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ABSTRACT  

 

The purpose of this study is to apply value-based business concepts to a product in order to gain 

insight into the competitive environment within its related industry. This case study is based 

upon qualitative information from the decision makers in a company producing a product. It is 

shown that the value based business theories, when organised into one framework, does facilitate 

the organisation of data, and hence some conclusions about the competitive dynamics of the 

industry can be drawn. The approach to thinking about business suggested by the value based 

business concepts might hence lead to insights that can serve as a new background for strategic 

decisions. 

 

Keywords: Strategy, competitive dynamics, industry analysis, value based business strategies, 

value capture theory. 

  



 

 

 

RESUMO 

 

O propósito deste estudo é aplicar conceitos associados à geração e captura de valor a um 

produto específico para melhor compreender o ambiente competitivo de seu respectivo mercado. 

Este estudo de caso é baseado em dados qualitativos obtidos de  tomadores de decisão de uma 

empresa produtora do produto em questão. Será mostrado que os conceitos de captura e geração 

de valor de fato facilitam a organização de dados e, portanto, permite traçar conclusões sobre a 

dinâmica competitiva da respectiva indústria. A abordagem sugerida a partir destes conceitos 

permite direcionar perspectivas que podem ser usadas como plano de fundo para tomadas de 

decisão estratégica. 

 

Palavras chave: estratégia, dinâmica competitiva, análise de industria. 
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1 Introduction 

 

If the sources of competition were uncovered, navigating within it would be easier. Recent 

developments within a direction of business strategy research called the value based business 

theories seek to facilitate this navigation. Specifically, research in the field is focused on finding 

analytical frameworks that can understand how competition impacts the profitability. By 

developing a method for employing these frameworks, this thesis seeks to understand the 

competitive environment relating to a specific product. The exploration of competition through 

the methods proposed suggests that the product is employed in an environment where 

profitability is deterred though the choices available to the participants in the value creation 

process.  

 

Among the tools available for companies that seek to understand the market environment 

through conducting an industry analysis, Michael Porter’s five forces have a significant position. 

The mentioned framework has had a major impacted on both research and practices within the 

strategy field for nearly four decades (Editor’s note in Porter, 2008b, p.1), and has consequently 

has a central role in business studies (McGinn, 2010). Based on the initial contribution on value 

based business strategies by Brandenburger and Stuart (1996), where the usage of cooperative 

game theory for the purpose of understanding value capture is introduced, an alternative 

analytical model for industry analysis has emerged. A central contributor to this value capture 

theory, Michal Ryall, claims that the model proposed both can explain the dynamics of 

competition and offer an alternative method of competitive environment mapping (Ryall, 2013a). 

 

The contributions to the business strategy research by the value capture theory are significant as 

these enable an insight into the relationship between competition and value capture (Gans & 

Ryall, 2016). Moreover, the mathematical tools provided allow a quantitative study of 

competitive dynamics (Ryall, 2013a). However, research within this field of strategy has only 

just begun and a managerial tool based on the insights is still in the future (Ryall, 2013a; Gans & 

Ryall, 2016). This study represents an attempt to apply the already revealed insights of the value 

capture theory on a real business situation. Understanding how the theory can be employed in 
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practice is a step towards further development of the field. In addition, it can uncover unknown 

mechanisms in the business situation where it is deployed.  

 

The business situation at focus will be the case industry in which the case company operates and 

in which the case product is transacted. The study will ultimately seek to answer: What are the 

case industry’s competitive characteristics from the perspective of the value capture theory? 

Hence, the purpose of this case study is to explore the contributions of value capture theories for 

understanding the impact of the competitive environment on the case product through 

developing and applying a method for industry analysis based on the mentioned theories.  

 

The case study explores the competitive environment of a specific product. The company 

producing the product therefore reveals sensitive information about the business environment it 

operates in. This environment is quite specific, with a limited number of competitors and 

customers. Due to the public availability to this dissertation, the company therefore needs the 

information not to be reconcilable. All recognizable agents are therefore anonymized. The 

specific product is employed in the processes of the case customers: these include both 

the customer type 1 and the customer type 2. The case company is part of the foreign mother 

company. 

 

The MPGI thesis should, according to the dissertation guide (FGV EAESP, 2014) be 

manageable, original, relevant and interesting. This thesis is manageable in the way that the 

conceptual frameworks applied should also be applicable with limited information and that the 

discussion to a large degree is limited to the information provided by the case company. It is 

original as it attempts to apply recently developed theories on a given industry. It is relevant, 

mainly because it applies strategic business concepts on a company situated in Brazil, hence 

allowing to deepen the knowledge both attained during the duration of the MPGI program and 

during the time spent in Brazil. Lastly it is interesting as it both applies to the specific situation 

of the case company but also remains general, allowing the ideas to be transferred to other 

sectors and industries as well. 
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The paper starts with an overview of the relevant theory related to the value capture theory, 

followed by a chapter on the methodology and methods employed during the work on this 

dissertation. Thereafter, the case will be explored. The results of the case study are presented, 

organized in a framework proposed by the theory. Afterwards these results are analysed 

according to the theoretical methods presented and displayed in the frameworks suggested. 

Finally a small example of a strategic tool is developed and presented. Conclusively, the most 

important results and findings from the theory and the empirical case study are summarized.  

 

As the research attempts to understand the competitive surroundings related to one given 

product, it can be classified as an exploratory research. Furthermore, as the data will be collected 

through interviews and management documents from one company only it is a holistic case 

study. Lastly, the research is based upon an initial overview of relevant literature, indicating that 

this exploratory case study is deductive.  

 

One important limitation of the work is that the frameworks are applied qualitatively. This is due 

to the limited information available, the reliance on information from one company only, the non 

disclosure problematic and the scope of this thesis.  

 

The research finds that the models proposed by the value capture theory do lead to insights in the 

competitive characteristics of an industry. The extent to which the models reveal dynamics that 

where not retrievable from a general business analysis of the sector is however limited at this 

stage.  
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2 Conceptual Framework 

 

In this chapter the theoretical background for the research performed is presented and discussed. 

In addition to exposing the strengths and weaknesses of the different models and frameworks, 

the review attempts to link the ideas together and show how these can be combined to represent a 

thorough theoretical foundation on which the empirical research can be based.  

 

The value capture theory has emerged as a concept within strategic management over the last 

two decades and now consists of both empirical and theoretical applications. One of the central 

contributors to the theory argues that by applying mathematical concepts to strategy through the 

use of cooperative game theory, the model has the power to explain the dynamics of competition 

(Ryall, 2013a, p. 82). The origins of the theories can, according to Ryall (2013a) be traced to the 

paper Value-Based Business Strategy by Brandenburger and Stuart (1996). The analysis 

forwarded by these scholars sought to define the term added value, and furthermore 1) to look at 

the value creation as a chain involving several actors; 2) to treat suppliers and buyers with equal 

importance; and 3) to promote the use of cooperative game theory for business strategy analysis 

(Brandenburger & Stuart, 1996, pp. 6–7). The paper was followed by a work by Brandenbuger 

and Nalebuff (1996) titled Co-Opetition, where these scholars address how companies can use 

game theory and the implications of this to increase their value capture. Chatain and Zemsky 

(2009) emphasize the inseparability of firm-level and industry level analysis and furthermore 

show how frictions impact value creation and capture. As Gans and Ryall (2016, p. 1) insist, the 

work of the different contributors to the literature seeking to understand value creating and 

capture from a mathematical point of view has resulted in a coherent and interlocking set of 

theoretical claims. These claims can be categorized under the umbrella-term, the value capture 

theory, which is the starting point of analysis of this thesis, and hence the theme of this overview 

of the literature.  

 

The review is organised as follows. First, a look into the mathematical background of the model 

will ensure that the formalities of this are exposed. Then follows a section with further 

explanations and definition into the central terms describing phenomena within the value capture 

theory. Thereafter, some formal frameworks are presented and discussed. Firstly, Porter’s five 
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forces, which has influenced the work in value capture theory. Secondly, the value net, which is 

an attempt of visualising the agents within an industry. Thirdly, the value network map is 

presented, yet another visual presentation of these agent, but with the attention brought to the 

value created and the competitive characteristics of this within a network. Finally, the concepts 

are summed up.  

 

2.1 Elements of the Value Capture Model 

The entrance of economics in strategic management has among other factors been driven by he 

need to interpret performance data (Rumelt et al., 1991). Game theory can enhance our 

understanding of economics and other social processes; therefore, although the mathematical 

nature of game theory has contributed to making this topic less available for strategic managers, 

their relevance should not be neglected (Powell, 2006). Using cooperative game theory to 

explain business related issues under the value capture theory-umbrella involves familiarizing 

oneself with the game itself. In what follows, the relevant literature exploring game theory for 

business applications will be exposed and the mathematical foundations described. 

 

2.1.1 Background. 

While game theory seems to be an integrated part of economic reasoning, the explicit usage of 

game theory for strategic business issues is not as apparent. In recent years there has however 

been several attempts to apply game theory to business, and two branches have emerged – the 

noncooperative branch using game matrices and trees, and the cooperative branch often using the 

characteristic function language (Brandenburger & Stuart, 2007, p. 2).  

 

Methods from industrial organization economics and noncooperative game theory have been the 

most influential economic foundation for business strategy (Brandenburger & Stuart, 1996, p. 7). 

In order to use noncooperative game theory many assumptions need to be made; knowledge that 

is not always available to the decision-makers. Typically these include quantities, prices, the 

precise order of moves and the functional forms of demand and costs (Gans & Ryall, 2016, p. 

18). While the noncooperative method is useful for analysis of possible strategic moves, the 

cooperative model provides insights on the fundamental power dynamics between the different 

players on a market; i.e. the competitive environment (Brandenburger & Stuart, 2007, p. 2). The 
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literature does also provide examples of combining these models to a so-called biform model. 

The biform game is a two-stage game; the first is the noncooperative where the players choose 

their strategies, while the second stage of the game uses the cooperative game theory to analyse 

the payoffs to the players due to the competitive environment the player faces (Brandenburger & 

Stuart, 2007, p. 3). Going forward, the cooperative game stage is what will be exposed.   

 

The term cooperative game theory could be misleading in the context of competition (Powell, 

2006, p. 7). Brandenburger and Stuart (2006, p. 2) also observe this fact, but furter state that the 

cooperative theory is not just apt for analysis of the competition environment, but does indeed 

offer a model for doing so. One interesting point is that although little information is absolutely 

necessary, the results tend to be applicable to many settings (Gans & Ryall, 2016, p. 18). 

Furthermore, it focuses on the division of known economic surplus rather than economic profits 

(Lippman & Rumelt, 2003, p.2). Conversely, the cooperative games take the characteristic 

functions as a given; hence few assumptions about the agents and the products will have to be 

made (Gans & Ryall, 2016, p. 20). In fact, the input to the model are the value-creating options 

available to the agents involved in a transaction (Gans et al, 2008, p. 7). The cooperative game 

model offers flexibility to the unstructured situations, and corresponds well to the dynamics of 

value creation in business (Brandburger & Stuart, 1996, p. 7). This is seen in the solution concept 

known as the core. The choice of this solution, the interval rather than a point estimates, further 

emphasizes the impact of competition on value capture and is hence a desirable feature for 

business applications (Gans & Ryall, 2016, p. 19). The cooperative game also portrays a free-

form competition. This ensures that the relationship between suppliers and customers are treated 

as a power-defining structure that impacts the negotiation of prices (Brandenburger & Stuart, 

2007, p. 9). In summary, although not an obvious choice, cooperative game theory with the core 

solution stands out as a flexible solution concept for business appliances. This is perhaps the 

reason for its popularity within value based business strategy applications, such a the value 

capture theory  

 

2.1.2 Mathematical background. 

This section will briefly expose the mathematical framework of cooperative game theory on 

which the value capture theory builds. Although technical and without much explanation, this 
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will serve as as a background to the elements of the model, which will be discussed later. The 

section is entirely based on the cooperative game stage as presented by Gans and Ryall (2016, 

pp. 11-15). 

 

A cooperative game consists of a set of agents, N   n. A subset of agents, G  N, would 

produce economic value equal to (G) were they to transact exclusively between each other. V   

 (N) represents the aggregate economic value generated by the agents in N. A portion of the 

value produced as a result of transactions by a set of actors can be captured by the agents, and the 

distribution of value,   (1 , . . . , n ), indicates how much each of the participating agents, i , 

will receive in return for participating in the activity. This distribution of value is competitive if 

it satisfies both a feasibility assumption, the value produced is the maximum value that can be 

captured; and a consistency assumption saying that the agents only choose to be in G if the value 

that can be produced there is at least as large as the value the agents could produce on their own. 

 

Four conclusions can be drawn from the model. 1) Tension between feasibility and consistency 

ensures competition, as the former limits the value captured to the value produced, the latter 

guarantees that transaction within different subgroups would create at least as much value if 

combined. Therefore, the former assumption shows how competition constrains each firm and 

the latter how it empowers the firm; 2) Competitive distributions is given by an interval with 

bounds i
min i

max; 3) The length of the interval i
min, i

max  implies the intensity of 

competition. Extreme competition is given by i
min = i

max , while situations where competition 

has no impact on the value capture of the agents will be given by i
min = 0 and i

max=V.  Situation 

where i
min = i

max = 0, and where i
min = i

max = V are also possible; and 4) Value capture by a  

firm i is determined by the minimum value guaranteed by competition, i
min and in addition the 

value the firm persuades the trading partners to share. 

