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Abstract

The industrial network framework is discussed fribva perspective of capital investment theory. To
our knowledge this is the first time that thesedaraic fields are considered together. The theody an
method described allow an understanding of the doavprojection of firm networks from a specific
time, so providing a new way to examine the dynamitnetworks.

Capital investment decisions are usually irrevéesamd this creates some assurance concerning the
future for parts of the business network. The ‘shddof a past capital investment decision is
projected into the future, providing ‘net momentu@bnversely, the ‘shadow’ of the future acts as a
form of ‘environmental power’ that constrains anthleles other firms’ interactions in the present.
Together these effects have a strong impact onanktlwgic.

Value nets are applied as a formal way of boung@igs of the network so that strategic investment
decisions can be formalized. A new definition oft mentrality is proposed based on a time
perspective. Net time centrality is defined by rese connections between firms, with the
connections weighted by the remaining investmernibget a specific point in time.

The variations in investment time periods acrossattors in a value net will need to be coordinated
for each firm to achieve reasonable returns. Time With the largest investment in future resources
is likely to have considerable strategic contralhwi the value net and so is likely to most strgngl
influence the timing of change by the firms in tied.

Key words: future network, real options, net momentum, maetcentrality, environmental power,
value net
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1. Introduction

Understanding industrial organization with a r&aship and network approach requires
examination of the connections between firms. Wéamections are considered the network takes
shape as an unbounded expanse of firms stretchat@aby and temporally. The network of firms is
a dynamic concept, which extends through time: baitkwards and forwards.

When resources and activities are considered frarat@ork perspective their joining across firms
leads to the concepts of a ‘resource constellatol an ‘activity pattern’ (Hakansson and Snehota,
1995). The acting together of the resource comrdtei and activity pattern across the network
provides the path for embedding of raw materiate products for final customers. The way the
acting together occurs is a reflection of netwarji¢, which has been defined as the organization of
resources and activities relative to each othemraotg to ways accepted by enough actors
(Hakansson and Snehota, 1995).

However, for firms with new to the world resourcds resource constellation and activity pattern
also lead to a ‘lock-out effect’. There is no pldoe a new resource in the current constellation.
Likewise new activities may not fit into an actiypattern. In both cases, there must be adjustments
to other resources/activities and also likely tteiiffirm connections, so that new resources and
activities are accepted into the firm network.

In a network setting firm capital investment demis must be considered in a new way. Investments
in new resources and activities must be matchel thg capital investments of partner firms, and
together these investments must find a place witiennetwork resource constellation and activity
pattern. We have found no research paper that ratesy the concepts of network and capital
investment decisions. Easton and Araujo (1994)rdesinvestment in networks from a theoretical
perspective, but do not capture the managerialicaipbns of capital investment in a network.

In this paper we consider the concepts of capmakstment decision-making and how investment
decisions must be thought of within a network oinB. The remainder of the paper is structured in
the following manner. First, we discuss the chanastics of capital investment decisions and in
particular the field of ‘real options’. Second, Wiscuss the nature of the network and note that a
specific focus is required to integrate investnaatisions within a network framework. At this point
we introduce the concept of a value net (Méller 8wdhn, 2003; Parolini, 1999) and briefly discuss
three analytically defined nets that provide diéfer boundaries to managerial decision making.
Next, we consider the nature of capital investm@tisions in current business nets. We leave
discussion of capital investments in the other @alets to future research, as the characteristics o
each net is quite different. Finally, we concludighwthoughts for future research and managerial
implications.
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2. Investment Decisions

Investment decisions are composed of two intetedlgarts: financial and capital investment
decisions (Northcott, 1992). Financial decisions eoncerned with the funding mechanisms and
costs of obtaining funds. Capital investment deadisi relate to firm resource and activity
implementation. While capital and financial elenseot the decision are interrelated this paper ts no
concerned with financial investment.

There are many ways to define capital investmeasamns, however the usual elements of these
definitions are:

() a large financial outlay,

(ii) a revenue stream over a number of future issio

(iif) an element of risk and uncertainty in predigtrevenue, and

(iv) the decision is concerning “the purchase grassion of equipment or production facilities, or
other expenditures which directly impact upon thgaaization’s ability to meet its strategic and
operating objectives” (Northcott, 1992).

