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Abstract. Companies need to acquire the right capabilities from the right 
source, and the right shore, at the right cost to improve their competitive posi-
tion. Capability sourcing is an organizing process to gain access to best-in-class 
capabilities for all activities in a firm’s value chain to ensure long-term compet-
itive advantage. In this paper, capability sourcing modeling is introduced as a 
technique to create sourcing alternative solutions to facilitate strategic sourcing 
decision making. Our approach is applying conceptual models as intermediate 
artifacts which are schematic descriptions of sourcing alternatives based on or-
ganization’s capabilities. Therefore, a high-level conceptualization based  
on Service-Dominant Logic (S-D Logic) is proposed as a language to create  
capability sourcing conceptual models.  
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1 Introduction 

“For years, sourcing has just been another word for procurement — a financial ma-
terial, but strategically peripheral, corporate function. Now, globalization, aided by 
rapid technology innovation, is changing the basis of competition [1]. It’s no longer a 
company’s ownership of capabilities that matters but rather its ability to control and 
make the most of critical capabilities, whether or not they reside on the company’s 
balance sheet” [1]. 

“Sourcing is evolving into a strategic process for organizing and fine-tuning the 
value chain” [1]. Companies should be looking for alternative sourcing of business 
capabilities to seize new market opportunities. Yet few companies are taking full 
advantage of the cost and flexibility opportunities in the new global arena [1]. 

Strategic sourcing is a systematic and fact based approach for optimizing an organ-
ization's supply base and improving the overall value proposition. “Strategic sourcing 
allows companies to take full advantage of cost, flexibility and new capability oppor-
tunities; whether delivered by traditional suppliers, trading partners, distributors, 
agents and even customer self-service models” [2]. 



78 L. Rafati and G. Poels 

Strategic sourcing is rooted in the idea that a business must have a set of explicitly 
defined capabilities in order to execute its strategy successfully [2]. “Leaders often 
mistake the course of action and pursue a wrong path — diverting attention from the 
intended strategy. A root cause is often that strategic intent and objectives are not 
articulated in clear operating language for better execution. A written strategy does 
not ensure strategic action” [2].  

Sourcing decisions are strategic decisions at the management level of organization. 
These decisions are related to the organizing process of an organization. Organizing is 
defined as the process of arranging resources to work together to accomplish a goal 
[3]. The organizing process formulates corporate strategies to achieve competitive 
advantage through arranging the firm’s resources and configuring the firm’s capabili-
ties within a changing environment. In the organizing process, strategic decisions are 
made about choosing the right sourcing solutions like outsourcing, insourcing or co-
sourcing. Sourcing decisions include the commitments, decisions and actions required 
for a firm to achieve strategic competitiveness on resources and organizational  
capabilities.  

At the strategic management level in an organization, decision makers need to 
share a common ground or a common language to facilitate their discussions [4]. A 
common language is needed to define and articulate concepts that facilitate the de-
scription of objects of strategic interest and that improve the strategic discussions and 
enhance related decision making [5]. We introduce capability sourcing modeling as a 
technique to create sourcing alternative solutions. Capability sourcing models can 
facilitate strategic sourcing decision making to choose the right sourcing solution for 
the organization. Our approach is applying a conceptualization based on service sys-
tem as a language for modeling the relevant concepts of strategic capability sourcing. 
This conceptualization can serve as a common language to facilitate discussions about 
sourcing at the strategic management level in an organization.  

A theoretical background of strategic sourcing and competitive advantage is ex-
plained in the next section. In the third section, the capability sourcing process and 
modeling are introduced as an approach to improve the firm’s competitive position. 
Finally, in the last section, conceptualization as a solution is proposed for capability 
sourcing modeling.  

2 Theoretical Background 

Strategy is the direction and scope of an organization over the long term, which 
achieves competitive advantage for the organization through its configuration of re-
sources and capabilities within a changing environment. Companies need to leverage 
right strategic sourcing (the right capability at the right cost from the right source and 
the right shore) to improve their competitive position. Competitive advantage is the 
ability to create more economic value than competitors. It is a firm’s profitability that 
is greater than the average profitability for all firms in its industry. Furthermore, sus-
tained competitive advantage is a firm maintaining above average and superior profit-
ability and profit growth for a number of years. Competitive advantage results in  
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superior profitability. The primary objective of strategic sourcing is to achieve a  
sustained competitive advantage which in turn results in superior profit and profit  
growth [6]. 