 

2.2 Defining Value 

Evaluating a firms value creation is necessary in order to identify the firms’ competitive 

advantages today and in the future, as this exercise involves evaluating the foundations of the 

business and whether demand changes will impact the value creation process of the firm 
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(Besanko, 2013, pp. 302–304). The three elements related to value; value creation, value 

capturing and value adding; all central in the value capture theory, will be explored both in 

general terms and in terms more specific to the model. 

 

2.2.1 Value creation. 

From economics the concept of value created is straightforward: it is the final value of a product 

minus the value sacrificed to produce it (Besanko, 2013, p. 509). Porter analyses value creation 

as a result of a chain of activities from suppliers, through a firm and ending with the customer 

(Porter 2008b; Ryall, 2013a, p. 84). Another view, the resource-based theory of the firm, sees 

value creation as a result of the distinct resources and capabilities available to, or created by, the 

firm (Besanko, 2013, p. 367).  

 

The value capture theory does not contradict none of the previously mentioned ideas, but rather 

enlarges the idea about how and why value is created. According to this theory, the value created 

is the total surplus created between the agents (Lippman & Rumelt, 2003). The rivalry to create 

value is one of the two sides of competition (Gans et al., 2008, p. 2). Mathematically, as 

presented earlier value, V    (N), represents the aggregate economic value generated by the 

agents in N, i.e. in the industry. In the early works on value-based business strategy, the value 

created by a complete chain is defined as the the difference between a customer of a firms’ 

willingness-to-pay: the maximum amount a buyer would hypothetically be willing to pay for a 

product; and its antidote, the opportunity-of-cost; the minimum pay the supplier would be willing 

to accept in return for products (Brandenburger & Stuart, 1996, pp. 8–9; Ghemawat & Rivkin, 

1998, p. 5). What is important to emphasise is that analysis of value creation is taking into 

account the whole chain of actors; the suppliers, firms and buyers. Acknowledging that several 

actors create value together, as compared to one firm creating value for itself, is against common 

usage of the term according to Brandenburger and Stuart (1996, p. 6). Hence, the view that value 

is a common effort can be regarded as a characteristic of the value capture theory. 

 

In the context of the analysis of the competitive environment as a result of value creation, the 

value capture theory requires three assumptions regarding the actions. First, value must be 

denounced in the same way by all actors, typically in money; second, transactions between 



 

 

19 

agents are both feasible and occurs as a result of voluntary commitment by the agents; and third, 

all agents participating in the transactions agree upon the anticipated value to be created (Gans et 

al., 2008, pp. 9-10).   

 

The analysis of a market with several possibilities for suppliers, firms and customers, will be 

affected as the value created by the actors involved is affected. When the buyers and/or the 

suppliers can compare their possibilities with other firms, their respective willingness-to-pay and 

cost-of-opportunity might change. This again affect the value created, previously defined as the 

difference between the willingness-to-pay and the cost-of-opportunity. For arithmetic reasons, 

the total value created will always be the maximization of the difference between willingness-to-

pay and cost-of-opportunity (Brandenburger & Stuart, 1996, p. 12). The idea of the vertical chain 

is consequently developed further to an idea of what Ryall (2013a, 2013b) denominates the value 

network map, a concept that will be further explored later.  

 

2.2.2 Value Capture. 

In value based business strategies, the value capture, as Chatain and Zemsky (2009) argue, is a 

central focus directed at understanding how firms divide the value that has been created together 

between themselves. Firms hence create value together, and this created value sums up to the 

difference between what the customers would be willing to pay for a certain product and the 

minimum cost that the supplier would be willing to accept for its product. The firm would 

nonetheless not participate in a process of value creation if it did not make economic sense for 

them to do so. Consequently, and logically, the value appropriated by each agent in the value 

chain; customers, firms and suppliers is not negative. In practice, the value captured by a firm, 

the i, is the economic profit resulting from the transactions (Montez et al., 2017, p. 8). 
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Figure 1 - Value Capture and Appropriation 

 

Source: Brandenburger and Stuart, 1996 

 

The table indicated the link between the value created and the value captured in a value chain 

with a supplier, a firm and a buyer. For the buyer the value appropriated is equal to the difference 

between initial willingness-to-pay and the price paid; for the firm it is the difference between 

price received and cost related, and finally for the supplier it is the cost less opportunity cost 

(Brandenburger & Stuart, 1996, p. 11). The value appropriated by the suppliers and the 

customers hence depends on these agents’ subjective impressions of value in front of the 

transactions.   

 

By analysing the value capture by each agent in the value creating process, another aspect of the 

market dynamics can be observed. The value captured by each agent is in fact the price of having 

each of these agents participate in the value creation, as the minimum value an agent can capture 

cannot be smaller than the value the agent could add to another value network  (Gans & Ryall, 

2016, pp. 9, 18). Hence, the idea of firms only participating in creating value when it makes 

economic sense is emphasized, but moreover, this detail shows the crucial difference between 

creating and appropriating value. As Ryall (2013a) insists, an analysis based on the value capture 

model will seek to understand how much value can be appropriated by the agents by 

understanding the value created. That is to say that in any industry, an analysis of how and why 

the transactions find place and value is created is fundamental in order to understand how it is 

divided by the contributors afterwards.   
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This division of value between collaborators is a result of persuasion to engage in the 

transactions by the agents involved; some agents might have to give up on some value in order to 

convince another agent to participate (Gans et al., 2008, p.4). This is also known as the 

bargaining, in which the economic surplus is divided (Lippman & Rumelt, 2003, p. 3). In the 

context of game theory bargaining is not as much haggling and a win-lose situation, but rather 

the agreed sharing of a resource between agents (Powell, 2008, p. 21). The appropriation factor 

from the model, ,  indicates the importance of this persuasion relative to the value capture 

guaranteed by competition.  

 

2.2.3 Value adding. 

The added value of a product is what makes it unique and valuable, and so functions as a 

prerequisite to having a competitive advantage (Ghemawat & Rivkin, 1998, p.3). Ryall (2013a) 

argues that the core axiom of the value capture model is the idea that the maximum amount a 

value that can be captured by an agent as a result of participating in the value creation is bounded 

by the amount of value the agent adds the process (i  avi). In its essence the added value of a 

firm breaks down to being this firms value in a chain of transaction (Brandenburger & Nalebuff, 

1996, p. 62; Ghemawat & Rivkin, 1998, p.6). Seen the other way around, it is the what is lost if 

an agent does not participate in an industry (Chatain and Zemsky, 2009, p.8). Correspondingly, 

the added value of an agent is defined as the difference between the value created by all agents 

involved in a process and the value created by all the other agents except the agent being 

analysed, i.e avi  V – v(N-i )  (Brandenburger & Stuart, 1996, p.13; Montez et al., 2017, p.8). In 

cooperative game theory, the added value is actually regarded as the standard concept for 

marginal contribution; the value an agent adds to the game (Brandenburger & Stuart, 2007, p. 

14). An analysis based on this concept must assume that the total value capture resulting form a 

transaction is equal to the total value created, that the agents in a network must capture at least 

the added value it would have in another network, and finally that no agent can be forced to 

accept less value capture than its added value in another network (Montez et al, 2017, p.8).  

 

Brandenburger and Nalebuff (1996, p. 45) offer an fitting pie-metaphor to describe the idea: take 

the size of the pie when all contribute and compare this to the size of a second pie made by one 
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less contributor; the added value of the missing contributor is equal to the difference between the 

pies. From this it becomes clearer to see that the added value of an agent is this agents’ value 

contribution to the value creation in connection with the other agents. As the mentioned axiom 

indicates, there is a strong link between value capture and added value. While an added value 

analysis in economics is seen as the process of estimating the value created using market prices 

of products (Besanko, 2013, p. 509), the importance of added value in the value capture theory is 

more extensive. First, a positive added value acts as a condition for a positive value capture 

(Brandenburger & Stuart, 1996, pp. 6, 15). Second, the added value has been displayed to limit 

the amount of value a agent can capture when participating in an transaction (Ghemawat & 

Rivkin, 1998, p.6; Gans & Ryall, 2016, pp. 4,21); said differently it is the maximum willingness-

to-pay for a product of the other agents involved. The added value is therefore also, as seen, an 

upper bound on possible value capture for any agent. Third, an agent creating value by 

contributing in the transaction must also be offered something in return for it to bother to stay 

within the specific transaction group. This value is at least equal to the difference between the 

added value of all agents and the sum of all added values except the one of the agent under 

scrutiny; hence the added value acts as a lower bond on the value that can be captured as well 

(Gans & Ryall, 2016, p. 5).  

 

According to Brandenburger and Nalebuff (1996) there are many sources for a positive added 

value; these include being the only possible provider or purchaser or have a power over the 

supply or demand, providing exquisite quality, low price compared to quality, or being different 

in some way. In conclusion, added value impacts competition and thus also the dynamics of the 

market, and an analysis of the added value of a product could explain both its importance in the 

industry and its profitability. 

 

2.3 Porter’s Five Forces  

2.3.1 Porter’s five forces and its weaknesses.  

The heritage from Porter should not be neglected in an industry analysis. As Ryall (2013a, p. 83) 

suggests, the framework suggested by Porter might very well have transformed the field of 

strategy. Furthermore, as Besanko (2013, p. 258) argues, Porter’s main innovation is the 

classification of the economic factors that affects the profits of an industry into five forces 
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surrounding the vertical value chain and the market competition around a firm. According to the 

framework the forces affecting the profitability of an industry over time are: 1) the rivalry among 

existing competitors; 2) the bargaining power of suppliers; 3) the bargaining power of the 

buyers; 4) the threat of a new entrant in the industry; and finally 5) the threat of substitute 

products or services (Porter, 2008b). Porter (2008b) further claims that these forces reveal the 

drivers of industry competition. In other words, understanding the forces related to the 

competitors, suppliers, buyers, possible entrants and substitutes should lead to an insight into the 

industry dynamics over time.  

 

2.3.2 Critique of Porter from the value capture theorist. 

An important facet of Porter’s five forces is the qualitative analysis it induces. The possibilities 

of quantifying the outcome is limited to the subjective opinion of the analyst. Ryall (2013a), for 

instance, argue that post-Porterian strategy was lacking a formal framework for identifying 

causal relationships or defining the link between performance and competition.  

 

What is also important to notice is that Porter’s five forces are industry focused. Its design is 

directed towards understanding the industry structure, profitability and changes. Besanko (2013, 

p. 259) argues that a limitation of the framework hence emerges from the fact that some firms in 

the industry under scrutiny might occupy a competitive position that is not captured by the 

framework.  

 

Furthermore, the framework focuses on the concept of threat: from competitors, suppliers and 

distributors. Besanko (2013, p. 259), for instance, alludes to the model seeing these threats as 

destroying a firm’s profit. Porter’s five forces are indeed used to explain the superior 

performance of certain industries over time. As Gans and Ryall (2016, p. 7) explain, the premise 

of the argument behind is that competitors are attracted by profit, and thus the positive economic 

outlook will ensure competition. They go on to challenge the idea that competition pushes 

industry profitably to zero. The literature hence seems to agree that Porter’s five forces could 

mis-portray the impact of competition on profits. The last point is supported by empiric work on 

value chain frictions using cooperative game theory where an important insight was that Porter’s 

Five Forces cannot be considered in isolation (Gans & Ryall, 2016, p. 32). 
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Lastly, it can be mentioned that Porter’s five forces seem to be built within the microeconomic 

tradition. A limitation arising from this fact is the lack of focus on the role of the government. 

Due to Besanko (2013, p. 259), the government should constitute a sixth force due to the 

profound impact government regulation can have on industry profitability. 

 

As a concluding remark, four limitations of the five force framework of Porter has briefly been 

presented. Lack of quantitative methods, lack of attention to the specific firms, the impact of 

competition might be inaccurate, and finally the impact of government regulation has not been 

stressed.  

 

2.4 The Value Net 

With Porter’s five forces as a theoretical background and framework for industry analysis, a 

method that systematizes the process of showing how a specific firm could be affected by its 

surroundings was created. Alternatively, the capabilities perspective studies performance as a 

result of company specific internal assets and capabilities (Tallman, 2006). The value net on the 

other hand systematizes the process of showing how a specific firm both affects and is affected 

by its surroundings. 

 

2.4.1 Background. 

While Porter’s five forces analysis discovers the threats to profitability in an industry, the value 

net seeks to uncover the opportunities available (Besanko, 2013, p. 265). Mapping a value net 

might hence lead to more clarity about the environment of a specific firm or a specific product. 

This framework was first introduced in Co-opetition, a pioneer work within the use of game 

theory for strategic management purposes, by Brandenburger and Nalebuff (1996), which plays 

as a practical presentation of the value-based business strategy. The main idea of the framework 

is to map out and categorize all the actors that has an impact on a firm or a product. The agents 

are visually located relative to their role. Hence, the value net identifies interdependencies 

among the agents as well as drawing attention to the interlocked role competition and 

cooperation can have in a supply chain (Brandenburger & Nalebuff, 1996). The firm can through 

doing start to to identify how situations where all involved agents can gain, the win-win 
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situations in the environment of the business (Brandenburger & Nalebuff, 1996). This approach 

to business, where the firm seeks to identify how value can be created for themselves and the 

agents involved with it simultaneously, can be seen as creating shared value. When shared value 

is created, the firms ultimately strengthen their competitive advantage (Porter & Kramer, 2011). 