In the classic capital investment decision, the Ressent Value (NPV) method (Bierman and Smidt,
1992), five groups of assumptions are required. flis& assumptions are concerning two project
boundaries: a geographical or market space boundady future time horizon. The second
assumptions are concerned with expected revenuehwhbroadly determined by assuming a price
and level of sales per unit of market space and.tifle third set of assumptions are the production,
distribution and advertising and selling costshiioted and variable, spread through space and time
to the boundary assumptions. The fourth set ofrapions concern the cost of monetary funds,
literally the risk free cost of funds plus the fumgl cost to cover risk. The fifth assumption comser
the discount rate applied to future revenue antsdbst allows a valuation of these amounts at the
present time: the decision time. The fourth anth fifet of assumptions are required to evaluate the
benefit versus cost of the investment by returraigevenue and cost amounts to a ‘net present
value’, so that a ‘pay-back period’” and ‘projecteraf return’ can be given. Typically for well
established businesses firms will aim for a rataetfirn of 25% per annum or more; while for
investments in new risky ventures rates of retypreaching 200-500% or more are required.

The weaknesses of the NPV method are well documeintethe capital investment literature.
However, the weaknesses have been partially adatdssthe ‘Real Options’ method of calculating
the benefits and costs. The Real Options methodre@s the investment decision process by
accounting for past and current investment in aoetjon with potential future investments. Current
thinking is to combine NPV and Real Options methiodsssessing capital investment decisions (van
Putten and MacMillan, 2004). The weaknesses oNfR¥ method are reasonably aligned to the four
elements of capital investment enumerated by Nottl{g992) (above).

A first issue is that capital investment decisiovith large financial outlays, once undertaken, are
largely irreversible (Arrow and Fisher, 1974; Piokly1988; Pindyck, 1991). This follows from the
heterogeneity of business resources and activllaszly can a resource be sold to another firm for
its full value. Similarly for activities there istagh degree to which the investment is irreveesibl
Activities are essentially based on resources am@l@/ees; and employees are often highly
specialized with detailed education, training amaditt knowledge. In a NPV framework these
investments are treated as sunk costs and so arelewant to the investment decision. However, in
a real options method the disinvestment of revgrsnstrategy is accounted in the investment
decision, effectively leading to a momentum to caure the current strategy.

Equally, any capital investment decision which @z flexibility should be deferred as long as
possible and when under consideration should lhedasore carefully (Dixit and Pindyck, 1995).
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The opportunity to invest in a new market is ani@pta right which can be deferred. However,
choosing an investment also constrains other piisth More specifically, choosing a strategy
with minimal possibility for flexibility has greateopportunity cost. Strategies with less possipilit
for flexibility also commit the firm to follow thnoagh at greater cost as the strategy unfolds to
environmental shocks. Where capital investmentshégbly specific the certainty of that future
strategic path becomes greater and managers offothe can rely on this in making decisions.

The second issue is aligned to the uncertaintyeeémue and expense streams. In conjunction with
the irreversible nature of capital decisions, utaiety means that there may also be benefits to
delaying a capital investment (Corrado, Holly, ahdrner, 2002). When revenue and expense
streams are uncertain there is a financial incentor remain on the current strategic course and
effectively delay a change of strategy.

The greater is uncertainty, the higher is the hetefdefer investment. Deferring means continuing
the current strategy and not changing course ok information is available (Corrado, Holly, and
Turner, 2002). During recessions uncertainty inreegaand strategy changes are minimized, although
as asset prices change differentially new opti@t®ine available.

Under the real option method the greater is unicegytand the more options that managers have to
be flexible with regard to production, the greaiterthe stability and momentum of the current
strategy (Hinrichs, Mul3hoff, and Odening, 2008kewise, greater information costs mean that an
investment is more likely to be deferred (Bellala@01). High levels of environmental uncertainty
and high information costs for reducing uncertaifige the issue of irreversibility, mean that fsm
investment strategies and strategic direction havy@gh momentum, effectively making certain
aspects of the future highly likely.

