive
interest rates if the customer must raise a credit or evawcthwties related to financial

10



management. If cost of financial management can partly bedthkeak to single activi-
ties and single customer relations management might be able twvertpese activities.

On the other hand also the cost of absorption of the payment may beepdisitie firm
offers payment by installments then the firm might not complettpver the costs
from the customer. There are not only costs of the primary aesivielated to pay-
ments. There can be huge costs for the development of payment-related technologies.

The more positive the described costs are the bigger is theedfeein the valuations
of the payment. If there are only costs but no other distortion them thets represent
value destructions. On the other hand imperfect capital marketseadntd a value

creation just by the payments, but such imperfections might alseas&rthe value
distortion. | suggest that, if there is no other information, one uscatyassume that
paying the price destroys value, even if it is very small. Bulh smeall losses can be
important if the value created by the transfer of goods and sengicEsmparatively

low, too. If we are now convinced that costs of activities relatgihyment matter, then
we can refine our payment assumption as follows:

Ve Z — Wt (refined payment assumption)

An Example: Search engines and the refined payment assumption

Now that we have changed our payment assumption based on theoresoak re@
want to see if this is empirically plausible. Consider thetimrlabetween an Internet
search engine and the Internet user. If the user has to pay licsiegle search request,
then very small prices are necessary. But the billing and tioheof these micro pay-
ments has been an unsolved technological challenge. For the earty esegines there-
fore the costs of billing and collecting such micro payments havedzebigh that such
business models were omitted. Despite the search engines dideio¢ rewvenue from
the Internet user, they have had a strong interest in keeping atierréb the Internet
user. How can a value chain analysis capture such issues?st &ppeoached with the
refined payment assumption. Thereby we get symmetric assumpiotigefstream of
goods and services and for the stream of payments. Doing this wemcaralize and
consider two inversely directed streams of goods and servicesntEneel users create
a stream of attention. This attention has to be collected and eddhyi the search
engine. Finally this stream of attention is sold to advertisesing this point of view,
we can analyze and probably optimize how the search engines absptio@tnd how
these activities contribute to costs. We can also ask how thigiatt is created and try
to exploit linkages. With linkages | do not only refer to links betwaetivities of the
search engine and the Internet user, but also to links betweenextivithe stream of
providing search capabilities and the stream of capturing the wesigion. Perhaps
we can link both streams in a unique way; hence build up a competitive advantage.

3.3 Proposing an extended value analysis

Being convinced that aspects like costs of creation and absorptionrémpaymatter
and that the refined payment assumption is useful for a practiked aaalysis too,
what does this mean for a value chain analysis? First of dthplies that even a
positive margin of the classical value chain does not imply a abbditousiness. Or the
other way around, a value chain disturbing value might be compensatedabyea
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creation caused by the financial transfer. Additionally, a firmamby has to identify
linkages between the value activities of a firm, i.e. production, anddtneties of its
customer, i.e. absorption, but also linkages between activitiesdrétatee production
and absorption of the payment. We now see that the value chain aisglysisa part of
the business (model) analysis. It has to be supported by an analybis phyment
chain and the related activities.

To extend the value chain analysis, | propose an analysis as \egualiZigure 3.
Activities of Porter’s original value chain can be found in the upgfebbx. The upper
right box contains activities that are from the customer’s vethaén. The lower boxes
contain activities that are related to the stream of paynmEmesextended value analysis
Is based on an analysis of activities’ contributions to the four pyineues. We need
four instead of value chain’s two values (cost and value), becausensalar the
refined payment assumption. Thus, we have to analyze if value tecti@adestructed
by the payment chain.

Based on these four primary values one can analyze the how the redtiencof a
stream (stream values) can be increased. This is the fundameettion for the
creation of a sustainable competitive advantage. The stream s&jnes whether the
stream creates values or destructs it. If the latter happenstream might be cancelled
and replaced by a simple financial transaction. The analysis gfattteer values, i.e.
the customer’s net benefit and the firm’s profit is a good stagbint for identifying
potentially risky customer relations. If the net benefit is sthah small changes in the
customer’s costs can lead to loosing this customer. A small prggites that small
changes in the firm’s costs can make the customer relation uaptefitWe see that the
extended value analysis provides different values depending on the qubstida t
asked.

value creation by goods and services

NG
e Vi Vi N
production if ) I.CH absorption
- -—--valuechain----f------+- ->|
= 2
2 g
o -
absorption Vx,f . Vx,c production GCJ
=== - - - paymentchain ==f-=-==-=--- - -
. J

~— ~
value creation by payments

Figure 3: The extended value analysis

The extended value analysis has symmetric assumptions for ¢aenstf goods and
services on the one hand and for the stream of payments on the othertiqedables
a generalization. We can interpret the stream of paymentgeasesal stream of goods
and services provided by the customer. Doing this we can apply alusa#ly applied
to the stream towards the customer now to the stream towarfilsith&his means that
we can also ask how to exploit linkages between the paymentdreletieities of the
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firm and of the customer. For instance, if the interest ratéh@firm is lower than for
the customer, then the switch to payment by installments can sectiea value/x tc
without any affect on the stream of goods and services. This addiialo@ might be
distributed between firm and customer, i.e. increasing the customer’benefit or
increasing the firm’s profit. The design of the price as welb@billing and collection
mechanisms is now embedded into a classical value chain analysis.