The firm’s resources, capabilities and competencies are the main factors driving 
the strategic sourcing. Resources are the assets that organizations has or can call upon 
(e.g. from partners or suppliers), that is, ‘What the firm Has’. Two categories of  
resources are tangible resources and intangible resources.  

According to the Resource-Based View (RBV) theory, a firm is able to achieve 
sustained competitive advantage if it can acquire and control Valuable, Rare, Inimita-
ble, and Non-substitutable (VRIN) resources [7]. Valuable resources need to deliver a 
product or service that is not currently available from a competitor. Only value-adding 
resources can lead to competitive advantage, whereas non-value-adding resources 
may lead to competitive disadvantage. Rare resources are those possessed uniquely 
by one organization or by a few others only (e.g. a company may have patented prod-
ucts, have supremely talented people or a powerful brand). Rarity could be temporary 
(e.g. patents expire, key individuals can leave or brands can be de-valued by adverse 
publicity). Valuable common resources can lead to competitive parity but no advan-
tage. Valuable rare resources can provide, at best, temporary competitive advantage. 
Inimitable resources are those that competitors find difficult to imitate or obtain, 
usually due to unique historical conditions, causal ambiguity or social complexity. 
They are things such as culture, partnerships and working relationships perhaps un-
derpinned by recruitment, training, motivating and rewarding staff. Valuable, rare, but 
imitable resources provide temporary advantage. Only valuable, rare and hard-to-
imitate resources can provide sustained competitive advantage. Non-substitutable 
resources do not have strategic equivalents, such as firm-specific knowledge or trust-
based relationships. Valuable, rare, hard-to-imitate resources and non-substitutable 
resources can also provide sustained competitive advantage [8]. 

VRIN resources if managed by unskilled people will provide no benefit to the firm. 
The resources themselves do not confer any advantage for a company if they are not 
organized to capture the value from them. A firm must organize its management sys-
tems, processes, policies, organizational structure and culture to be able to fully real-
ize the potential of its valuable, rare, hard-to-imitate and non-substitutable resources. 
Only then the companies can achieve sustained competitive advantage. Therefore, 
VRIN framework is modified to VRIO framework [9]. For a firm’s resources to be 
the basis of a competitive advantage, they must have VRIO attributes: valuable (V), 
rare (R), costly to imitate and non-substitutable (I) and Organization (O). Also the 
firm must be able to organize (O) in order to capture the value of the resources. The 
organization (O) means “how is a firm organized to develop and leverage the full 
potential of its resources base” [9].  

The concept of capability represents the firm’s capacity or ability to integrate the 
firm’s tangible and intangible resources to achieve a desired objective, that is “What 
the firm Does”. So, capabilities can be considered as the Organization (O) in VRIO, 
as the firm’s capacity and ability to capture the value of resources [9]. 

The concept of Competency captures the essence of what makes an organization 
unique in its ability to provide value to customers. Competencies are “What a firm 
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Does that is strategically valuable” (e.g. product design skills, cooperative relation-
ships). Distinctive competency is something that an organization does particularly 
well relative to its competitors. It is a unique firm-specific strength that allows a com-
pany to better differentiate or achieve lower cost than rivals [6]. These arise from 
VRIN resources and capabilities.  