The benefits of deferment are evident in the r@éibas decision to maintain a strategy in the fafce
continuing losses: closing a plant also has castisraalizing those costs in the present period may
not be suitable for many reasons (Asplund, 200@)il&ly entering a new market has costs, and so
firms will defer the decision to enter a market.eTiteal options method places a greater distance
between the capital investment decisions of ergeaimd leaving a market than does a NPV approach
(Isik et al., 2003), effectively ensuring greatertainty for managers considering the future ofrthe
market space.

The third issue relates to how capital investmetisions for strategic and operational matters are
made. Capital investment decisions, especiallyelatgategic ones, are not taken at a point in time;
rather strategic investment and disinvestment aewgsare taken over periods of time, often in
incremental steps. Capital investment decisiongpareof a managerial process spread through time,
they are not a now-or-never matter, they can berded, they can also be undertaken in planned
parts as a progression according to changes iarthieconment. For example the real option method
provides investment scenarios for when and howna fnight enter a market relative to other firms
(Kong and Kwok, 2007) and even suggests how a nenadight reduce irreversible costs when
facing a disinvestment scenario (Magis and Sbu96). Each of these examples points to active
managerial involvement over time in capital investin decisions, but noteworthy is the way
decisions are always at a point in time.

The NPV and Real Option method require that cootisux-axis time is divided into episodes and
the investment decision is either taken or nothe present period. Under the NPV method the
decision is made relative to future benefits armgtgsonvhile with the Real Option method the decision
is made relative to past and future benefits arsdscdffectively time is removed as a variable by
bringing all monetary values to the present andtsategic issues are decided in a relatively static
manner, or at best in an incremental way.
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The relationship and network framework offers thgpartunity to approach strategy in a more
dynamic way, especially when the concept of a nassred future is brought to bear from capital
investment theory. In the next section we introdaceetwork perspective of firms making capital
investments and indicate some issues requiring nspexific approaches if we are to make
comments for managers.

3. Network Context and a Partially Assured Future

In this section we describe the nature of a fupadg of the network as a changed extension of the
present. We achieve this by applying three setgawfcepts: (i) the Activity, Resource, Actor
framework (Hakansson and Snehota, 1995), (ii) ihe ¢entral elements of interaction from Ford
and Hakansson (2006), and (iii) the concept ofréigly assured future based on the need for firms
with large capital investments to continue theaiatgtgy regardless of environmental buffeting.

The network approach to understanding industrighoization relies on the connections between
firms (Hakansson, 1982; Hakansson and Snehota,). 19886 resource ties and activity links connect
firms within business relationships. These conwpestiallow a firm to make full use of their
resources and activity sets so as to achievergelifeist ends through collective economic interactio
(Medlin, 2006).

Interaction, in a network of firms, refers to theegand take of information (ie communication) and
passing of service/manufacturing resources from fonmeto another as embedded product. These
interactions occur through time and they are alwaigre focused (Medlin, 2004). This future focus
Is one element that shapes network logic.

The interactions between the firms in a network bancharacterized according to five elements:
time, interdependence, jointness, relativity andbjesttivity (Ford and Hakansson, 2006). For
example, to achieve their firm-interests managegargze ‘joint’ action, through ‘time’, and so
create different types of ‘interdependency’ acawogdito the characteristics of the business
relationship and the network (cf Mdller, RajalagaBvahn, 2005). The business relationship also
creates a form of ‘relativity’ between the two fgrand their positions within the wider network. The
position of the firm in the network remains a ‘setijve’ matter, with all firms in a relative positi

to each other.

In a theoretical sense the network of firms hadmandary as it extends into the past and future, bu
practically and subjectively for a group of firmaly parts of the past count and some parts of the
future are more important. This shows that timeam®lement of interaction (Ford and Hakansson,
2006), differentiates the firm network. In fact kaof the five elements of business interaction
differentiates the network. The degree of interdejeace between firms differentiates the network,
with some firms more interdependent in a coopegatmanner, some independent and some
competitively interdependent; and these interdepecids vary over time. Equally the relativity,
subjectivity and types of joint action also diffetate the network.

