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Value Creation

- The aim of all businesses is to create value. Value may be determined Iin

both financial (e.g. gross income / profit) and non-financial terms (e.qg.
sustainability, social responsibility)

- The value chain describes the categories of activities within an organisation
which, by working together, create a product or service.

- For an organisation to achieve competitive advantage in delivering value to
Its customers, managers need to know which activities their organization
must undertake to create that value.
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FPrimmary Activities

Porter’s Value Chain (Porter 1985)
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What is value and what are its sources? For whom is value created?

* Value is defined as the surplus realised from a * Customers: new use value leads to customer
particular actor’s point of view. surplus (value-for-money).
* For customers and companies, typically, customer * Companies: exchange value leads to financial
surplus and financial profits. profits (money-for-value).
» Value results from the use of resources and * Employees: wages.
capabilities. — e wes wes we * Capital suppliers and shareholders:
| | interest and dividend payments.
I |
| Traditional assumptions |
| about value creation

——— e m e — -y

How is value created?

illustrated from a strategic
( e Who captures value?

| management perspective) |

A value proposition to customers is | I * Typically, a company and its

perceived as offering new use value. | I customers are considered to

If the price is lower than customers’ g o o - np———— value.

willingness to pay, customer surplus is realised. * The share of value capture depends

In the moment of exchange a company realises on power relationships, which are

exchange value through the price paid. often asymmetric.

If the total costs are less than the exchange value, * Important power relationships are considered

financial profits are realised. between the focal company, its customers,
suppliers and employees.



What is value and what are its sources? For whom is value created?

Value is defined as the net benefits perceived by * The boundaries of the systems and stakeholder
stakeholders from their perspective, leading to networks in which a company is embedded must
value pluralism. be considered

A stakeholder-responsive definition of value is * This includes different levels, spatial and temporal
needed (i.e. relational stakeholder theory). aspects.

Fundamental needs of stakeholders = e e - o - - * The recipients of value result from
and their satisfiers must be identified. | these boundaries.

Satisfiers, and the ability to provide | Cornerstones of * Tensions and trade-offs between
these, are sources of value. | theorising about the recipients of value are
l

sustainable value inevitable (i.e. paradox theory).

How is value created? Who captures value?

| (some indications from the |
| literature +insights from the |

= A relational interpretation of value - . * Value capture must be seen from
special issue articles) |

creation processes is needed. i each single stakeholder’s point of
* Plural processes and moments of b o oo = -_— e = J ViEW.
value creation must be distinguished — new value is * This makes it necessary to develop composite
created in various stakeholder relationships and measures of total value creation.
corresponding exchange processes. * Allocations of value amongst stakeholders — value
* Collaborative value co-creation acknowledges the capture patterns — result from power relationships.
various roles played by stakeholders. * Analyses of power relationships complement
analyses of value capture patterns.

Figure 2: Theoretical framework of sustainable value creation.
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Extending the notion of value creation

through the triple bottom line (TBL)

“The TBL approach adds additional performance dimensions to
traditional financial accounting and emphasises which types of value
are created (the what), while the stakeholder theory approach
focuses on for whom value is created (the who), which affects the
ways in which value is created (the how) .... the notion of value
creation is not limited to customer surplus or financial profits, but
includes ecological, social and other types of nonfinancial value”
(LUdeke-Freund et al 2020:69).




Social Economic

factors factors
Sustainable

Environmental
factors

The Triple Bottom Line

Managing a 21° century business involves consideration of:
Impact on financial measures (profit)
Impact on society (people)

Impact on environment (planet)



Social (people) Environment (planet)

Economic (profit)

* The UN Sustainable Development Goals 1SDGS_) areglobal goals
that cover three major dimensions name Vi soclal (56%),
economic (20%) and the environment (24%), and have specific
targets (Zainal, Mustaffa, & Othman, 2019).

- SDGs provide a bold aspiration for a sustainable, prosperous and
equitable future.

(Daud, 2020:421)



Financial (economic) value

*Turnover/sales revenue
* Profits
*Return on investment — capital gains/dividends



Example of non-financial value creation -

environmental

- Eco-efficiency, for example, less production of waste in the production of
goods or a more efficient use of resources.

- Eco-effectiveness - contribute to alleviating environmental challenges or
problems .... positive net effect (benefit) on the natural environment such as
saving endangered species, developing wildlife habitats, or preserving open
spaces.

(Lopez et al, 2019:415)
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Job creation

Poverty reduction

Profit

Other non- |
: . * Increased life expectancy

financial

measures of + Education

value - social * Wellbeing Social value is the value an

organisation contributes to society
beyond a reported profit. Profit is

measured in accounting terms, but
social value is measured by action.
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Sources of social value

Social value is the
collaboration of an organisation
with society to improve the
community, economy and
environment around it.







Auticon

We help companies become a destination for
neurodivergent talent

https://auticon.com/uk/about-us/

As a social enterprise, we are on a mission to
improve the employment prospects of
neurodivergent people by:
. PerO\lltiding high-quality technology careers to autistic
adults

- Shifting perceptions of autistic people in the
workplace

» Acting as a catalyst for change by bringing
neurodiversity education to client workforces

Examples of

social value
creation



https://auticon.com/uk/about-us/

East Midlands Wood Recycling CIC is a social enterprise
collecting and reusing waste wood in the most
environmentally beneficial way while creating jobs and
training for disadvantaged people.
https://www.eastmidlandswoodrecycling.org.uk/

Aims:

* Social: to support those trying to get back into work and to
reduce social isolation through the provision of
volunteering opportunities

* Economic: to provide wood to the community at an
affordable price

* Environmental: to reclaim and recycle wood in an
environmentally friendly way, this will include the
production of reclaimed wood items for the home and
garden

Example of
social,

economic &
environmental
iImpact



https://www.eastmidlandswoodrecycling.org.uk/
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Work

Opportunity for all

Economy

Inclusive growth

Community
Empowering
communities

Planet

Safeguarding and
restoring our world

Creating local

amployment
opportunities

Fromoting a
diverse and
rasiliant business
community

Buildling resilient
communities

Hestoring our
climate and
improving air quality
through transport

# of ex-offenders
employead

# hours of expart
support to WCSEs
and SKMEsS

# hours of support
for local community
projects through
valunteearing

# miles driven using
Zers Emission
Vehicles

Measuring social
value

Source:
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* Ludeke-Freund, F., Rauter,R., Pedersen, E.R.G., and Niel STiVs
C. (2020) Sustainable Value Creation Through Business EfElas=tg
Models: The What, the Who and the How. Journal of Busijiisssiss
Models (2020), Vol. 8, No. 3, pp. 62-90
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available at:
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Five%2oways%20that%20ESG%20creates%2ovalue/Five-ways-

References/ that-ESG-creates-value.ashx

Further * Pressuti JrW D and Mawhinney J R (2013) Understanding the
Reading Dynamics of the Value Chain. New York: Business Expert Press

* Slack N and Brandon-Jones A (2019) Operations Management (9th
edtn). Harlow, Essex: Pearson Education

* Social Value Portal (n.d) Social Value 101 [online] available at:
https://www.socialvalueportal.com/
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