All relationships in a firm’s value net is characterised by the elements of win-win and wine-lose 

(Brandenburger & Nalebuff, 1996). For instance, as Tallman (2006) argues, the supply of 

individual knowledge is hard to duplicate for others and the company hence compete with the 

supplier of knowledge - the employee - to appropriate value. Understanding who the customers 

are and their needs is preliminary to solving their problems in a way that adds value (Lawson & 

Samson, 2001) At the same time, determining how the capabilities of the suppliers can be 

enhanced can also add value to the firm (Lawson & Samson, 2001). 

 

Brandenburg and Nalebuff (1996) ask which would be the players if business was considered a 

game; their answer resulted in four groups of agents; suppliers, customers, competitors and 

complementors. An interesting feature of Brandenburger and Nalebuff’s value net is however 

how it portray the symmetry of the actors that impacts a firm’s activities. Suppliers and 

customers are portrayed and treated with equal importance, a necessity when considering the 

importance of supplier relations, according to Brandenburger and Stuart (1996, p. 6). Yet another 

interesting feature is indeed the counterpart of competitor, namely the complementors. Due to the 

inventors of the term these are products or services the make another product or service more 

attractive (Brandenburger & Nalebuff, 1996, p.12).  There are hence two axes with two sets of 

symmetrical agents; suppliers vs. customers and competitors vs. complementors. These can all 

be drawn into a visual scheme. Such a scheme would represent the agents that affect a product, 

service or firm, and the interdependencies between these (Brandenburger & Nalebuff, 1996).  

 

2.4.2 Constructing a value net. 

By studying the interaction between firms, both threats and profit enhancing activities can be 

explored (Besanko, 2013, p. 264). The idea behind the construction of a value net framework is 

henceforth to assess opportunities and eliminate the blind spots by mapping the interactions 

between the firm or the product at scrutiny and its suppliers, customers, competitors and 

complementors.   
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Constructing a value net consequently consists of assessing who contributes to producing a 

firms’ products, and then placing these into the two dimensional framework presented in the 

figure.  

 

Figure 2 - The value net 

 

Source: Created by author based on Brandenburger & Nalebuff, 1996. 

 

The agents labelled competitors either contributes to customers valuing the firms’ products less 

when also having the product of the competitor, or contributes to making it less attractive for 

suppliers to supply the firm when also supplying the competitor (Brandenburger & Nalebuff, 

1996). Competitors in the model can therefore be both those companies that affect the demand 

for a product, but also those who affect the supply of resources for production. 

 

Complementors are, as seen, the term designated to describe products, services or firms that 

increase the attractiveness of another product. It could for example be a complimentary product, 

a partner or an ally (Brandenburger & Nalebuff, 1996). Being the opposite of a competitor, these 

agents either contributes to customers valuing the firms’ products more when also having the 

product of the complementor, or contributes to making it more attractive for suppliers to supply 



 

 

27 

the firm when also supplying the the complementor (Brandenburger & Nalebuff, 1996). This is 

to say, agents that increase either the willingness to buy, or the willingness to supply.  

 

Suppliers and customers are the firm’s partners in creating value (Brandenburger & Nalebuff, 

1996, p.21). Resources flow from suppliers to the firm, products or services flow from the firm 

to the customers, while money flows in the opposite direction (Brandenburger & Nalebuff, 

1996). Hence suppliers are those that the firm pays while customers are those who pay the firm.  

 

2.5 The Value Network Map 

After visualizing the agents and the interactions surrounding a firm using the value net, it could 

be interesting to visualize how these interactions leads to value being created and the 

mechanisms linked to the distribution of the value among the agents. A tool that could be used to 

do this is the value network map.    

 

2.5.1 Background. 

The three value concepts that has been explained: the creation, the capture and the adding is 

brought together into one visual concept in the value network map. The framework ultimately 

offers an alternative view of the value creating activities and the competitive environment in the 

industry compared to other models such as Porter’s. The value network map functions as the 

concept of the value chain in the value capture model framework, and offers a graphical 

illustration of the players involved in creating a product (Ryall, 2013a).  

 

In a value network map a collection of agents are connected to each other by chains of 

transactions; starting from the most upstream resource providers and including all agents 

involved in a transaction related to the production of a product, all the way until the final 

consumer (Gans & Ryall, 2016, p. 3). An agent’s value network map further consists of two 

components; suppliers and customers already engaged in value creation transactions with the 

agent, and suppliers and customers that would like to engage in such transactions with the agent 

(Ryall, 2013a).  
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Although not an explicit term in the seminal work of Brandenburger and Stuart (1996), where 

several players and supplier-firm-buyer denounce the market participants, the value network 

map is a key concept in the more recent work within the value capture theory, such as Ryall 

(2013a, 2013b). Ryall (2013b) argues that a value network map reveals three issues concerning 

competition that are often ignored: 1) it distinguishes clearly between value creation and value 

capture; 2) it exposes the symmetry of competition – the force that ensures compensation either 

by being in competition or by joining forces and hence leave the competition; and 3) firms 

capture value either by competing or by persuading. The value network map can even be further 

expanded by taking into account the value networks map of the agents in the first network. 

Hence, the new value network map involves not only the five forces of Porter - buyers, suppliers, 

rivals, substitutes and potential rivals, but in addition the five forces relevant for each and all of 

these – creating a complex web of transactions for value creation and appropriation for every 

industry (Gans & Ryall, 2016, p. 10). Hence, the value network map combines insights from 

Porter’s five forces, from the mathematical framework related to the value capture theory, as 

well as from the value net presented earlier.  

 

2.5.2 Constructing a value network map. 

The value network map is a visual representation of competition in a value creating environment. 

In practice it shows the relationships between the agents involved in producing a product (Ryall, 

2013a, p. 85) 

 

Figure 3 - The Value Network Map 
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Source: Ryall, 2013b 

 

Define the value network agents. The value network agents are all agents that, through 

transactions, at some point is linked to a product that in the end is sold, including: upstream 

suppliers, downstream firms, production partners and end customers (Ryall, 2013c). These could, 

for simplicity, be denounced the insiders. On the visual representation there is a circle around 

them.  

 

The outsiders. When all the insiders have been determined, the outsiders can be studied. This 

second component of the value network map consist of all the agents that would like to take part 

in some kind of transaction with an agent inside the network, but that is not doing so at the 

moment (Ryall, 2013a, p. 84). These agents comprise the so-called competitive periphery, and 

their presence ensure that there is an excess demand for transactions with the “insiders” (2013c). 

A firm’s rivals, potential entrants and substitute firms can all be found in this competitive 

periphery, all entities of Porter’s five forces, as well as rivals of current suppliers and customers 

and potential entrants can be found in the competitive periphery (Ryall, 2013a, p. 84). 

 

Add the values. The total amount of value created by the agents as a result of their transactions is 

represented by a “pie” (Ryall, 2013a, p. 85). For the insiders, it is about “dividing the pie”. In the 

visual representation, the contributors of value to the value network, is “adding value” to the 

value chain. The amount of value each agent captures of the total created is among other factors, 

a result of how interesting the agent is for “outsiders” (Ryall 2013a, p. 85). Each agent is in fact 

guaranteed to capture a minimum amount of value; this amount of value will be equal to the 

price that has to be paid in order to keep the agent as an insider; that is preventing it from 

transaction with the outsiders (Ryall, 2013b). 

 

Understanding the value capture: competition or persuasion? The value a firm can possibly 

capture comes from two different sources; either 1) the value is guaranteed by competition; or 2) 

the value is guaranteed by persuasion stemming from for instance bargaining and industry norms 

(Ryall, 2013c). In essence, a firm making use of a resource that influence the value is capturing 

value by competition, while a firm make use of persuasive factors when impacting negatively 
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other firms value capture (Ryall, 2013a, p.86). The intensity of the competition for transactions 

with the firm from the competitive periphery put a lower boundary to the value that can possibly 

be captured by this firm, while the intensity of competition for transactions with the value 

network of the firm puts an upper boundary to the possible share of value open for capture 

(Ryall, 2013a, p. 85). 

 

2.6 Competitive Characteristics 

An environment has got certain characteristics, i.e. traits that distinguishes it from other 

environments (Cambridge Dictionary, 2017). Something competitive can describe being eager to 

do better than others in an activity, but in a business specific setting it can also be something that 

involves or encourage competition (Cambridge Dictionary, 2017. Therefore, a competitive 

characteristic can be seen as a feature that involves competition in a certain environment.  

 

As seem, the work of Michael Porter on competitive forces holds an important place in strategy 

research. The argument is that managers limits the thinking of competitiveness to direct 

competitors and ignores the industry competition for profits that also includes customers, 

suppliers, potential entrants and substitutes (Porter, 2008a, p.34). Although the value capture 

theory builds on the idea that the competitive process is the one in which value is captured, the 

process of creating value is also emphasised, as this process forms the value that can be 

appropriated (Brandenburger & Nalebuff, 1996). It therefore follows that the competitive 

environment contains both the creation of value and the capture of it. Moreover, the latter theory 

emphasises the competitiveness in an industry as a tension between value created and value that 

could have been created (Ryall, 2013a, p. 82). The competitive intensity in an environment 

varies between extreme competition, where the possible value capture interval is limited to zero, 

traditionally known as perfect competition, and a less intensive competitive environment where 

the interval equals all value created in the industry (Gans & Ryall, 2016, p.14).  In all situations 

between, where the possible interval is not determined by one exact number, the competitive 

landscape invites persuasive resources to determine a larger degree of the value captured (Gans 

& Ryall, 2016; Ryall).   
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The different frameworks explored earlier hence propose a method of analysing the competitive 

characteristics of an industry from the perspective of the value capture theory. First, the 

mathematical framework proposes a model of the environment consisting of a number of 

elements. These are N, the industry; G, the subsets of the industry; V, the value created by the 

industry; v(G), value created by a subset; , the distributed value; av, the added value; mr, the 

minimum residual; G*, the subset without agent f; and , the proportion of value capture due to 

persuasion. Furthermore, the value capture theory has led to the development of two frameworks 

for analysis, the value net and the value network map. Porter’s five forces can in addition 

contribute to insight into the competitive periphery (Ryall, 2013a, p. 84) and into how much 

value is created (Brandenburger & Stuart, 2006, p.2).   

 

Applying the value capture theory to understand the competitive characteristics of a given 

industry from the point of view of a given firm could therefore consist of the following paces:  

1. Define N by constructing value nets for the company and the agents surrounding it.  

2. Discuss qualitatively the components of the mathematical framework and especially 

individual added value, value creation and value capture among the agents in N. 

3. Construct value network maps for networks in which the given firm participate in 

transactions.  
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3 Methodology 

 

In order to develop strategies for its products, firms want to understand the dynamics of the 

industry to which their products belong. The purpose of this case study was to explore the 

contributions of value capture theories for understanding the impact of the competitive 

environment on the case product through developing and applying a method for industry analysis 

based on the mentioned theories 

 

In this section the research methodology and research methods of the study will be presented and 

discussed. This includes explaining the rationale behind the decisions taken and enlightening the 

weaknesses and limitations of the study. The content and structure of the chapter is influenced by 

Adu (2016).  

 

3.1 Research Question 

The study was guided by the research question: What are the case industry’s competitive 

characteristics from the perspective of the value capture theory? By applying ideas emerging 

from theoretical research related to the value capture theories, this study hence sought an 

understanding of the competition surrounding the case product produced by the case company. A 

thorough understanding of the environment would be a necessary step in the development of 

future strategies for the product studied.  

 

3.2 Research Design 

3.2.1 Exploratory. 

An explanatory case study seeks to pose competing explanations for an event, the descriptive 

case study portrays and discovers some unstudied phenomena, while the exploratory case begins 

with some direction (Yin, 1994). This study sought to understand phenomena in an unknown 

industry through developing a method for doing so, based on the conceptual overview. The 

research conducted hence both explore a manner in which the industry can be studied and studies 

it accordingly. It hence follows that an exploratory case study could be preferred to an 

explanatory or descriptive one for the research proposed.  

 



 

 

33 

3.2.2 Qualitative. 

As the scope of the project require an understanding of the theory and thereafter establishing a 

method for applying this, focus has been put into the general composition of the theory and 

practical significance of these when applied. Thus, the empirical case study has focused on 

qualitative data. This has allowed the centre of attention being on the theoretical concepts rather 

than the specific circumstances of the case company. The methods applied hence take into 

account both parts of the research question; the competitive characteristics of the case company 

are investigated, but entirely through the guidance of the value capture theory.  

 

3.2.3 Case study. 

A case study is one of five major research strategies in social sciences; the others being 

experiments, surveys, archival analysis and histories (Yin, 1994).  According to Yin (1994), the 

choice of research strategy should be based on three conditions, 1) the type of research question, 

2) the control over actual behavioural events, and 3) degree of focus on contemporary versus 

historical events. Assessing the conditions mentioned, the rationale behind the choice of research 

strategy will be explained. 

 

The case study is a frequently used method for theses in social sciences and its popularity might 

be due to the desire to understand social phenomena – since it allows the investigations to 

preserve the characteristics of specific events or circumstances (Yin, 1994). It can hence be seen 

as a flexible research method. As a significant task in the research is developing frameworks 

based on the theoretical foundations, flexibility is a desired feature of the methods. Therefore, 

the case study constitutes an applicable methodological base for this research. Moreover, the 

environment studied is the industry in which the case product belongs. As the case study is a 

preferred method when examining contemporary events in which relevant behaviours cannot be 

manipulated (Yin, 1994, p.8), the case study seems to be a relevant research strategy for the 

theme chosen.  

