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Abstract

Theoretical discussion concerning value creation has been popular in recent years in business studies,
at both relationship and network levels. However, the body of research on value creation still clearly
exhibits a dearth of empirical studies, especially at the level of networks. In this study, value-creating
networks are empirically explored in a specific dynamic industrial setting, the software component
business. The purpose of the research is to build an empirically grounded model that provides the
elements that are involved in carrying out value creation processes related to software component
business networks. Through the empirically grounded elements of the model and variations identified
within them, a typology of value-creating networks related to the software component business is
aimed to be provided as an empirical outcome of the study.

First, a preliminary model of value-creating networks is built based on theoretical elaboration on
the value creation and business network literature. The model is built upon the three interrelated
elements of perceived end customer value, core competencies, and relationships. The preliminary
model is then applied to the selected industrial setting. Based on the empirical findings, a fourth
element is added at the heart of the model, namely the value system router. This fourth element
characterise the importance of understanding the role of so-called system architecture in studying
value creation and network structures in the software component business.

System architecture provides the layered framework for integrating different components and
subparts in order to build an effective total system solution for the end customer. System architecture
acts as a value system router, as it gathers value streams from several suppliers at different system
layers and then leads the value stream through the integration process to the end customer, which sees
the system solution provided as being one value-creating entity. Although system architecture is not
anew concept or area of consideration in the fields of technology and industrial management, its role
both as a rationale for the specific value network structure and as a tool for understanding actor
positioning, competence linking, and supplier portfolio management has not been taken into account
in earlier studies.

Keywords: business relationships, networks, software business, software components,
value creation
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Part I Introducing the research setting






1 Introduction

Increasing global competition is a driving force pushing toward a networked way of
doing business, as companies are forced to search for efficiency through co-operation
with other companies. The underlying question is that of how well the companies
combine and co-ordinate their value activities with other companies in order to together
create an entity that is able to produce value for the end customer. These kinds of entities
— namely, value-creating networks — are the focus of the present study.

In this first chapter of the thesis, the aim is to provide answers to the questions ‘What
is this study about?’, ‘Why has this study been carried out?’, and ‘How has this study
been carried out?’ In other words, this chapter sheds light on the research process,
providing the starting point of a discussion that opens the background and motivation for
the research to the reader. After that, the purpose of the study and the research questions
are presented, followed by a discussion of the scope of the study. The scientific approach
and research strategy of the study are covered before the chapter is concluded with a
clarification of the key concepts and an overview of the structure of the dissertation.

1.1 Background and motivation for the study

This study is about exploring value-creating networks in a specific industrial setting, the
software component business. In the sub-sections that follow, the background and
motivation for the choice of value-creating networks as the research phenomena and the
software component business as the empirical context are explained to the reader. A
factor influencing both of these choices has been the potential for contributing something
new to add to the previous research. These intended contributions are also identified in
the following sub-sections.
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1.1.1 Why another study of value-creating networks?

Value as a concept has received increasing research interest in recent years in marketing
and management studies. Value and value creation have been given particular focus in the
field of consumer marketing, but they have gained increasing popularity also in
business-to-business marketing. Studies about value creation largely concentrated on the
customer’s perspective at first, but more recently the supplier’s perspective has been
taken into account as well. That has led further, toward studies addressing joint value
creation in buyer/seller relationships (see, e.g., Forsstrom 2003, Ramirez 1999).

In business-to-business contexts, value creation has been explored at different levels as
well. Value creation has been studied both at the level of dyadic business relationships
(e.g., Hirvonen & Helander 2001, Moller & Torronen 2000, Anderson & Narus 1999,
Anderson & Narus 1998, Lapierre 1997) and, increasingly, at that of business networks
(e.g., Thomas & Wilson 2003, Moller ef al. 2002, Kothandaraman & Wilson 2001, Wedin
& Johanson 2000, Parolini 1999).

Research concerning value creation at the level of business networks has gained
worldwide interest: studies have been carried out among scholars representing different
disciplines and theoretical backgrounds, and the phenomenon studied here has been
labelled in various ways by the different scholars — as, e.g., value creation networks,
value-creating networks, value creation systems, or value systems. However, one area of
commonality among these studies is that they have been mainly theoretical in nature. As
stated by Ulaga (2001), there is still a lack of empirical studies concerning value creation
in networks in industrial contexts. Although there are some recent exceptions —
empirically-oriented studies of value creation at the level of business networks (e.g.,
Svahn 2003, Térménen & Moller 2003, Torrénen & Moller 2003) — there still exists an
empirical research gap, which the present study aims to help fill.

In fact, the present study aims at local theory-building by bringing existing concepts
and theoretical models describing value-creating networks into a certain, specific
industrial setting. As already stated, studies concerning value-creating networks have
been carried out by several scholars representing different fields, interests, and theoretical
backgrounds. Nonetheless, two main avenues of research can be described: the industrial
marketing and purchasing (IMP) approach focused on studying industrial networks that
are not manageable in the strict sense of the word and, secondly, the North American
angle concentrating on studying strategic alliances and intentionally managed business
networks. The main difference between these two approaches is their underlying
assumption about the manageability of a business network. Such differences do not,
however, take away the possibility to utilise both of these approaches for theoretical bases
of the same study. In fact, the question of network manageability can be dealt with as a
matter of different units of analysis, net-level study and network-level study (see, e.g.,
Moller et al. 2002), and they can be taken as supplementary views of the same
phenomenon: the value-creating network.