Summarizing, strategic sourcing is the direction of an organization to achieve 
competitive advantage through its configuration of VRIN resources, capabilities and 
distinctive competencies within a changing environment. (Fig.1) 

 

 

Fig. 1. Competitive advantage through strategic sourcing 

To complete the theoretical foundation of our proposed solution, one more concept 
is needed. The Dynamic Capability (DC) of an organization is defined as “the capaci-
ty of an organization to purposefully create, extend, and modify its resource base” 
[10]. The resource base includes the tangible, intangible resources as well as capabili-
ties which the organization owns, controls, or has access to on a preferential basis 
[10]. The concept of DC has evolved from the RBV theory. RBV proponents argue 
that VFIN resources can be a source of superior performance, and may enable the 
firm to achieve sustained competitive advantage. DC has lent value to the RBV argu-
ments as it transforms what is essentially a static view into one that can encompasses 
competitive advantage in a dynamic context [11], [12],[13]. Therefore, the “O” in 
VRIO should refer to DC as the organization (O) needed to transform bundles of re-
sources into competitive advantage [9]. 

Three cluster of capabilities can be realized by DC: 1) Sensing capability - dynam-
ic capability of opportunity identification; 2) Seizing capability - dynamic capability 
of opportunity investment; and 3) Transforming capability - dynamic capability of 
recombination and reconfiguration. The enterprise will need sensing, seizing, and 
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reconfiguring capabilities to be simultaneously developed and applied for it to build 
and maintain competitive advantage [14].  

The roots of competitive advantage are thus found in DC, as shown in Fig 2. The 
Dynamic Capability lets a firm arrange and develop its resources to create and capture 
value. This ability leads to achievement of competitive advantage. For creating and 
capturing value, two basic strategies are low cost (similar product at lower cost) and 
differentiation (price premium from unique product) [6]. 

 

Fig. 2. Dynamic capability to achieve and sustain competitive advantage 

3 Solution Approach 

Capability sourcing began as a cost-cutting measure, but companies that create real 
sustained value routinely use it for far more strategic ends to gain capabilities that 
they don't have in-house, or to strengthen capabilities they do have, for everything 
from developing world-class talent to bringing new products to market faster and 
enabling business model innovation [15]. The capability sourcing process improves a 
company's competitive position by ensuring that processes and functions are obtained 
from the right source at the right cost. Greater focus on capability sourcing can im-
prove a company’s strategic position by reducing costs, streamlining the organization, 
and improving quality [15]. Also it can support companies for finding more-qualified 
partners to provide critical functions that usually allow to enhance their core  
capabilities that drive competitive advantage in their industries [1]. 

Capability sourcing is a process of gaining access to best-in-class (sensing, seizing, 
and reconfiguring) capabilities in a company’s value chain to ensure sustained  
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competitive advantage. Right sourcing of sensing, seizing, and reconfiguring capabili-
ties improves the competitive position of firm across the value chain and within a 
changing environment. Right sourcing means leveraging the right capability at the 
right cost from the right source and the right shore to improve the competitive posi-
tion. Capabilities are the key to alignment and successful strategy execution. Capabili-
ties exist across the value chain and in order to achieve high-performance a business 
must learn to manage capabilities that other parties in the value chain perform. They 
must learn to govern a network of capabilities. Right sourcing allows sharper focus on 
differentiating capabilities. On the other hand, incorrect sourcing decisions limit agili-
ty and increase costs. Capabilities where the company is not best in class can be, 1) 
built internally via process improvement and investment; 2) outsourced to a provider 
who is best in class; 3) moved offshore when cost and/or quality are superior. Clarify-
ing the value contribution (or strategic relevance) of each capability helps a business 
allocate the right level of time and resources — whether to strengthen, minimize or  
outsource. Determining the value contribution helps focus resources and sourcing 
alternatives on capabilities that create value and distinctiveness, or identifies where to 
target efficiency work, either through rigorous process improvement or sourcing to a 
low cost provider [2]. 

We propose capability sourcing modeling as a technique to explore sourcing alterna-
tive solutions which are insourcing, outsourcing or sharing forms (e.g. in-house, spin-off 
and joint venture) of sourcing. A capability sourcing model is a model of an organiza-
tion’s capabilities like a blueprint (i.e., a capability map) to express the capabilities that 
are necessary to execute the stated strategy. The capability map as a capability sourcing 
model is a black-box model to support strategic decision makers to organize their firm’s 
resources and capabilities in a right way (cost, source and shore). This model can express 
the firm’s capabilities across the value chain as 1) Insourced capabilities that are assigned 
to an internal (but ‘stand-alone’) entity that specializes in that operation. 2) Outsourced 
capabilities that are assigned to a third party to perform on its behalf. 3) Co-sourced ca-
pabilities that are assigned to a partnership as a long-term cooperation between two (or 
more) business partners. Therefore, the capability map can facilitate decision making to 
choose the right sourcing forms as in Table 1.  