 

The type of research questions chosen for this study does however not intuitively encourage the 

case study as a research strategy. Actually, the case study has a distinct advantage when a “how” 

and “why” question is asked about a contemporary event where the researcher has little control 
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(Yin, 1994, p.9). The case study might nevertheless be relevant for other research questions as 

well. The exploratory “what” questions invite to exploratory studies, in which any of the 

mentioned research strategies can be applied (Yin, 1994, p.5). The contemporary event would 

hence be the competitive characteristics impacting the case industry. As the research question 

dictating this study is an exploratory one, the case study can be considered an appropriate 

strategy.  

 

3.3 Research Population  

The population of the case study is limited to one case. According to Yin (1994, p. 38) the 

rationale for a single case design could be that the case represents a critical case, represents a 

unique case, or that it represents a revelatory case. The company being the subject for this case 

has circumstances which favourably position it for applying the value capture theory. These 

include a limited number of direct customers and competitors. Furthermore, the company is 

willing to participate and expose internal information for the sake of this research. The case 

study therefore presents traits of being both a critical case and a revelatory case. It will be treated 

as a “single case” holistic case study.  

 

3.4 Procedure  

The study relies on multiple sources of data; both interviews and documents such as presentation 

slides. The first data collection was conducted during an initial presentations of relevant research 

areas and during an initial field visit. The data requested initially was customer and product data 

relevant to the case product and hence relevant to build the models presented in the conceptual 

frameworks’ chapter. The data obtained were possibly less extensive than what could be hoped, 

but nevertheless served as an introduction to the case and provided some guidelines as to what 

should be asked during the interviews.  

 

Qualitative data was collected from various sources within the firm. As Yin (1994, p.58) argues, 

since judgments have to be made during data collection, the case study investigator must have a 

firm grasp of, and understanding thereof of the issues at hand. An initial data collection focusing 

on getting documentation relevant to the case was hence used to increase the understanding of 

the case and improve the outcome of future interviews. Furthermore, the strength of 
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documentation is that it can be reviewed easily, it is unobtrusive, it is exact, and the coverage can 

be broad (Yin, 1994, p. 80). 

 

The sampling of data falls into the category purposeful sampling. Maxwell (2009, p.235) 

presents some uses of such sampling; first, to achieve representativeness of the samples; second, 

to ensure that the whole range is represented; third, to allow examination of the critical case; and 

lastly, to establish particular comparisons. For this study it was useful to purposefully chose key 

personnel for interviews; that way it was assured that those who were interviewed had relevant 

information and that the interviewees represented different areas of the company. 

A series of four interviews of key personnel at the case company were conducted in order to 

answer the research question. After the initial research, three interviews found place. Two of 

these were conducted face-to-face; one in Brazil and one in Europe. Then last two were held 

over skype. In order to be an active listener during the interviews, the information was noted as 

keywords. The strength of conducting interviews is the possibility of focusing directly on the 

case and how it can provide the perceived causal inference relevant to the case (Yin, 1994, p.80). 

Moreover, the issues discussed during the interviews gave the interviewees ideas about 

documents related to the case which they would share at the end of the session.  

 

In addition to the information gathered during field visits and from the company documents, the 

data collection also included research about relevant issues for the case which were not answered 

during the interviews.  

 

3.5 Quality Assurance 

The personnel interviewed had different positions in the company. All had different points of 

view and knowledge about the case product or downstream areas. Furthermore, the documents 

obtained could support the data obtained. Having two different tactics for data collection; both 

collecting written information and interviews and doing so in two different sites, was done in 

order to improve the quality of data used, as well as ensuring a certain triangulation. Hence, the 

data obtained through interviews and company documents should reflect the experience of the 

company.  
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Due to company confidentiality the data has been generalised and anonymised. This process 

involved making the industry unrecognisable for whoever does not have inside knowledge of the 

industry. The process of doing this encourages a more general view, but also reduces the ability 

of being specific. The generality does nevertheless emphasise the transferability of the findings 

to other sectors.  

 

3.6 Instrumentation 

The aim of the data collection was to to map the competitive environment of the case product 

using the value capture theory. Hence, the data was processed so that it could be analysed using 

the frameworks presented in the conceptual overview. These frameworks include industry value 

nets, value network maps and an overview of the value creation and capture in the competitive 

environment surrounding the case product produced by the case company. 

 

The interviews followed a semi-structured form, where some questions were prepared, while also 

letting the interviewee talk about what came natural. As a point of departure, the questions asked 

during interviews were aimed at filling out the value net of the company. Therefore, the 

questions at the first interview (Appendix 1) were inspired by Brandenburger and Nalabuff 

(1997, p. 262), while latter interviews aimed at filling the information gaps.  

 

3.7 Data Processing 

The processing and interpretation of the data was done by the researcher. As few interviews were 

conducted, data could be organised in value nets without the use of specific coding methods. 

Interpreting the data was more complicated. First, this was due to lack of understanding of the 

sector. Second, because of limited knowledge in business practices. Third, interpretation issues 

raised from lack of familiarity with Brazilian regulations. Fourth, the novelty of the data 

analysing methods became a source of unclearness as the empiric research could not base itself 

on analysing methods used previously.  
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3.8 Assumptions 

As a qualitative study, this case study relies on the honesty and representativeness of the 

participants. Moreover, the documents consulted must be assumed to represent the reality and the 

remaining sources must be assumed to be truthful.  

 

3.9 Limitations 

A large part of the case study is exploring the market for the case product. The fact that the 

exploration is ongoing might affect the ones to be interviewed and might also encourage 

discussion. There is hence a risk of results being affected or changed through the process. The 

choice of subject for this thesis could also be controversial inside the case organization. Some 

might approve that mapping the market for a product is interesting, some might find it 

unnecessary, perhaps even insulting to their work. These are all aspects that could affect the case 

study results. 

 

The number of interviews and interviewees limited the amount of data and points of views 

represented. Biases might also have occurred during the interviews as a result of poor 

communication by the investigator. The different cultural backgrounds between investigator and 

interviewees, and also between the interviewees can impact the case to some extent. 

Furthermore, the participants are in a work situation and might have had time limitations related 

to the research. 

 

Additionally, it cannot be neglected that keeping the case company and the case industry, as well 

as its products, its customers, its competitors, its suppliers and its downstream sector -  

effectively the whole environment around the case product - confidential poses several 

limitations. Firstly, it limits the degree to which the case study can focus on industry specific 

issues; Secondly, it reduces the confirmability of the exact study; and thirdly, it limits the amount 

of information sources outside the case company that can be taken into account as these would 

reveal the nature of the firm. 

 

For all additional research beyond the interviews, there is a risk that the data has been poorly 

interpreted due to lack of knowledge of the sector. Furthermore, the time and geographical 
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constraints limit research to Brazil and Europe from May to August of 2017.  Lastly, there is no 

access to funding and consequently resources are limited. 

 

This is an exploratory qualitative case study and the research methods and design therefore 

follow this academic tradition. The study is guided by the research question which inspire a 

twofold study objective; both exploring the application of value based business strategies and 

seeking to uncover the competitive characteristics of a case product. The study relies upon data 

from the case company such as presentation slides, the data collected during interview sessions 

and additional following-up research into specific areas by using internet sources. Interpretation 

of data followed the methods developed through the theoretical research. The research has 

several limitations, especially regarding the data collection methods.  
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4 Results 

 

This chapter provides an overview of the value net related to the case product produced by the 

case company. It starts with a general presentation of the elements and the value net in the 

immediate surroundings of the case product. Thereafter follows an exploration of the value nets 

related to the element and agents that impacts the immediate surroundings of the case product. 

The discussion will structurally assess the roles, interactions, power and nature of the customers, 

suppliers, competitors and complementors surrounding the product at the center of this case 

study. The structure is based on the work of Brandenburger and Nalabuff (1996) where this 

framework and approach were first introduced for the purpose of industry analysis.  

 

4.1 The Case Product 

By exploring the value net around the case product produced at the facilities of the case 

company, agents related to this product can be mapped. The research performed has lead to the 

organisation of the value net below, which portrays the agents that can affect the value of the 

product that is created by the case company.  

 

Figure 4 - Value net: Case product 
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Supply. The production process is brought forward by the approximate 110 employees at the 

plant facilities where raw material is transformed. The management philosophy of the company 

emphasizes empowerment of the employees, and further a safe and well organized working 

environment. Consequently, health and safety is a top priority; the company opts for ZERO harm 

(internal document).  

 

There are evolvements in the production process, notably due to automation. The last investment 

in the facilities found place was in 2014. All employees are encouraged to contribute in 

production improvements, but the main R&D department is located elsewhere.  

 

The majority of the raw materials are bought by the mother company through the central 

procurements part of the firm. The mother company is a large buyer, supplying several facilities 

worldwide with similar raw materials. Without access to specific data it must therefore be 

assumed that in the long term the raw material costs are kept to a minimum.  

 

Customers. The research has shown that the product can currently be sold to three different kinds 

of customers. First, the customer type 1 is specialized in a process and sell the resulting product 

A on the global market. Second, the type 2 customer is specialized in a downstream product and 

use the product A in its internal chemical processes which supplies a number of industries. These 

customers perform the same operation with the case product as the customer type 1, but their 

product is processed further internally. Lastly, customer type 3 is using the the product in 

production processes of materials different of product A. The case company has limited 

knowledge about these practises.  

 

All current customers are located in Brazil. The company says that the case product prices are 

set according to the competition. The case company does however claim that there is a tendency 

for downwards pressure on the price. Currently, the case company is holding prices low in order 

to contribute, so that the downstream industry can keep on producing in a rather complicated 

macroeconomic setting for Brazil.  
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Competition. There are several levels of competition around the case product. From the customer 

side, competition is ensured from two sources. The first level are the the same products produced 

by other companies. The second level includes the competition which originates from the 

substituting products. These substitutes serve the same purpose for the customers, but require 

different technologies and knowledge. Finally, from the supplier side the products compete with 

the suppliers to industries using similar raw material but that manufactures products which does 

not require the case product in the process.  

 

Complements. The complements surrounding the case product should increase the attractiveness 

of buying this. Complements directly linked to the case product, and not to downstream demand, 

has primarily been found to be the providers of technology to the customers and the regulating 

authorities. The former agent compliment by enabling the production process in which the case 

product could be included. The latter agent can complement in a number of ways; for instance, 

the local content regulations could possibly contribute to the case product being desired by the 

national industry.  

 

4.2 The Case Product Surroundings 

This section aims to present all the agents involved in the lifetime of the case product. Firstly, 

the viewpoint of the agents making the production possible, namely the suppliers, will be 

explored. Secondly, the perspective of those agents that benefit from the product and hence are 

willing to pay for it will be presented. Thereafter, focus is shifted to the agents that possibly 

impacts the production or demand for the product negatively. Lastly follows the exploration of 

agents that could positively impact production or demand. 

 

4.2.1 Suppliers. 

The suppliers in the value net are the agents that make production possible and that receive a 

compensation for this service. The main suppliers to the company have been found to be the raw 

materials, capital, the labour and finally the electricity providers. The raw materials and capital 

are provided by the mother company and are also employed in other processes. Hence, these are 

assumed to be a given for the remaining part of the analysis. Moreover, the wellbeing of the 
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labour supply come across as being a main focus of the case company and its owners. Therefore, 

among the different supplier to the process, the supply of electricity is the agent whose role and 

interactions is likely to bring more insights in the industry. Most importantly however, as will 

become evident later, this is also a highly important supplier to all customers and it therefore 

impacts the company in several ways. The case company is purchasing electricity through an 

agency that is believed to reduce some of the price volatility through trading.  

 

4.2.2 Customers. 

The customers and known potential customers can, as stated, be categorized in three different 

groups depending on their activity and value chains. The value nets of the customer type 1 and 

the customer type 2 are presented under. The case company lacks technological insight into the 

industries of customer type 3, and these value chains will hence not be considered in this case 

study.  

 

Although there are different types of technologies that can be used in the production process of 

product A, the case product or a substitute is required for efficient production of modern standard 

product A. As part of the customer production process, the case product accounts for 

approximately 10% of the operational cost related to product A. The consumption is 

proportional; approximately 1 kg of case product is consumed in the production of 10 kg product 

A.  

 

The case product is currently being sold to several customer type 1 in Brazil and is in the process 

of being qualified as a supplier to a customer type 2 in Brazil. It is also qualified for yet another 

national customer type 1 that does not need any case product at the moment. Presently, the case 

product is hence only traded in the domestic market. The Brazilian market does however not, 

according to the case company, offer much opportunities for growth at the moment. 

 

Contractual terms. In the same manner as with suppliers, the case company accepts payments 

both in BRL and USD. The customers located in Brazil are allowed to keep their respective 

inventories on the production facilities of the case company free of charge and as the current 

customers are located relatively close to the plant, their orders will be produced and delivered 
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fast. Customers located in Brazil are themselves responsible for transportation. For potential 

overseas purchasers of the case product, transportation both on land and then shipping would 

have to be sorted out. 

 

Qualification. In order to become a supplier to a new customer, the case product must go 

through a qualification round. Depending on the customer, this is a 3-5 months’ process where 

the customers test the case product in their respective internal processes. The final decision of 

the customer would depend upon how well the case product fits in the production process; 

factors such as expected consumption and quality of the case product in the specific process 

would affect whether supplier status is granted to the case company. Customers switch freely 

between the suppliers of the case product and similar products from competing firms that the 

customers have already qualified as suppliers. 