But not only linkages between payment-related activities provide smwces of
competitive advantage, but also linkages between activities of bahms. The
integration of the stream of goods and services with the stregrayofents can be a
source of a sustainable competitive advantage. For instance, tigiiteamincentive for
a particular way of delivering the goods and services that has camply high costs,
because it lowers the costs of collecting the payments. Makisg timkages a subject
of analysis is an important aspect of the extend value analysis.

If we can generalize the extended value analysis and analgzéwersely directed

streams of goods and services, then we are also able to arelfjtmens that are not
characterized by paying a price for something, but that are iheheaacterized by the
exchange of something. In the example about the search enginesevableeto talk

about the relation between the search engines and the Internet apég there is no
pricing at all.

Excurse: Combining both streams in to one stream

It is not the first time that the activities regarding thenpent are considered. As
mentioned earlier, several authors dealing with e-business have irdoden classes
of activities into the value chain: payment-related activitiége question that arises is
for instance, how does billing contribute to the value of some good oce®rVhey
only do so, if the stream of goods and services and the stream okErgayare
combined into one. Doing this we lose the ability to think about the liskage
activities related to different streams. Also the definitiorvalie and costs becomes
somehow difficult. What are the costs of creating a streanfirthereceives. We then
have to cheat and think about creating the option of receiving somethinthiBdbes
not seem to be appropriate for managers.

3.4 Implications for vertical integration

Until now we have focused on the analysis of a single firm amigimer. Putting the
firm into the context of its value system as defined in the inttamlycwve can analyze
its position regarding vertical integration. A value system arslg about all activities
enabling the flow of goods and services from the raw materialetdirial consumer. If
we extend the value chain analysis we also have to extend the sydtem.
Considering the additional stream of payments, we realize thatettieal integration
can be different on both streams. For instance, the management ofigamhe via
direct contact between firm and customer, while the billing an@éaah of payments
can be outsourced to a third firm. Figure 4 illustrates this mtuadur extended value
analysis now shows that we have also to look at linkages betwestréhen of pay-
ments and the stream of goods and services. If both streams cameaibbpled then
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the mentioned intermediation is not possible or causes even moreg-cosis/alue sys-
tem analysis, it is of great importance to realize how the two streanmgeamnnected.

firm 1 firm 2

L, stream of good
and services

_ _stream of
payments

firm 3

Figure 4: Different vertical integration for the stream of goods and services
and for the payments

Regarding the analysis of a value system Saloner et al. (200BIssméorter (1985)
state that the value that is created along the value systdistrisuted among the firm
participating in the value system. Usually market power is thefdator for gaining a
big share of the value. As we see that the integration and tecluabloginagement of
the payment chain can be a difficult task, which can even prevent Bosieess
models, technological question are also crucial factors for valtriédison. They can
enforce specific patterns of profit distribution among the members of a value syste

4 Conclusion

This article discussed two questions related to the value chaiysigndl shows that
there are two usually conflicting interpretation of the value:megeand willingness to
pay. Both were analyzed according to the activities they aatedeto and according to
their support for the identification of differentiation and cost advastaBecause the
willingness to pay is better according to both aspects, it is the appropriateeitatéopt

Additionally, we have shown that the value chain analysis often makesec-intuitive
assumptions about the stream of payments, i.e. zero costs of paghatad-activities.
We demonstrated that — as accepted for the stream of goods andsseraiso for the
stream of payments there are costs of production and costs of alisofpise costs as
well as imperfect capital market can cause a value creatimalue destruction just
because of the financial transfer. Hence, in an extreme cafiaaheial transfer might
become the primary purpose of the firm, having the stream of good®mmckes only
as a token. Or it can lead to the failure of a business model.

Therefore we proposed an extended value analysis, which additionallglersngie
stream of payments. Based on the refined payment assumptions wenegalize the
extended value analysis. This enables an analysis of relatiorctenesed but mutual
exchanges of goods and services. The extended value analysis hesmadsonplica-
tions for a value system analysis. The interconnection of thenmstofagoods and
services and the stream of payments is an important question fimeutif kinds of
vertical integration. These linkages between both streams casdoeca of competitive
advantage or even the reason for a failure although there is a positive value chain.
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Future extensions of the value chain should keep the different intéigrstand
purposes of value definitions in mind and should explicitly address theepaym
assumption.
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