We use the term ‘net’ to differentiate a specifertpof the network. A net has spatial and temporal
boundaries imposed according to a manager or KEsEEs purpose.

The ability of managers to differentiate the firmtwork is important. The shrinking of the network
to a specific net allows managers to undertakelpnolsolving, interaction and future planning. In
effect the imposed boundaries of a net allow féfedent views and means of projecting parts of the
network into the future. For example, where a baupds imposed around an industry one obtains a
different perspective of the future compared toocaruary around a number of industries (eg
television industry versus convergence of the comipation and entertainment industries).

5



Abstract preview

As the managers of the firms in the network undtertateraction now, for a future purpose, they
prepare the future resource ties and activity limkeach business relationship. This future fodus o
the interactions partially shapes the logic of tre@work. Capital investment decisions are taken
which are irreversible. Some decisions are very lterm (eg oil refinery plant). These long-term

capital investments require purchases from supglfirms. For these project supply firms the future
is assured until project completion.

Other firms are continuing suppliers of raw materand products, for embedding in the product/s of
the long-term investment firm. For these firms gegiod of assured future is potentially as long as
the life of the assets, although practically theiquk of certainty will be prescribed by contract

lengths. Another consideration is the final deméordoroducts. Variations in consumption of these
final products has flow back affects on the outpequired from the plant. These variations in

demand can change the degree to which supplies fan@ assured of their future.

The ways in which resources and activities from fame are set into combinations with those from
other firms varies in multiple ways, but the length assured future is reasonably given by
investment life-spans and the irreversible nat@irgapital investments.

Importantly, there is a dynamic stability about theure network, where the ‘shadow’ of past

decisions is projected into the future, providiogng certainty. We use the term ‘net momentum’ for
the assurance of the future given by capital imaests to a specific part of the network. Net

momentum is further secured where there are expeissart-up costs for a capital investment and
large project-ending costs. Net momentum is alseatgr when there is higher uncertainty

concerning the future, making change more risky exyknsive. Further, net momentum is greater
when there is a larger cost to obtain informatiorreéduce uncertainty, and when investment is in
resources and activities which are highly specific.

One can see that when firms secure elements ofuthee, they also obtain a ‘shadow’ over the
present (Axelrod, 1984). The ability to secure fhwire leads to greater influence over present
interactions, and that effectively leads to greaecurity about a firm’s future position in the
network. The shadow of the future is another imgoarelement that partially shapes network logic.

The shadow of the future influences the strategéttactical decisions of other firms in the network
This is especially the case for firms who are caoteekas suppliers and customers of firms that make
large investment commitments into the future, s for competing firms and their suppliers. Firms
who can assure aspects of the future build a typenesironmental power’ (Gaski, 1984; Tedeschi
and Bonoma, 1972) that provides influence throulgh hetwork over the present and future
interactions of many other firms. This environmémawer forecloses certain types of competition
and so provides further security for a firm’s st In effect network connections, both through
close and competitive relationships, reinforces itr@versibility of a firm making a major capital
investment. Environmental power, through firm castioms, reinforces net momentum.

Necessarily net momentum is a relative matter, lemnge and events evidencing change flow
through parts of the network at different ratestfddent industries experience change at varying
rates, so for example the knowledge basis of istemommerce allows for fast changes in

technology at relatively low cost. Reversibility cdpital investment decisions can be high, start-up
and project-ending costs can be low and so thareisased risk for change. Under these situations
net momentum is reduced.

However, net momentum and in particular the resouires and activity links between firms are
apparent to managers and provide means to prdjechétwork into the future in a differentiated
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manner. Two questions now arise. How far into tiieire is it possible to project a net of firms?
What are the means to project the future net ofdit

Value nets offer a specific way to formalize bounydsetting with the network. In the next section
we elaborate the value net concept as it appligsréz different forms of sub-nets, differentiated
time.