 

Downstream market. On the global scale there are three different markets for product A, and the 

case company believes the customers for whom they are qualified suppliers are present in all of 

these. The global demand (excluding China) for the customer products are highest in the USA 

and EU, but neither of these satisfy their own demand (internal document). The downstream 

market can be divided in three; the first mostly serves the automotive industry and is also the 

largest segment by quantity. This segment is usually a commodity industry with standard product 

A qualities. The second segment serves a rather diversified chemical industry. Lastly, the third 

segment serves the market for electronic technology and is the smallest market by quantity 

(internal document).  

 

Customer type 1. A common characteristics of the current customer type 1 is that they are 

privately owned companies and that they in general do not share much information, neither about 

their production, nor about the downstream activities. The case product is currently in use with 

several customers type 1, but another one also purchases the case product occasionally. All are 

located in Brazil. As seen, the customer type 1 employs the case product in their production of 

product A; later on the Product A serves in one of the three segments outlined above.  
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Figure 5 - Value net: Customer type 1 
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Competitors. The direct competitors of the producers using the case product are presumed to be 

the other producers of a similar product; these then include other customer type 1 as well as 

customer type 2 worldwide. Furthermore, the competing industries using similar raw materials 

but manufacturing a different product compete from the raw material side, while substituting 

products compete with the product A downstream.  

 

Complements. The complementing products include those that are used in the production 

downstream. Furthermore, it is possible that regulations could impact as well. Notably fuel 

saving initiatives for the transport sector, which encourage the use of product A-containing 

automotive parts, as well as initiatives increasing demand for alternative energy sources, in 

which the product A is a raw material, as well as access to a power source could encourage 

production in this industry.  

 

Figure 6 - Value net: Customer type 2 
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Customer type 2. Customer type 2’s are not in the product A business. They rather utilize the 

case product to manufacture product A as part of an internal process, in which product A is a raw 

material.  Currently, a customer type 2 is qualifying the case product in its processes. 

 

The customer type 2 does not necessarily have raw materials integrated in their processes This 

customer type could therefore depend on the market price of these. It should however be 

mentioned that at least some of the required raw materials for the product A can be purchased 

from Brazilian producers. Furthermore, the customer type 2’s depend on the raw material 

methanol for the downstream production (internal document). The electricity provider for the 

potential type 2 customer is based on a long term contract. This potential customer is a large 

producer of the downstream product and can also purchase product A from a customer type 1. 

 

The mother company further expects new applications to occur downstream from customer type 

2. Consequently, R&D is constituting a complementor for these customers, along with 

favourable regulations. Downstream customers are found within a number of sectors and 

industries which include health, households and transportation. The large number of appliances 

of the final products also gives a large range of substituting industries downstream.  

 

4.2.3 Competitors. 

In the value net the competitors include all agents that through their activities are capable of 

decreasing the value of supplying or consuming the case product.  

 

Direct competition. The direct competitors to the case product are those that are actually 

providing a similar service to the industry today. In addition to those located in China, there are 

two major providers. Competitor 1 is located in Europe but with worldwide operations. 

Competitor 2 is a Russian producer, but also with a global reach. In addition, some Chinese 

products could be considered direct competition. These do however face some issues that 

decrease the desire for them by most occidental producers of product A. The value nets 

surrounding the direct competition are assumed to be very similar to that surrounding the case 

product, with exceptions being country specific issues such as regulations. Of these two 
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customers, competitor 2 is the only one known to deliver a case product to any of the current 

customers of the case product.  

 

Substituting products. There are two substitutes to the case product, substitute 1 and substitute 2. 

These substituting products contribute in a similar value chain as the case product, but the 

technology required at the production facility of the customers is a little different. There are 

hence, in total, three possible technology solution for production of product A today. The most 

wildly used technology globally (excluding China) is the case product with more than half of the 

production share. The substitute 1 come second, producing more than one third of the substitute 

1 globally. Lastly, the substitute 2 is used at facilities responsible for around one tenth of the 

product A production (internal document). Furthermore, the case product is assumed to be the 

easiest of the three to use, followed by substitute 1 and with the substitute 2 being the most 

complex and knowledge demanding.  

 

Substitute 1. The substitute 1 tends to be favored when customers make an attempt at calculating 

the most cost effective solution of the case product and the substitute 1. The company has seen 

materials from a competitor that argues that the capital expenditure for substitute 1 is 2% above 

those of the case product, while the operational expenditures compensates by being 11% lower 

for substitute 1 than for the case product (internal document). There has however been observed 

that substitute 1 specific raw material has increased in costs and this, if it continues, would 

decrease the price difference between these. Technology-wise the substitute 1 could seem 

superior in several cases. For instance, interruptions in the product A production processes due to 

problems caused by a case product or substitute 1 is shorter for the latter. The operational cost 

economization is further increased for substitute 1 with larger production facilities. For some of 

the larger facilities, substitute 1 is even the only possible solution. In practice however, some 

features of the case product could favor producers with less skilled workers or worse equipment 

conditions. According to the case company, one competitor even claims that the case product is 

preferred for a superior product A, while the case company is uncertain about this. The substitute 

1 leaves traces of undesired elements for the customers within the automotive segment and 

chemical sectors, but as far as the case company knows, these elements are below the limit which 

most downstream customers accept. Reduced amounts of impurities, especially the kind 
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substitute 1 contains, will nevertheless improve the performances in the downstream production 

(internal document) for the chemical segment. 

 

Substitute 2. This product is primarily used in competing industries rather than that of product A, 

due to its price and quality. The cost of using this technology is assumed to be cheaper for the 

customers, but the product A produced could possibly have quality issues, that the case product 

or experienced product A fabricators do not face to the same degree. Some customers have 

further developed this product for their specific usage.  

 

The three substituting technologies mentioned are the possible substitutes to one another 

available on the market today. The choice of technology is made at the installation of the 

production facility and during eventual reconstructions. For new projects, the operational costs 

and cost saving possibilities are likely to impact the decision. The technology chosen will be the 

deciding factor for the choice of one of the three technologies. The mother company has 

observed a general trend that production facilities that used to use the case product are 

reconstruction in order to use substitute 1 or substitute 2, rather than the case product. New 

facilities on the other hand are more likely to use the case product technology.  
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Figure 7 - Value net: Substitutes 
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4.2.4 Complementors. 

Complementors are, as seen, services, products or firms that increase the attractiveness of being 

either a customer or a supplier to the case product. Hence, the actors impact positively the case 

product by either decreasing the cost or the general demand of the upstream product; or by 

increasing demand, and consequently impacting prices, for the downstream products.  

 

Downstream. Although the product A is used in the automotive industry, the case company has 

not noticed a correlation between demand for the case product and demand for products to other 

industries also serving the automotive industries. The impact of R&D is also unknown, but new 

appliances downstream could nevertheless complement the case product.  

 

Regulators. Regulators complement the case product when regulations that enhance the 

attractiveness of these are made. One type of regulations increase demand for the downstream 

products. These might include those that, due to environmental issues, increase the demand for a 

more product A based automotive sector. Another type of regulation is those that decrease 

demand for the competitors’ product. For the case company in Brazil, local content regulations 

could possibly decrease the demand for products by foreign competitors. Yet another type is 

those that ensure sufficient suppliers; for instance, diversified electricity sources and mining 

licenses for the providers of raw materials. National industry enhancing regulations, such as the 

local content regulations for the automotive sector that considers a car imported when up to 65% 

of the production has not found place in Brazil (thebrazilbusiness.com) could possibly impact. 

 

Production facilities. If a production facility requiring the case product exists, it can be assumed 

that the case product will complement this facility. When a company decides to start production 

that could potentially require the case product, a production facility must definitely be 

purchased, built or rebuild. Customers will during the (re-)construction of the product A 

production facilities have to make decisions on the choice of desired technology in the long term. 

Thus, the choice or recommendation of technology will impact the long term demand for the 

case product. Furthermore, a facility built for the competing industry 1 can be constructed in 

such a way that it can be used for the production of product A in the future if desired (according 

to the producers website).  
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Figure 8 - Value net: Complementor 
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developments that increase demand. Furthermore, when a production facility is already installed, 

spare parts and support will still be needed. Lastly, the capital for purchase of a production 

facility as well as product A production will increase the attractiveness of the initial purchase and 

later of upgrades and support.  One interesting feature of one of the main constructors of 

production facilities in the world excluding China is that it provides financing as well (according 

to the company website). Involvement in project financing could impact the recommendations of 

the these as these agents have to take into account that the customers must be profitable in the 

long term. Smooth operations that minimize operational costs are hence factors that the 

constructors might consider when designing facilities for a customer.  
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5 Analysis 

5.1 Porter’s Five Forces 

Understanding and coping with competition is the main goal of Porter’s five forces; the 

framework of industry analysis that has impacted and perhaps also to a certain degree shaped the 

way in which businesses and scholars alike discuss and think about profitability. Porter’s 

underlying idea rests upon the claim that the five forces impacting competition and rivalry; and 

hence lay the groundwork and drives profitability, are the same regardless of the industry (Porter, 

2008b). The methods and the framework proposed by Porter should thus not be ignored in an 

industry analysis. Through considering the aspects and factors recommended by the method 

presented in The Five Competitive Forces that Shape Strategy (Porter, 2008b), the following 

section seeks to present a brief overview of the different forces impacting the case company. By 

so doing, the heritage from Porter is taken into account and this also establishes a status quo 

analytical positioning. The analysis rest on the information gathered through filling out the value 

nets relative to the case product and its industry as these were presented earlier.  

 

5.1.1 Barriers to entry. 

The advantages among the established companies in the industry must be considered to 

understand the threat of more companies entering (Porter, 2008b). The case company is likely to 

have a certain economies of scale on the supply side, considering that the raw material is 

purchased in large quantities. Furthermore, similar raw materials are used in different products, 

which could lower the raw material cost per unit produced. As an established producer of both 

the case product and other products, the case company could be enjoying a certain demand side 

benefits of scale although there are few and also cost conscious customers available. Customer 

switching costs between the competitors are not negligible, as the case product is, to a certain 

degree, customized and since the customers practice a larger qualification period. The training 

costs related to switching technology could however not be too extensive. The case industry is 

on the other hand dependent on rather large capital investments required for production. 

Furthermore, the case company is situated favourably to serve its current customers and possess 

extensive knowledge and savoir-faire. On the other side, the distribution channels are close to 

insignificant, as the product is sold directly to the customers without depending on established 

distribution. Government policy does not seem to explicitly protect the existing case industry, 
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but Brazilian protective measures such as local content regulation and import taxes apply to 

foreign entrants. An entrant in the market might however face retaliation, for instance lower 

prices upon entrance, as the case company argues that their prices are kept at a competitive level.  

In summary, the barriers to entry are quite high for new producers, while foreign existing ones 

could comprise a threat to market share and profitability.  

 

5.1.2 The power of suppliers. 

A range of different suppliers are incorporated in the case industry, but raw material providers 

are the domination ones. Although these are important, they are not likely to neither depend on 

the industry for profit, neither are they likely to have much insight. Substitutes for all input are 

also likely to be available. The suppliers are hence not likely to enjoy much power over the 

industry; therefore, they are not likely to be reducing profitability to a large degree.  

 

5.1.3 The power of buyers. 

The number of buyers of the case product is low. The buyers are also price sensitive, as the case 

product account for approximately 10% of the production costs. The customers further seem to 

actively seek to reduce its costs. The quality of the case product affects the quality of the product 

A. Moreover, the difference between the case product produced by the case company and that 

produces by the competitors can be small, although this differs from producer to producer. 

Backwards integration is however not likely to be a constant overhanging threat although there 

are examples of this having happened in the industry. Hence, the buyers of the case product can 

be seen to have a substantial power, notably due to being few, and they are hence likely to play 

industry players up against each other.  

 

5.1.4 The threat of substitutes. 

The two potential known substitutes of the case product have a similar role in the production of 

product A, although they have some different qualities and advantages. Additionally, the closest 

substitute to the case product is a cheaper product which can constitute a source of operational 

cost savings, but does however require an initial facility investment. Other substitutes, such as 

producing product A by a different means that does not require the case product nor a substitute 

is hard to imagine at the moment; it would be a result of technology improvements with 
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substantial R&D spending involved. The threat of substitutes is this quite large from the already 

existing sources, while the industry substitute threat is low.  

 

5.1.5 Rivalry among existing competitors. 

The basis and intensity of competition among different companies express the rivalry in a 

particular market and hence describes the profitability of the industry (Porter, 2008b, p. 8). 

Although there are not many competitors; in the world excluding China there are two others, 

there is no obvious industry leader. Furthermore, the industry is not characterized by much 

growth in the world excluding China. Exiting the industry could be costly, as there are 

production facilities made for the purpose of producing the case product. Understanding the 

competitors is probably not too difficult, as they are likely to have similar approaches despite 

differing situations. Additionally, the competition might be transferred to prices as the industry is 

relatively capital expensive, capacity upgrades expansive if occurring, and the products are not 

differing too much from one competitor to the other. Thus, rivalry is both present and prone to be 

quite intensive among the existing competitors in the industry outside China.  

 

5.2 Elements of the Value Capture Theory 

5.2.1 Defining the industry. 

Ryall (2016a) claims that the industry competition comes from the tension between the 

transactions that occur and those that could have occurred. The industry hence designates 

products that can be interchanged at the same spot in a value chain. From the value net proposed 

earlier the role of the agents providing supplying products, downstream products, directly 

competing products, substituting products and substituting industries are presented.  

