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COMPONENT

COMPONENT

TRANSACTION COST = 
PROCESSING INFORMATION AND COMMUNICATION

An organization is essentially a string of components 
forming a vertical value chain welded together by 

transaction costs.

ORGANIZATION

TRANSACTION COST = 
PROCESSING INFORMATION AND COMMUNICATION

TRANSACTION COST = 
PROCESSING INFORMATION AND COMMUNICATION

VALUE CHAIN

“LIGHT” COMPONENT INDICATES  LOW 
IMPORTANCE TO CUSTOMER 

“DARK” COMPONENT INDICATES  HIGH 
IMPORTANCE TO CUSTOMER 

HEIGHT INDICATES 
ORGANIZATIONS 

ADVANTAGE

OLD VALUE CHAIN NEW VALUE CHAIN

TRANSACTION COST = 
PROCESSING INFORMATION AND COMMUNICATION

TRANSACTION COST = 
PROCESSING INFORMATION AND COMMUNICATION

COMPONENT REMAINS UNCHANGED

COMPONENT BECOMES INCREASINGLY 
IMPORTANT TO CUSTOMER- COMPANY 

KEEPS AVERAGE ADVANTAGE

NEW COMPONENT EMERGES - COMPANY 
CHOOSES TO IGNORE EMERGING 

CUSTOMER DEMAND

COMPONENT IS REMOVED FROM THE VALUE CHAIN. 
VALUE CHAIN BREAKS UP.

NEW COMPONENT EMERGES. VALUE 
CHAIN BECOMES HORIZONTAL. 

COMPANY IS UNABLE TO COMPETE WITH 
ASSYMETRIC COMPETITION
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