Table 1. Sourcing alternatives based on a capability map 

Capability  Sourcing alternatives (forms) 

Insourced capabilities 
 Shared service center (SSC) 
 Captive center 

Outsourced capabilities 

 Nearshore outsourcing 
 Offshore outsourcing 
 Business Process Outsourcing (BPO) 
 Build Operate Transfer (BOT) 

Co-sourced capabilities 
 Selective sourcing 
 Joint venture 
 Strategic alliance 

 
Our approach to create a capability sourcing model as a part of sourcing solutions 

is applying conceptual modeling. “Conceptual modeling is a widely applied practice 
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and has led to a large body of knowledge on constructs that might be used for model-
ing and on methods that might be useful for modeling” [16]. The main purpose of 
conceptual modeling is extraction of a high-quality conceptual schema of a system.  

“Conceptual models are used as intermediate artifact for system construction. 
They are schematic descriptions of a system, a theory, or a phenomenon of an origin 
thus forming a model” [17], [18]. A conceptual model is a model enhanced by con-
cepts. Conceptual models use a language as a carrier for the modeling artifact and are 
restricted by the expressiveness of this carrier [17], [18]. This language is often also 
used for the description of the concepts that are incorporated into a modeling result. 

Therefore, for capability sourcing modeling, we use conceptual models as interme-
diate artifacts which are schematic descriptions of sourcing alternatives based on or-
ganization’s capabilities. We propose the Service-Dominant Logic (S-D Logic) as a 
language and the service system abstraction as a high-level conceptualization [19] for 
modeling the intermediate artifacts in capability sourcing conceptual modeling.  

4 Proposed Solution 

“Conceptualization aims at collection of objects, concepts and other entities that are 
assumed to exist in some area of interest and the relationships that hold among them. 
It is thus an abstract, simplified view or description of the world that we wish to 
represent. Conceptualization extends the model by a number of concepts that are the 
basis for an understanding of the model and for the explanation of the model to the 
user” [17].  

S-D Logic provides a framework for thinking more clearly about the service sys-
tem and its role in competition (competitive advantage) [20], [21]. The S-D Logic 
views a service system as a dynamic value co-creation configuration of resources, 
including at least one operant resource, all connected internally and externally to other 
service systems by value propositions [22]. Service system as a dynamic value co-
creation configuration of resources is related to the concept of Dynamic Capability 
that is defined before (in section 2) as the capacity of an organization to purposefully 
reconfigure its resource base. More specifically, the concept of service system can be 
used for modeling the bundle of VRIN resources that can be used to provide services 
to other service systems in order to create value and then to achieve the sustained 
competitive advantage. (Fig. 3)   

S-D Logic views service as the application of operant resources – for example 
skills and knowledge that are capable of acting and producing effects in other re-
sources – for the benefit of another party. Service is the fundamental basis of ex-
change. “Competing through service is about applying operant resources better than 
the competition”’ [20], [21]. The concept of service can be used for modeling the 
connection between service systems as the  “service-for-service exchange” that is 
needed to create value.  

S-D Logic represents a shift in focus from operand to operant resources. Operand 
resources are resources upon which an operation or act is performed to produce an 
effect like primarily physical resources, goods, etc. Operant resources are resources 
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that produce effects e.g., primarily knowledge and skills. Operant resources are active 
resources that are capable of creating value [23]. Competitive advantage is a function 
of how one firm applies its operant resources to meet the needs of the customer rela-
tive to how another firm applies its operant resources. Since applied operant resources 
are what are exchanged in the market, they are the source of competitive advantage. 
“Operant resources are the fundamental source of competitive advantage” [20], [21]. 
The concept of operant resource can be used for modeling the VRIN resources and 
capabilities (resource base) that have potential to achieve the sustained competitive 
advantage.  (Fig. 3) 