4. Value Nets

Lack of boundary presents an interesting problemni@nagers wanting to apply the network
concept. One solution is to ‘bound’ the networkadmg to the value net of interest to the firm.
This requires inclusion of firms with an embeddatkenest in the final product, as it passes to
consumers. The needs of a specific customer orpgoficustomers are the focus of a value net
(Méller and Svahn, 2003; Parolini, 1999). When anager bounds a network on the basis of the co-
creating customer the scope of the managerial gnolié narrowed and reasonable solutions can be
envisaged.

While managers can scope a specific ‘value nethédxe investment decisions, theory development
requires a wider breadth than a single value net.apply here the conception of different types of
value nets (Moller and Rajala, 2007). Analyticadiyd empirically a number of different types of
value nets can be identified (Mdller, Rajala, amdt#, 2005; Mdller and Svahn, 2003; Mdller and
Svahn, 2009). Moller and Rajala (2007) provide laegta of three types of nets: current business,
business renewal and emerging business nets (gee fi). These nets vary according to the level of
determination, with current business nets beingliigetermined and emerging business nets having
low relative levels of determination.

Figure 1: Business Net Classification Framework

Current Business Neis . Business Renewal Nets . Emerging Business Nets
Vertical Harizontal Business Customer Application  Dominant Innovation
Demand-Supply Market Renewal Solution Meats Design  Networks
MNets Mets Mets Nets MNets
* Toyata = StarAlliance * Construction *Flat panel  * Symbian * Science-
« DELL * SkyTeam * Offer improvemnents projects displays « Biuetooth based
* [KEA = Mectar * Business process * Software networks
*« Amex Improvements solulions
High-level of Low-level of

.d'eberminnl‘lon

Stable, well-defined

value system

+  Well-known and specified value

activities

+ Well-known actors

= Well-known technologies

*  Well-known busingss processes
« Siable value systems

delgtmlnalbon‘

Established value system,
incremental improvements

Emerging value system,
radical changes
= Emerging new value syslems
= OHd and new actors
» Radical changes In old value activities
* Greation of new value activities
= Uncedainty aboul both value activites
and actors
= Radical system-wide change

(Source: Mdller and Rajala 2007)

= Well-known value-systams

= Change trough local and
incremental modifications within
the existing value system

In the next section we elaborate the role of capitzestment in creating net momentum in current
business nets. Given their stability these netsra#laboration of the future net through examining
capital investment. We do not discuss the remaingtg, rather we leave them for future research.

5. Managerial Capital Investment Decisionsin Current Business Nets

Current business nets have considerable net momemupart following from the high level of
determination of these nets. Managers have comditleknowledge and experience concerning the
value systems, actors, technologies and businesegses within these nets (Moller and Rajala,
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2007). The future of these nets is relatively asssand available for managerial analysis according
to resource and activity asset audits. Each resoisrduilt on capital investment decisions with
relatively well known life-spans and payback pesiodihe result is that current business nets have
relatively high levels of net momentum.

Within the current business nets will be some finisose investment in resources is long-term.
These firms have taken a strategic stand at sonm@ po the past and have made long-term
investments, with pay-back periods for differergaa@rces extending from 7 or 8 years to 10 or 15
years or longer. This blend of long-term investresewill be matched by control over specific
business activities and maintenance of high quaitployees to operate the business processes
required to extract value from the net.

Important in the positioning of long-term capitaveéstments within a net, is the responsibility of

managers to take a strategic stand. At a poininm@ the managers must make a decision that
effectively reduces the firms future flexibility @rforces many future investment choices to follow

and support that strategic decision. The taking aftand means being certain that the future is
assured and so an investment can achieve paybdqgkaiits for future growth.

In taking a stand the managers of firms with loagrt investments project forward a part of the
network for their firm and the firms’ business t@&aships. In this elongated time-view of the
network the firms with long-term investments aretca actors. Net time centrality is defined by
resource connections between firms, with the caiorex weighted by the remaining investment
period at a specific point in time. The firms aental in the sense that other firms rely on this
forward projection of the network in making thewminvestment decisions.