 

Customers with technology requiring the use of the case product can relatively easily switch 

between different suppliers of this product. Customers constructing or reconstructing technology 

can further choose which of the three different substitute they desire to use. Some customers also 

have several different technologies installed, and these can then switch between which of these 

they use to produce as they see fit. 
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Moreover, although both the customers purchasing the product today and the potential customer 

are located in Brazil, there are no existing barriers hindering the case company from exporting 

the product. The product can hence potentially be traded internationally. Due to lack of 

information, China can however be excluded.  

 

The industry N of the case product hence includes all agents that uses similar raw material and 

that produce a product serving the processes of the same customer type 1, 2 and/or 3 globally 

(excluding China). 

 

5.2.2 The relevant networks – the industry subsets.  

The product A is vital in a number of distinctive value chains. As previously presented in the 

literature section, these different subsets of value creating networks must be explored in order to 

understand how the value is created. Henceforth, in what follows, the networks in which the case 

product contributes in some way will be explored.  

 

Also, as commented in the results part about the value nets, the supplier side of the production 

serves several product segments within the case company. In order to direct focus to the part of 

the industry that varies, the raw materials used in the production of the case product is seen as a 

given and little attention will be granted to the nature and providers of these. The exception is the 

electricity provider. The electricity cost of both the case company and its customers can however 

be assumed not to be changeable, but as stated can affect the will of the customers to purchase 

electricity for product A processes. Downstream, there are more possible variations, depending 

on the end customer.  

 

Based on the sector and the transformation of the product A in the value chain, four distinct 

networks of agents can be defined. In the value capture theory these are called the subsets G’s.  
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Figure 9 - The Networks of the Industry 

 

5.3 Value Created  

As becomes apparent from the value nets presented in the results, the case product is dependent 

on transactions between a number of other actors in order for value to be created in the value 

chains where it contributes. The value created can, according to the value capture theory, be 

assessed by taking the difference between the willingness to pay of customers and the 

opportunity cost of suppliers in the vertical chain of actors (Brandenburger & Stuart, 1996, p. 7-

8). The theory further suggest that the value created by a subset of actors, vG, is a result of the 
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respective resources can be employed. That is, the vG is a maximisation of the possible value 

creation opportunities (Gans et al., 2008). Moreover, the theory suggests that when the agents in 

a value network choose to transact in order to create value together, the agents in this transaction 
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creation available for the actors (Gans et al., 2008). The anticipated value can turn out to be 

correct or not, but in the moment of transactions, the agents believe that this transaction is the 

best value creating possibility available. Thus, when transactions occur in a network it is because 
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value is created when the agents together assume that the opportunity cost of suppliers are lower 

than the willingness to pay for customers. The actual cost and prices are hence ignored in the 

analysis, as these are not relevant for the value creation, but rather the value appropriation.  

 

Based on the contribution of the formal theory, the different elements of the supplier opportunity 

costs and the customer willingness to pay in the different networks could enhance an 

understanding of the mechanisms behind subset value creation relevant for the case product.  

 

5.3.1 Elements of supplier opportunity cost. 

Electricity. The case company emphasises the importance of electricity in the value chain of the 

case product and specifically the importance of electricity in the product A processes. The 

opportunity cost of electricity should consequently be a concern for all participants as it could 

impact the extent to which the agents believe that value can be created in the networks. 

 

 

Figure 10 - Electricity prices, spot 2003-2017 

 

Source: CCEE 

 

The graph above shows the general spot prices for a MWh in BRL over a period of 14 year, from 

2003 until 2017. Regardless of where in Brazil the Product A is produced, the variations on spot 

prices are occasionally significant. As can be observed on the graph, only in 2016 the price 

increased more than 600% from the beginning of the year until the end in the South-East region. 
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Although Brazil is endowed with many sources for power generation, the country is known for 

having expensive and volatile electricity prices. Power production is highly dependent on 

hydropower (WEO, 2013) and periods with drought can therefore impact supply severely and 

give large variations in spot prices (Climatescope, 2017). The future supply is uncertain, but the 

IEA does however estimate that only one third of Brazil’s 245 GW potential hydropower 

capacity had been installed (WEO, 2013).  

 

Having identified that the importance of electricity for the case product downstream regardless 

of the network, the assumptions made about the opportunity cost for the electricity providers 

becomes relevant to explore. The case customers either buy electricity at spot prices or agree 

upon long term agreements. While the long term agreements might mitigate volatility, the power 

supplying companies could have knowledge superior to that of the case company and the case  

customers regarding water reservoirs and perhaps also expected spot prices in the future. An 

assumption among the agents might therefore be that the spot opportunity cost for the electricity 

providers reflect the cost of providing it. This fact could explain the strategic choice of buying 

electricity in the short term.   

 

Raw material: product A. The beginning of the value chains for all networks contains the raw 

materials and the cost of these are non-negligible. The assumed opportunity cost of these are 

hence also impacting whether the agents believe that value can be created. These raw materials 

are commodities and prices among the different providers should hence be relatively well 

known, the purchasers could therefore have insight into the opportunity cost for the materials. 

Moreover, some of the case customers might even be upstream integrated into some of the raw 

materials. These would be deployed in the network in which these companies can maximise the 

value created. In the networks where this is the situation, a lower opportunity cost of suppliers 

could be assumed by the agents. Thus, the agents could be more likely to think that value can be 

produced than their competition not producing in-house raw materials. On the other side, the raw 

materials produced in-house can also be employed in the competing industry 1. Whether these 

customers chose to produce the product A or the product of the competing industry 1 hence 

depend on the conceivable value created in both chains of agents. Networks without integrated 

raw materials can be seen as a result of the supposed cost of providing raw materials within the 
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networks inferior to buying it. This could also give lower transaction costs as these are avoided. 

The value created in the networks with integration into the raw material could therefore be 

superior to the value created among the companies that do purchase raw material, if everything 

apart remained equal. As the quality of the raw material contribute in the processes, this might 

however not be the reality.  

 

Case product. The case product purchasers have got the possibility to seek information from 

several providers of the case product and to analyse the cost related to one up against another. On 

the other side, there are not many providers and the customers might not have full insight into the 

priorities of these. Based on the information they can access it can be assumed that they have 

some insight into the opportunity cost, but not the full picture.  

 

Production facilities. The current customers, as they have already qualified the case product as a 

supplier, necessarily have production facilities. Whether they choose to use this or not depends 

on the possibilities to create value. Enlargement of the market by capacity addition will find 

place if the producers of product A believe that the difference between the willingness to pay of 

their customers and the supplier opportunity cost will be positive even with increased capacity. 

The customer that at this point are not constantly creating value involving the case product, are 

not likely to engage in capacity addition in the value chains by construction of more production 

facilities. There are however capacity additions finding place in other parts of the world. The fact 

that agents get involved in reconstruction for cost savings could in general terms be a sign of 

future value creation in the networks. However, this is likely to affect the case product 

negatively, as reconstructions generally implies switching to a substitute with lower operational 

costs. Hence, although such reconstructions could find place, reconstruction among current 

customers would imply a reduced market for the case product. 

 

5.3.2 Elements of the customer willingness to pay. 

Exchange rate. Foreign downstream customers are likely to make agreements in USD. This 

factor could be impacting the anticipated value creation in the networks as the exchange rate of 

BRL vs USD varies and the case company believes that this has a direct impact on the value 

creation activities. The agents in the value chains being affected by the exchange rates are firstly 
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the ones making the transactions, typically the foreign buyers and the Brazilian producer. This 

transaction can however not be seen independent from the value creation activity in which the 

whole network participates. As it is believed that a rather large part of the product A is sold to 

customers outside of Brazil, the effects of the BRL/USD on the transactions is likely to increase 

the customer willingness to pay in BRL when the value of the latter decreases compared to USD. 

 

Figure 11 - Exchange rate 

 

Source: Banco Central do Brasil.  

 

The table above shows the buying price of one dollar denounced in Brazilian real. While the 

producers of product A would get around 2 BRL for each USD they got paid for participating in 

the productive networks in 2012, 4 year later they would receive 4 BRL for each USD paid. 

Another year later and the producers receive approximately 25% less, 3 BRL. The consequence 

is that for longer contracts, the product A producers might not be sure whether value will be 

created, as although the willingness to pay remain equal and the partners have negotiated a good 

deal for both, the actual transaction might be different than what it looked like at the contract 

signing. Simultaneously, this volatility could also lead to more value being created than 

expected.  

 

5.3.3 Network 1. 

The downstream customers within this segment are using the product in a process where the 

automotive industry is, at least, one of the main purchasers.  Although there are certain qualities 

of product A that the downstream industry requires, “made-to-measure” is not a prerequisite. It 
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therefore follows that the customers within this network is a more straightforward customer 

group to satisfy. The willingness to pay of these customers are therefore perhaps more limited 

than for the more complex products in the the other networks. The contracts between the product 

A producers and their customers are typically short term or even spot transactions. This fact 

further stresses the low and perhaps inflexible willingness to pay of the customer as it shows that 

the agents in the network only choose to engage in transaction when the opportunity costs are 

assumed to be at minimum.  

 

5.3.4 Network 2. 

The downstream customers in this network depends on most of the product A being customized 

according to their specific requirements. The production hence comes as a consequence of a long 

term agreement between, at least, the product A producers and their customers. The purchase 

contracts are typically of a length of 6 months or longer, showing that value creation is more 

constant. The willingness to pay of the customers is therefore perhaps more flexible than for the 

agents in network 1.   

 

5.3.5 Network 3. 

As for the agents belonging to the network 3, the situation is similar to that of the network 2. The 

product A that the customers within the downstream sector 3 industry require have company 

specific qualities and hence involves customization of production, at least for the majority of 

output. The willingness to pay downstream is also likely to be more flexible. Typical contracts to 

be lasting for 6 months or longer.  

 

5.3.6 Network 4 

Both network 3 and 4 include a customer type 2, but only network 4 involves the customer type 2 

as a purchaser of the case product. Moreover, for the case company, this is not a current direct 

customer, but a potential future one with integrated production of product A. At the same time, it 

is also possible that this customer type 2 is a customer or a potential customer of a customer type 

1. It therefore follows that the analysis involves two situations where the case product is 

employed in the downstream sector 3. The first is the one mentioned above, where the customer 

type 2 purchases product A produced by a customer type 1 that employs the case product and 



 

 

63 

hence belong to the value network 3. The second is the one where the customer type 2 purchases 

the case product from the case company and produces the product A. The latter is value network 

4. 

 

This customer handles a somewhat different creation of value analysis to the one already 

explored. The downstream customers purchase products that has been through several production 

stages at the customer type 2 already. The supplier side of the network 4 is similar to the ones for 

the other networks; electricity, raw material, case product and production facilities remain 

central. This customer must however also take into account suppliers to its downstream 

processes in the evaluation of value creation. Being an agent in network 3 as well as in network 

4, this customer is likely to also have insight into the value creation in both networks.  

 

Electricity. The customer in network 4 is known by the case company to have a long term power 

purchasing agreement. This way of purchasing has its positive and negative sides. Principally, it 

is likely to create less variability in energy supply by making sure that the energy providers are 

always interested in participating in the value creating transactions. This strategic choice also 

shows the commitment to constant production of product A. On the other side, the long term 

agreements could also mean that the customer type 2 loses the opportunity to transact with other 

providers in a shorter term. As for the opportunity cost of the long term electricity provider, that 

is, the lowest possible payment this supplier would accept for its services, this would have to be 

established for the supplier before actually knowing whether it would have changed where the 

experiment to be repeated the next month. At the same time, the supplier is likely to have more 

knowledge as for the future prices based on water levels and capacity building.  

 

It is therefore possible that the customer type 2 believe that the opportunity cost of the electricity 

supplier is the same as the price they pay. In the case of long term agreements on the other side, 

the opportunity cost of the provider might be assumed by the customer type 2 to be higher than 

the short term contract, as these agreements as these are posing more risk on the provider. 

 

The potential customer in network 4 is a large worldwide producer within it segment, allowing 

for yet another assumption, namely that it is both a large purchaser of raw material and that it 
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possesses some insight into the market and therefore has at least some insight into the 

opportunity cost of the suppliers. In addition to taking into account the opportunity cost of the 

raw materials for product A, these customers must also purchase raw materials for their 

downstream segment.  

 

As seen, the actors in this value network strive to create value by being reliable. Further, this 

value network contains a very diversified market, and not one factor alone impacts it.  It is 

therefore likely that the companies value long term reliability over price.  

 

The value created in the 4th network, where the case company could potentially become an agent, 

also depends on the willingness to pay for the final product among its customers. These 

customers are buying products made through a chemical process. Based on the fact that the 

downstream customers belongs to a wide range of industries and that the products improve 

durability, resistance and performance in the areas it is used, it can be assumed that network 4 

would find a customer segment with a willingness to pay similar to that of today also in the 

immediate future.    

 

5.4 Added Value  

The added value of a product is, as discussed and defined in the the conceptual overview, the 

value brought into a game by participating in it. Moreover, it functions as an upper limit for 

value appropriation. Therefore, the more added value the higher possible value capture related to 

these activities. This concept is illustrated by the growing pie giving more value to distribute, 

allowing all participants larger “value slices”. Quantitatively the added value of an agent is given 

by the difference between value created in a given industry and the value of the industry 

whiteout the agent. In order to systemize the different factors impacting the added value, this 

chapter will first look into the added value of the industry that occupies the same spot as the case 

product in the networks. Then the added value of the specific product will be studied, and lastly 

ending with the added value the case product possibly has in the networks where it is or could be 

incorporated. A studied in the conceptual overview, one way in which the the added value can be 

deducted is by imagining the situation without the item of interest.  
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5.4.1 Added value - Case industry. 