The present study is based on both of these main approaches to research, although
with an emphasis on the IMP approach as the main theoretical underpinning. In both of
these main avenues of research, various concepts and theoretical models have been
developed to describe, conceptualise, and analyse value-creating networks, but their
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applicability to a particular industry and industrial setting has not been at the core of
these previous studies. The present study may be distinguished from previous studies by
its clear empirical focus: the purpose is to build an empirically grounded model for
increasing our understanding of value-creating networks in a chosen, specific industrial
setting.

1.1.2 Why the software component business as the empirical

context of the study?

It has been pointed out (see, e.g., Easton 1995) that business networks per se are
impossible to research out of context, as organisations cannot be removed from their
setting. Furthermore, the phenomenon of value creation in business networks would not
behave naturally out of its context, according to the view that context and action are
inseparably intertwined (as seen in, e.g., Pettigrew 1992). Thus, the choice of a specific
industry as the context of the study is highly important when studying value creation in
business networks, especially when the phenomenon is to be examined empirically.

The possible industrial settings for empirical study of value creation in business
networks are numerous. For example, one could consider whether to study the
phenomenon through exploring well-established industries or instead to choose a new
and emerging industry. Additionally, the nature of the product or service could be
considered: for example, whether to study an industry involving physical goods or one
that is more service-oriented. To take an example, the automotive industry as a
representative of a more traditional industry would have been one possible option, an area
in which there already exist rather well-structured networks, and the value creation logic
within this industry’s networks would certainly have been interesting to research. In
addition, the industry has held general interest for industrial marketing and management
researchers for a long time now, yielding a body of knowledge' about business network
structures specific to the industry. At the same time, there still is need for updating the
existing body of knowledge, as the network structures and value creation logic within the
industry are changing due to the general trends toward globalisation and digitalisation. A
similar situation is found in the other ‘traditional’ industries.

However, there are also some younger industries where a similar kind of body of
knowledge has not had enough time to be developed yet. In the present study, one of
these younger and more non-traditional industries, in which the body of knowledge,
particularly concerning business networks and value creation logic, is still largely
non-existent, was selected for exploration. The industrial setting chosen for the study is
the software component business; reasons for the choice of this particular industry, one
that is still in the early stages of development, are explained below.

Most importantly, the software component business acts as a fine representative of a
networked way to do business, as software components are not valuable in the eyes of the

! The existing body of knowledge refers here to conceptual systems that are able to describe and analyse
industry-specific network structures. These kinds of conceptual systems have already been developed for the
automotive industry, as it has been the empirical focus of several studies by different researchers.
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end customer as standalone applications but merely as part of wider system solutions
consisting of multiple interrelated components produced by several suppliers. Thus, in the
software component business, it is reasonable to study value creation as a process
embedded in a set of interconnected exchange relationships — i.e., to study value-creating
networks.

Furthermore, with the object of exchange in the industry as intangible and abstract in
nature as software is, the value related to the object of exchange is difficult, but at the
same time very important, to understand for the actors in the industry. In fact, software
companies are currently facing the challenge of determining if it is valuable for them to
move toward development and/or utilisation of commercial software components instead
of developing the software in projects charged by the hour as they are used to doing.
These kinds of problems in understanding the value created through utilisation of
commercial software components have hindered the development of the software
component business, despite the fact that the business’s development could play an
important role in the development of the whole software industry.

Additionally, as already mentioned, a value-creating-network study can add utility and
relevance for the software component business, as the number of network studies, and
even the number of industrial marketing and management studies in general, is rather
limited in this field.

Thus, the selection of the software component business as the empirical context of the
study allows for a special contribution to the rather scarce literature concerning the
software business and this sub-field in particular. Although a number of studies focusing
on the software industry (e.g., Tyrviinen et al. 2004, Messerschmitt & Szyperski 2003,
Hyvonen et al. 2003, Kuivalainen 2003, Sallinen 2002, Warsta 2002, Téhtinen 2001,
Hoch et al. 1999, Athey 1998, Torrisi 1998, Greenstein 1997, Mowery 1996) and even on
the emerging software component business (e.g., Ulkuniemi 2003, Seppéanen et al. 2001,
Niemelé et al. 2000) have recently been published, the number of studies that specifically
address value-creating networks in the emerging software component business is very
limited (e.g., Helander ef al. 2002).

1.1.3 Why the ICT cluster and industrial automation sector play

a role in the study?

The chosen industrial setting of the software component business is not a segment of
industry in its own right; rather, it is a rather inseparable part of the software industry and
the information and communication technology (ICT) cluster as a whole. The structure of
the ICT cluster and the role of the software industry within it are discussed in more detail
in Chapter 2. However