In figure 2 are shown the investment life-spansaaange of major investments by five firms in a
value net. Firm C, with five major investment pg is an example of a central firm. The centyalit

is relative to the time dimension, not the positiwrtonnections in the network. In this examplenfi

C is central as it projects the network forwardhe greatest degree. Firm C is also shown to have
two supplying firms (ie A with one project, B withree projects) and two customer firms (ie E with
one project, D with two projects), but this hashmog to do with centrality in a net momentum sense.
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Figure2: Net Time Centrality - Network Projection using Capital Investment Lifespan

10 12 14 16

Years oo

Once the initial strategic investments are madeptbeess of enlarging the scope of the future takes
time and is undertaken through a series of investsneach built on the experience of the past and
each investment being matched to the strategi@aportant resources of the firm. Thus, central
firms of current business nets have taken manysysabuild up their portfolio of resources and
activities to operate their business systems, @#bh new capital investment decision designed to
support their future position in the net, thatheit strategic position. Important here is how each
decision is part of an incremental and adjustirapphat can be stalled for a period and parts can
even be reversed, but overall resources and aesi\are put in place to ensure a secure investment
through some degree of control within the future ne

The central firms will maintain their net positiby regulating their supply conditions, they wilkal
attempt to influence demand conditions, but incalies it is their irreversible investment decisions
that assures the elements of the future.

The central firms will also maintain their net gasn by regulating their associated investments and
strategic direction changes. This management oitataippvestments will be in conjunction with
relationship partners; suppliers and customersh Edcthese related firms match their resource
investments with the central firms, either accogdio contract length or the depth of their business
relationship with a central firm. The distinctiobstween the central and non-central firms in the ne
follows from the length of capital investment lifego the future. Non-central firms will have capita
investments whose shadow extends to a lesser degoaie future.

Necessarily there is an interdependence betweefirthe in the future net. However, firms that
project the net further forward in time can gaieaer leverage over the present (cf Axelrod 1984),
provided they are supported adequately by othemsfirThus, the role of central firms, in a net
momentum sense, is another important element afanktogic.

Our discussion now moves to the ways interdeperedencreated in the future net through resource
ties and activity links. Essentially, the ties alwks are constructed and supported through
interdependent capital investment decisions. Whemtral firms take an investment decision, and
make a stand concerning the future net, they peowdsurance of the future to suppliers and
customers. These firms can now undertake investidentonger periods, and in so doing they
support the forward projection of the net by thetc firms. As a result, over time the centraifg
can also be empowered to take even longer ternstiment decisions.

Only if threatened by a competitor, or drastic emvimental changes, will the central firms reverse a
major investment decision and move to new techne$pyalue systems and business processes (eg
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the US car industry with the world financial crjsi¥he central firms effectively offer an assurance
of the future simply to ensure their own existenaad that assurance is based on continuing
customer demand.

6. Future Research

The role of capital investment in assuring the feitof a net deserves further research. This is
especially so given the shadow of the future onptessent (Axelrod, 1984). Empirical case study
research of different value nets, based on an adidite expected life of capital investments along
with resource ties will layout the time extensidrtlee net. Use of historical data for different &m
points would allow examination of a sequence dfifeitnets, so providing a dynamic perspective on
net change. This resource structured view can la¢selaborated by qualitative understandings of
managers about their investment decisions, andtheyare undertaken based on interdependencies
between firms.

Dependency has been considered a relative matéepe@int in time, and has been measured only by
a manager’s perceptions of dependency (cf Zhoua@huand Yip, 2007). Interdependency is
recognized as a more useful concept (Ford and H&kan 2006; Hallén and Sandstrom, 1991;
Lusch and Brown, 1996). However, interdependenayesathrough time as a result of changes
within the firm, relationship and/or network (Foeshd Hakansson, 2006), so a more long-term
examination is required. The variations in expediéa of capital investments across business
relationships, and so through the net, should pevan understanding about the nature of
interdependency in a dynamic sense.