The global industry excluding China of this case study consists of the case company and its two 

main competitors, there included the two substituting products. Were the industry to stop 

supplying the case product and substitutes, the product A industry would definitely be affected. 

Most importantly, the producers of product A would not be able to manufacture by the same 

methods as today, hence affecting the downstream products. This could further distress a great 

number of industries, including the automotive sector, modern electronics sector and chemical 

compounds for household, cosmetics, medical and industrial applications. The consequences are 

impossible to forecast due to the number of variables. One scenario is that another actor would 

enter the industry and produce the case product or a substitute.   

 

The case product, along with the competitors and substitutes makes production of modern 

standards product A realizable. Without, there is no product A. From this point of view, the 

industry as a whole is in a monopoly situation, as there is no substituting industry or other viable 

alternative to the products of the case. There are however three technology solutions and three 

companies competing for customers within the this product segment. Furthermore, there is no 

sense of scarcity of the case product. The customers seem to be in a situation where they are 

confident that their demand for the case product or a substitute would be covered. In addition, 

although producing a case product or a substitute is costly, the knowledge about how this is done 

is available.  

 

It follows that the case industry cannot be neglected in an analysis of the value chains of product 

A. From the value net it can however be noticed that all customers are operating capital intensive 

facilities. Moreover, the case customers could be present in several parts of the value chains. 

Therefore, although the product A industry  would suffer without access to the case product or 

one of the two substitutes, the industries could potentially secure their demand by starting 

production of this resource themselves.  

 

In summary, although there seem to be many alternative networks in the industry, the case 

industry product are currently inevitable and not interchangeable in the industry in which it 
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operates. Thus, the case industry as a whole has an added value in the networks where it is 

present which cannot be ignored.  

 

5.4.2 Added value - Product and direct competition. 

From the comparison between the case product and its two substitutes given in the results’ 

section, one important observation can be made: the case product has a differing value added 

depending on the customer. That is, for some customers the case product is more important and 

of higher value than for others. This shall be studied more thoroughly by looking at how 

experience, customer strategy and facilities affects the customers’ technology preference, taking 

as a given that these are already purchasing from the industry.  

 

Table 1 - The Three Substitutes: Price vs. Operational Complexity 

Product Price Operational complexity 

Case product and similar products 

 

 

Substitute 1 

Substitute 2 

Source: Made by author, based on case company information.  

 

The table sums up the three technology solutions and how these relate to each other according to 

price and operational complexity.  

 

Experience. The case product could be preferred over substitute 1 in some cases where there is a 

lack of access to technical experience, as the substitute 1 is assumed to be technically more 

complex to deploy. Because the cost of interruptions in the production can be higher for 

substitute 1 due to the expensive and potential full-stop that can occur as a result, the 

requirements from those who operate the processes are crucial. Customers who would like to 

produce product A, but that has not got access to personnel that has experience with the 

substituting products, could therefore have an extra incentive to desire the case product over the 

substitutes. Substitute 2 requires even more experience in order to be used in the high quality 

product A sections.  
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Downstream requirements. Further, the various elements of the substitute 1 could possibly add 

more non-desired materials to the production process than the case product. These elements are 

especially troublesome for the downstream sector 1 and 3 and are therefore a concern for the 

customers within these segments. In cases where the highest purity standards are required, 

impurities are of course not welcome regardless of final customer sector. Therefore, as the case 

product can be a safer technological solution when the demands from the customers are high, the 

case product could have an added value in the process.  

 

Customer strategy. When restarting the production after a shutdown, time required to reach full 

production capacity can be shorter for the case product than for the substitute 1. The customers 

that often experience shutdown, for whatever reasons, might therefore experience a smaller 

consumption when using the case product in the long run, as well as being easier to handle. 

Some customer type 1 have shown a tendency to switch between the product A industries and 

industry 1. This switching could involve shutting down the facilities with a case product or a 

substituting product involved.  

 

Size requirements. The operational expenditure economisation as a result of having substitute 1 

technology in the production facility increases with size. Consequently, with growing production 

facilities the cost reduction increases. Subsequently, for smaller technological solutions, the 

potential cost savings related to the substitute 1 are reduced. If the case product has an added 

value, it is therefore more likely to increase with decreasing sizes of the facilities.  

 

Plant localisation. The substitute 1 consists of two different materials which could require more 

complex storing facilities than the case product. It is possible that for some customers, handling 

these materials appropriately is related to extra costs. The case product could therefore have an 

added value for customers that does not have the space or are not willing to invest in appropriate 

storage. 
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5.4.3 Added value - Case product. 

Based on the information gathered and the discussion until now, it becomes apparent that the 

case product could have an added value in some specific circumstances. In this section these 

circumstances will be explored and the possibilities of a positive added value for the case 

product specifically will be discussed. To sum up the information from the value net, the case 

product has two direct competitors. The product is relatively standard, but a qualification is 

required. The case company is qualified for several customer type 1, but is currently not 

delivering to all, and is going through qualification for a customer type 2. Only one of the 

directly competing producers are also delivering to one of the customer type 1 with whom 

transactions already occur. 

 

For current customers, it seems that the case company is involved in process where the suppliers 

of this kind of products have limited power. First of all, the case product is not in a situation that 

can impact the production among the customers. The customers could always shift to competing 

companies, technologies or industries if they desire to do so. The price on the case product, like 

it is today, could neither be argued to comprise an added value, as the price is set similar or a 

little below those of the direct competitors. The customers should hence be indifferent as to the 

choice of supplier from the price perspective. The quality differences between the product from 

the three different suppliers can also be assumed to be marginal, seen as at least one customer 

has two suppliers of the case product. What remains to explore is hence the value the case 

company product potentially adds to the value chains where it is present that differentiates this 

product from that of the direct competitors.  

 

Location. Firstly, the case company is situated relatively close to its current and current potential 

customers. While the competitors are situated in Russia and Europe and require shipping to reach 

these facilities, road transportation is sufficient for the case company. Although the shipping 

costs could be negligible, the time required for shipping might not. From a theoretical point of 

view, the case product should be delivered faster to its customers than what is the reality for the 

competitors. Furthermore, the inventories of customers of the case product is allowed to be 

stored on site, potentially freeing up inventory space for the customers.  
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The case company accepts payment either in BRL or USD. These are also assumed to be the 

currencies that the current customers operate in. The BRL is, as seen earlier, a somewhat volatile 

currency, which possibly impacts the attractiveness of importing case product from foreign 

producers. 

 

On figure 11 showing the price in BRL of buying 1 USD, it can clearly be seen that this price 

can change fast, impacting the cost of buying products denounced in USD for the Brazilian 

customers. It needs to be taken into account that this works both ways. When the USD is 

expensive compared to the BRL, the product A produced in Brazil can receive a higher price in 

BRL compared to the opposite situation with the price in USD being the same. Hence, exports of 

product A might increase as the product can become cheaper for the foreign purchasers if the 

BRL price remains constant. In this scenario, the case product might also stand out as the 

cheaper option. In relation to the added value of the case company product versus products from 

its competitors, it could be argued that the customers to a larger degree can foresee its cost when 

buying a product in BRL. This might be a source of added value for the case company.  

 

5.5 Value Appropriation in the Productive Networks 

While the value capture theory sees the creation of value as a collective effort based on the 

contribution of each and every agent in the network, the appropriation of value is regarded as the 

strive to profit maximization for each and everyone of the agents (Gans et al., 2008). Value 

appropriation, in the shadows of the possible value creation in the networks, becomes the cost in 

terms of value capture for the agents to be part of that network (Gans & Ryall, 2016). This means 

that the agents can “buy” a spot in the networks by giving away value they would otherwise 

appropriate. According to the theory, the value appropriated by an agent therefore depends on the 

competitive and the persuasive resources available (Gans & Ryall, 2016, p. 15). While the 

competitive resources are what determines the distribution of value, the persuasive resources can 

ensure value capture above the minimum established by the model. In the formal model the 

relationship between persuasion and value appropriated is given by the appropriation factor, and 

the value captured is, as seen earlier, given by i= i
min+ i(i

max -i
min) with i  0,1 . The 

length of the value capture determined by competition hence decides the maximum and 

minimum possible to appropriate, while the appropriation factor designates how much 
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persuasion is impacting the final value capture. In order to understand the case product value 

appropriation among the other agents in the networks in which the case product participates, a 

closer look at the specific networks in needed.  

 

In a qualitative analysis, it could be straight forward to understand whether a company is using 

its persuasive resources to the fullest. When the value appropriated is equal to the maximum 

distribution of value for the transaction, there is no room for further value appropriation through 

persuasion. Whether persuasive resource can have an impact at all also depends on the 

distribution of value; as seen there are situations in which the minimum value distribution equals 

the maximum. The analysis is less straightforward qualitatively as the distribution of value; i
min 

and i
max , have not been set. The objective of this section is to qualitatively evaluate whether the 

persuasive resources surrounding the case product could enable the case company to appropriate 

value. The following discussion will therefore look at the possible persuasive resources available 

and whether the company has a tendency to give up value.  

 

5.5.1 Value Network 1. 

The case company claims that the case product could have a superior performance than its 

substitutes in the production of product A which is desired by the downstream customers in this 

network. At the same time, the downstream customers in this segment seem to buy on short term 

contracts. The customer type 1 producing in the network also seem to engage in generic and 

sporadic production, instead of long term and specialized. It therefore follows that although the 

participants in this network seem to follow strategies seeking to only create value when a 

maximum capture of this is guaranteed, there might be room for persuasive resources to be 

deployed from the case company side. The case company might have a certain added value in 

this network as it can be delivered faster than its competitors, the performance is superior in the 

process in general, it is an easy technological solution to handle for the sporadic producers and it 

can be purchased in BRL. The case company believes that the case product account for 

approximately 10% of all costs related to the customer type 1 production. The remaining 

transactions on the supplier side necessary for value creation is therefore together of greater 

importance and a decreased opportunity cost compared to a status quo among some of these, 

especially the electricity provider might alone imply that the transactions will create value. These 
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factors does however vary with time. Hence, the room for unrestricted bargaining from the case 

company side is likely to exist, at least occasionally as the network 1 choose to, or not to, create 

value. The agents might hence have to leave the case company with more value than the 

competitive forces alone guarantees it in order to convince them to participate in the network.  

 

5.5.2 Value Network 2.  

The case product should perform well in the processes related to this network as well. 

Especially, as the downstream customer require extremely high quality product A, the case 

product could have an advantage as it is seen as easier to handle. At the same time, as the quality 

requirements are high, the product A producers with the kind of customers that can be found in 

this network are likely to be well experienced. Furthermore, as the customers are demanding, the 

agreements between the product A producers and their downstream downstream customers are in 

the long term. Besides, experienced producers, just due to knowledge and market insight, could 

be looking to the possible operation cost saving opportunities and the economies of scale. As 

seen, the substitute 1 is both cheaper to use, and the cost savings increase with the size of the 

production facilities. The long term sales agreements with downstream customers are also likely 

to enhance the importance of long term planning. The network should hence not depend upon 

fast delivery of the case product. The sum of the factors indicates that although the case product 

is an agent in this network, the value it can appropriate from the activities is likely not to be 

above the value that is guaranteed by the competition. Hence, the persuasive resources will 

probably not change the value appropriate from the network noteworthy. Hence, 2 is likely to 

be closer to 0 than 1.   

 

5.5.3 Value Network 3. 

The agents involved in this industry are concerned with serving their customers in the long term; 

purchasing contract are also in this network often of a length of a year, even longer. The value 

creating transactions are therefore a result of long term commitment. The customer type 1 

producing the material are required to deliver high quality material and therefore also depends on 

high quality raw material and processes. The case product can also here add some extra value for 

the customer, taken into account that one certain type of characteristics of the product A, often 

valued by the downstream customers, is ensured to a larger degree than when the substitute 1 is 
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used. On the other side, it also goes for this network that improved processes and continued 

commitment to the industry increase the attractiveness of larger production facilities compatible 

with substitute 1 that will ensure lower operational expenditure. Hence, although the case 

product might have a slight added value in the processes in network 3 at the moment, the long 

term perspective from a stable value creating network gives the case product less room for 

persuasive efforts. Thus, the case company is left with not much more than its guaranteed value 

appropriation in this network as well. One exception to this would however be if the case 

company recognizes less stable value creation in this network. That could imply that the agents 

are not as committed to the long term contracts, which would leave some room for possible 

bargaining.  

 

5.5.4 Value Network 4. 

The final downstream customer segments for this network is similar to that of network 3. The 

value of the case product in the process is the same, especially with regard to the quality issue, 

where the case product is superior to the substitute 1 because it contains less of a specific 

undesired material that impacts the downstream processing. However, while the other networks 

can change customers and suppliers along with the market conditions, this network rely on 

production for its internal demand. Process improvements, experience and cost awareness is also 

here likely to impact the choices of the agents. The case company is therefore also in this 

network limited by the competitive forces impacting it and value appropriation above the 

minimum guaranteed is implausible.  

 

5.6 The Value Network Map 

The elements of the value creation have been studied and so has the value appropriation in the 

different value networks. The path is therefore clearer for a value network map construction. 