The ability to integrate operant resources between organizations increases the abili-
ty to gain competitive advantage through innovation. Firms gain competitive advan-
tage by engaging customers and value network partners in co-creation activities. One 
opportunity for organizations to compete through service is to identify innovative 
ways of co-creating value. The central idea of S-D Logic is the concept of resource 
integration as a key mechanism for value co-creation. The individual firms need a 
network-to-network conceptualization of relationships that converge on value creation 
through a web of resource integration. Resource integration is therefore a multidirec-
tional network-oriented process with parties integrating multiple resources for their 
own benefit and for the benefit of others [20], [21].  Resource integrating is a process 
for value co-creation through a value network of actors that results in a competitive 
advantage. The concepts of value co-creation and resource integration can be used for 
modeling the collaborative relationships between a firm and its value network  
partners to achieve the sustained competitive advantage. (Fig. 3) 

The core concepts of S-D Logic like service exchange, value co-creation, resource 
integration, and collaborative relationships point to a generic actor conceptualization 
in which all actors engaged in exchange (e.g., firms, customers, etc.) are viewed as 
service provider or value creator. In other words, all social and economic actors are 
essentially doing the same thing: creating value for themselves and others through 
reciprocal resource integration and service provision [24]. S-D Logic views the social 
and economic actors as an operant resource – a resource that is capable of acting on 
other resources, a collaborative partner who co-creates value. “The value network 
member (actor) that is the prime integrator is in a stronger competitive position” 
[20], [21].  The concept of actor (resource integrator or value co-creator) can be used 
for modeling internal and external service providers. (Fig. 3) 

Value comes from the ability to act in a manner that is beneficial to a party. Value 
is subjective and always ultimately determined by the beneficiary, who in turn is al-
ways a co-creator of the value. Value creation is at the heart of competitive advan-
tage. A firm is said to have a competitive advantage only if it can create more  
economic value than its competitors. The concept of value can be used for modeling 
value creating (value-in-use) and value capturing (value-in-exchange) to achieve the 
sustained competitive advantage [25]. (Fig. 3) 

 



 Capability Sourcing Modeling 85 

 

Fig. 3. A high level conceptualization for capability sourcing modeling 

The proposed conceptualization (Fig. 3) can be applied to build capability sourcing 
conceptual models as intermediate artifacts which are schematic descriptions of 
sourcing alternatives based on organization’s capabilities. Service system can be used 
for modeling the bundle of (operand/operant) resources which are able to exchange 
services through value propositions. The bundle of resources in a service system can 
be available internally or externally. Therefore, it can be provided through internal 
providers (firm) or external providers (market). Determining the value contribution of 
a service system can be used to analyze whether resources are able to provide a (sus-
tained, temporary, parity) competitive advantage within an capability or not. This 
analysis may be a step toward a decision on making, buying or sharing this capability.  

5 Conclusion 

Capability sourcing conceptual models as intermediate artifacts are schematic descrip-
tions of sourcing alternatives based on organization’s capabilities. These models help 
decision makers to choose the right sourcing alternatives for capabilities such as  
insourcing forms (e.g. in-house, captive center), outsourcing forms (e.g. spin- off, 
divestment) and sharing forms (e.g. strategic alliance, joint venture).  S-D Logic is 
introduced as a language and conceptualization for modeling these intermediate arti-
facts in capability sourcing. The proposed 'high-level' conceptualization is more an 



86 L. Rafati and G. Poels 

integration of different theoretical concepts. It provides a frame of reference to define 
a more specific conceptual framework and meta-model for modeling strategic sourc-
ing alternatives and elaborating analytical techniques to explore, compare, and  
evaluate alternatives and make the right decision. 

The next steps in our research are 1) Further defining capability sourcing concep-
tual modeling as a technique, capability sourcing conceptual models as intermediate 
artifacts and capability sourcing conceptualization as a language through elaborating 
more the proposed abstraction based on S-D Logic; 2) Applying capability sourcing 
conceptual method, artifacts and language to create sourcing alternative solutions.  
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