The audit and mapping of capital investments aceossnge of nets also offers a way of mapping
networks and then examining stability and changiénnetwork. Larger capital investments are less
able to be reversed and so the nets where long-#&wlarge resource commitments are made
should exhibit greater stability. However, necesénere must also be some change. The nature of
the change and pace of change should exhibit diktidifferent patterns according to the character
of tied resource investments. The change shouldpparent in current relationship interactions in
different ways, as present interaction is conséhihy the ‘shadow’ of the future according to the
various capital investment ties between firms.

The mapping of capital investments and their cotioes provides a highly sophisticated tool to
researchers interested in ‘network pictures’ (chireberg, Mouzas, and Naudé, 2006; Mouzas,
Henneberg, and Naudé, 2008). With capital investmepping, including resource ties, it is
possible to map networks reasonably objectivelpsemany managers. Mapping capital
investments offers a way to partially overcomeitterent subjectivity apparent in current
operationalization of the network picture methodglorhe analytical methods of real options should
allow the inclusion of relative measures of conioecstability for each resource tie and activitykli
within network maps. Further, these maps can bedit projected to provide an new analytical tool
for understanding strategy in the network context.

There is the potential to include strategy morenfalty in network research, when capital investment
Is considered to shape the future net. The naturesource ties as made evident by a resource audit
that includes investment horizons such as life-spad payback periods should allow new
conceptualizations of competitive strategy. Fornegi@, one can consider resources tied into
competitive groupings and look at their forwardjpations to compare relative future net positions.
There will be variations between intended strategyl projected strategy in a resource tie
perspective, depending on the nature of the boyreksumptions.

10



Abstract preview

The importance of economic development in all casn&f the globe suggests that considerable
future research needs to be undertaken to unddrdtardifferent dynamics of new industry growth.
Combining the network and capital investment frames offers considerable research
opportunities. The role of capital investment imnfing ‘emergent nets’ will particularly interesting
Old actors are likely to provide capital investngeahd so project the net into the future. Thisrsffe
considerable security to new actors. However, areatso imagine that some emergent nets might
be composed of different types of capital investimaonre equally projecting the net forward, so
providing a type of cooperative security. Thesesnmaty exist inside the shadow of the future
provided by other firms, or governments who provifigdure assurance through regulatory
frameworks. This form of influence between neteisffa potential area of future research.

The study of real options until now has been withia finance discipline. This has lead to a mostly
static conceptualisation of capital investment siecis. The network framework offers research
methods for examining capital investments in a ndyeamic way. Within a network framework,
where time is conceptualised as episodes and ayperdlencies are noted, real options research can
be extended by applying dynamic modelling and sitmoih techniques. Real option research can
also be extended by inclusion of the resourcesaitnpr firms within the calculations informing the
capital investment decision.

Each of these areas of research offers meansttefwour understanding of network logic.

7. Managerial Implications

The managerial implications of combining capitalastment and network perspectives are not yet
entirely clear. This paper makes only an initiasd®tive and partly theoretical foray into the
research area. However, there are a number of jdteranagerial implications.

First, the inclusion of capital investments by elgsrelated firms should be considered when real
options techniques are applied to investment dawssiHow this is to be undertaken remains an open
qguestion. However, from a network perspective racogg the importance of partner firms in
strategic decisions is an obvious addition to #ga option method.

Second, conducting an audit of the life of capitakestment in all associated firms and mapping out
the resource structure projected forward offersagarns a number of opportunities. This method of
examining firm connection should provide manageith & new understanding of interdependencies
and so future strategic options. More preciselytiimng of strategic moves should become more
clear.

Another benefit of auditing the life of capital Estments through a network lens is the opportunity
to understand competitor and partner commitmentthéar respective strategies. When evidence
exists of new capital investments, competitive ammdtegic insight can be gained. Equally, a lack of
new investment is also useful evidence. There amympotential reasons for stalling investment, so
other information is required, but lack of capit@estment is an important indicator of competitor
and partner firm strategic intention.

The future is unknown in absolute terms to manadmrsalmost all managerial thought and action is
focused on creating a profitable firm future. Imstpaper we have shown how networks and capital
investment decisions can provide new theoreticdl @mactical methods to help managers with their
main concern.
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