Through constructing this visual maps for the industry, the role competition exerts on the case 

product might become more obvious. The analysis is built on the three truths of the value capture 

model; 1) value creation and value capture are distinct operations, 2) competition works in two 

dimension and is hence symmetric, and 3) value can be captured either through competitive 

forces or through persuasive forces (Ryall, 2013b). Based on the approach presented earlier, the 

four different value network maps will be drawn.  



 

 

73 

 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Drawn by author.  

 

The networks are shown with number 1 in the upper left, Network 2 in the upper right, Network 

3 in the lower left and Network 4 in the lower right corner. In general, there are many similarities 

between the maps for the four networks outlines. The five principal agents participating in the 

Figure 12 - Value Network 1-4 Maps  
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value creation are alike. The graphic drawn out include, as insiders, the case product, upstream 

suppliers, the direct customer of the case product in the network, the downstream buyers and the 

eventual partners. Because of the number of agents and the imitability of all parts of the value 

chain, it has been assumed that not all value created is captured. The regulatory authorities have 

been included as partner/complementor due to its role in shaping industry specific regulations, its 

role in providing electricity and finally its role in protecting the national industry.  On the 

figures, the area of the circle indicate the total value created, while the coloured pieces are what 

is created by the contributors to the value network.  

 

The figure un the upper left corner shows a mapped Network 1. As with the remaining networks, 

there are no parts of the value creating chain of network 1 that does not experience outside 

demand for its services in their respective network; The case product is also desired by other 

customers, the customer type 1 experiences the competitors of the case product want to become 

suppliers, as so do the substituting products. Other customer type 1 also want to supply the 

downstream sector 1, while other regulatory authorities might be trying to attract the industry 

with favourable regulations. The raw materials used in the process is also desired by other 

industries, other product A producers as well as industry 1, while electricity consumers ensure 

outside demand for electricity. The remaining networks have similar outside demand for it 

services. Minor differences such as more sectors could be demanding the product produced in 

network 2-3 as these are more similar and both customer type 1 and customer type 2 wanting to 

supply the downstream sector 3 in network.  

 

The outside demand for the services indicate competitive forces. The network cooperate as this is 

the best possibility to create value together, but each of the agents is also desired in networks 

outside. The excess demand for the agents of the networks ensure that all agents appropriate 

some of their respective added value, because if not, they would exit the network to create value 

with its alternative outside agent. 
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5.7 Navigating within Value Creation – an Example Model  

 

In the various value networks in which the case company participates, value creation is not 

necessarily constant. This can potentially impact demand for the case product and the final sales 

of this. Therefore, the case company can experience large fluctuations in demand that impact the 

profitability of the case product.  

 

The value capture theory emphasizes the idea of value creation as a preliminary element for 

value capture (Ryall, 2013a); transactions must occur in order for appropriation to become an 

issue. Although the idea is simple, it encourages, as explained earlier, focusing on creating value 

rather than how to maximise profit.  

 

In this section the opportunities for value creation in the value chains are put in focus. The 

following model seeks to indicate under which market conditions value creation is feasible. That 

is, how opportunity cost and willingness to pay circumstances impact the demand for their 

product. All contributors in the value network choose to participate when value can be created. 

Therefore, the customers type 1 and 2’s decisions to create value, depends on their  suppliers’ 

and downstream sectors’ possibility to join in the transactions. 

 

By using data that the case company believe can reflect parts of the opportunity cost upstream in 

the value chains and another data set that potentially reflect willingness to pay for downstream 

sector, a model demonstrating the room for value creation can be built. Knowing when more 

value is created in the industry can however increase the case company’s understanding of its 

appropriation opportunities. Hence, the case company could use this knowledge to create 

strategies that give larger value appropriation possibilities.  

 

5.7.1 Assumptions  

The first data set used is assumed to partially reflect upstream costs, and can hence serve as an 

indicator of the fluctuations in supplier opportunity costs for the current customers of the case 

product. The second data set is assumed to reflect the downstream customers’ willingness to pay 

for the case company customers’s product. Furthermore, it is assumed that the customers’s 
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product is traded as a commodity on the world market. Thirdly, it is assumed that the value 

created in the networks in which the case company participates is a result of having the case 

company participate in the value networks. Hence, it is believed that the case company is a large 

player in the specific market. Lastly, it is assumed that the value creation is a result of long term 

commitment. Therefore, the market conditions at one moment does not impact the value creation 

before a specific time period has passed.  

 

5.7.2 Method Employed 

The model is built by using data sets for the independent variables reflecting supplier opportunity 

costs and customer willingness to pay, and data reflecting the case company value creation as the 

dependent variable over a period of time. There is a given time lag between the independent 

variables and the dependent one. The model is built using intercept equal to zero, forcing the 

model to only take into account the two independent variables defined. The coefficients found is 

thereafter compared to the average for the period in order to demonstrate the sensitivity of the 

value creation as a result of the supplier opportunity cost and the customer willingness to pay.  

 

5.7.3 Results  

The regression analysis gives the following values 

 

 

 

As can be seen, an increase in value for the factor indicating supplier opportunity cost, would 

decrease the amount of value being created, while the opposite happens if the factor indicating 

customer willingness to pay increase. Both have have p-values below 5% and are hence 

statistically significant.  

 

Thee coefficients are used to demonstrate the sensitivity of the changes in opportunity cost and 

willingness to pay with the average of the period as a base. The output, the value created is also 

as a percentage of the average of the period.   
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The result can be seen in the table below.  

 

Table 2 - Sensitivity of the Value Creation - Opportunity Cost and Willingness to Pay 

 

 

In the table 3 the value created (compared to the average value created during the period) in the 

networks including the case company are modelled as a result of the deviations of supplier 

opportunity cos and customer willingness to pay. It can be noticed that when the average value is 

created (at 0%), both supplier opportunity cost and the customer willingness to pay are 100% 

below their respective averages for the period. Correspondingly, when customer willingness to 

pay and supplier opportunity cost are at their average for the period, the value created is 98% 

higher than the average value created.  

 

For the case company the practical implication of this is that by observing the values the two 

inputs in the model, they can more accurately project the value that will created in the future 

(with the specific lag used between). By so doing, the case company can more accurately 

estimate the value of their product in the industry, i.e. the added value. Hence, as the added value 

is the guaranteed value appropriation, the case company can adjust the prices from the minimum 

value added to above depending on the total value that will be created. There should however be 

mentioned that the table also include situations where value is not created, as well as situations 

where the demand exceeds offer.  

 

As the value creation depends on the supplier opportunity cost and customer willingness to pay, 

taking into account the deviations from the average of these before the sale will find place could 
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help the case company forecast how much value is created in the network in that future moment. 

The model also implies the importance of increases in the opportunity cost compared to an 

increase in the willingness to pay. This knowledge could for instance be used when conditional 

sales contracts are made, in a way to secure value creation in the networks in situations where the 

customers of the case company are unsure about the future.   
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6 Conclusions and Final Remarks 

 

The purpose of this case study was to explore the contributions of value capture theories for 

understanding the impact of the competitive environment on the case product through 

developing and applying a method for industry analysis based on the mentioned theories. 

 

Through structuring a conceptual overview of the literature related to the value capture theory its 

general principles were uncovered. These included the mathematical model built on cooperative 

game theory and the relationship between added value, value creation and value capture. 

Moreover, the frameworks proposed by the researchers within the field were explored; these 

include the value net and the value network map. Lastly, a procedure for applying these insights 

in a business situation were proposed.  

 

The value net framework was used to gather information about the case product and its 

surroundings. This exploration of the value net further lead to a definition of the industry V, in 

which the case product contributes to value being created, as the industry in which the the 

product A is produced, along with upstream suppliers and the three downstream sectors of this 

and the case industry. Moreover, the subsets G’s of V in which the case product is employed 

form four distinctive networks.  

 

The role of a product’s added value is emphasized in the value capture theory as a prerequisite 

both for a positive value capture and also as an upper limit to this. Some possible sources of 

added value of the case product has been identified. Notably, as the operational least complex 

technology available in the process of its customers, the case product can reduce the sources of 

quality problems. Moreover, the location of the case product facilities in Brazil can provide local 

customers with storage and fast delivery, in addition to payment denoted in the local currency, 

BRL. 

 

The value creation in the networks depend upon the strategies of the various agents participating 

in these, which again impacts the possible value capture in the networks. Networks with less 

customized production strategies will for instance create value in a different environment 
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compared to networks with high degrees of customization. Networks with predictable upstream 

supply costs can differ in their value creation from those that depend on spot prices. Likewise, 

networks with predictable or integrated downstream demand will create value based on divergent 

decision factors.  

 

The competitive intensity of an industry is according to the value capture theory described 

through the tension between the value that is created and the value that could have been created. 

The agents within the four networks relevant for the case product all seem to have access to 

alternative networks in which value can be created. Hence, through the mapping of the value 

network maps the characteristics of competition that impacts the case industry can be observed 

to be intensive. Therefore, the value distribution intervals for the case products are not likely to 

allow for a substantial part of the value capture to come from the persuasive resources employed. 

Finally, the sensitivity displays how variations in opportunity costs and willingness to pay 

relative for its customers can impact future value creation in the value networks in which the 

case company participate.  

 

An initial status quo analysis using Porter’s five forces enlightens some competitive 

characteristics of the case industry. First, entering the case industry involves capital investments 

and extensive knowledge which reduces the threat of now entrants. Second, the suppliers do not 

hold significant amounts of power over the industry. Third, the few industry customers seek the 

best products at the lowest price and do to their position they are powerful compared to the case 

producers. Forth, the availability of two substitutes that can reduce operational costs for the 

customers give a high threat of substituting products for the case products. Fifth, the various 

producers of the case product fight for the same customers in an intensive manner. 

 

The research conducted shows that the competitive characteristics of the case industry from the 

perspective of the value capture theory are the intensive competitive forces impacting all agents 

in the various value networks which limit the potential distribution of value and hence also limit 

the importance of persuasive resources for increased vale capture. Comparing these competitive 

characteristics to the findings based on Porter’s industry analysis framework, the intensive 

rivalry among the producers are confirmed. However, while the value capture theory suggests 
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that the competitive intensity stems from the availability of alternative value creation 

opportunities among all agents in the various value chains, the five forces have a limited 

explanatory terminology that restrict the origin of the competitive intensity to the availability of 

substitutes, powerful customers and the direct competitors.  

 

Understanding the origins of profitability in an industry is a central part of formulating future 

strategies. The value capture theory offers some analytical tools that target the links between 

profitability and the nature of competition in an industry, but these have yet to be combined in a 

more thorough framework with clearly defined inputs and outputs. The research conducted in 

this thesis presents an attempt of applying the tools available in a practical setting and by so 

doing contributes to the empirical stream of business strategy research within the field. The case 

studied was hence a necessary measure in order to gain insight into the practical application 

issues the value capture theory faces at this stage. Although the frameworks are based on 

mathematical models and in the theory in the future might process quantitative data, the 

qualitative research performed constitutes a step in the direction of understanding the type of 

questions that must be taken into account in a quantitative managerial tool. 

 

The research is limited by excluding the use of quantitative data. This was a necessary restriction 

that enables the attention to be directed towards interpretations of the existing theory rather than 

data processing. The scope of the project limited the study to one applied case. The scope and 

time limitations also restricted the the number of interviewees, as this was a preparation, 

execution and processing the information gathering is a time consuming process. Due to the 

sensible nature of the industry data, the case study was also limited to data gathered through oral 

interviews and internal company documents.  

 

From the backdrop of the methods applied for the industry analysis, the need for future research 

is evident. A systematic examination of the specific elements required for application of the 

value capture theory is needed. Furthermore, the frameworks ought to be validated in different 

industries and from various points of view within the same industry.   
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For the specific case study conducted, a next step in the research would be to test the model 

quantitatively. The definitions of the different elements of the model; the industry N, the agents 

of the networks, as well as the interactions finding place should facilitate this process.   

  

Conclusively, the value capture theory brings promising equipment to the future managerial 

toolbox. The insights from this case study might, or might not, enhance the case company’s 

industry understanding of this. Nevertheless, future mangers of the same firm will perhaps insert 

the insights from the value network map in the same power point presentation as Porter’s five 

forces.  
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Appendix: First interview guide  

 

Based on Brandenburger and Nalebuff, 1996, p. 262 

 

Product: 

What is the product? 

What substitutes this? 

 

For the case product and competitors: 

Costs of production of the product? 

Sales price? Different between customers? 

Quantities sold?  

 

Value Net:  

What does the value chain of the product look like?  

Who are the suppliers, customers, competitors, partners? 

 

What are the opportunities for cooperation and competition in your relationships with your 

customers and suppliers, competitors and complementors?  

Would you like to change the cast of players?  

What new players would you like to bring into the game?  

Who stands to gain if you become a player in a game? Who stands to lose?  

 

Value network 

Who are the outsiders?  

The firm’s rivals, potential entrants and substitute firms?  

Rivals of current suppliers, customers and partners? 

 

Added Values Questions  

What is the value of this product to the customers? Different for the different customers? 

 

What is your added value?  

How can you increase your added value?  

Can you create loyal customers and suppliers?  

What are the added values of the other players in the game?  

Is it in your interest to limit their added values?  

 

Rules Questions  

Which rules are helping you? Which are hurting you?  

What new rules would you like to have?  

What contracts do you want to write with your customers and suppliers?  

Do you have the power to make these rules?  

Does someone else have the power to overturn them?  

 

Specific contract terms? 

Most-Favored-Customer Clauses with customers or suppliers? 
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Meet the competition clauses? 

Take or pay? 

Special inclusions? 

 

Government rules: 

Tax - import 

Patents 

Minimum wage 
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