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i 3 knowledge management processes in order to create value
: and achieve a sustainable competitive advantage. The new
dimension and typology of business, the failure of traditional
indicators with the trend in the financial markets, and the
re-organization of corporate structures require specialized
tools. Every business model is an expression of a new
dimensional logic, where information sharing, the use of
communal structures, the speed of technological
developments, the heightened use of resources, and its
modular nature, demand for different strategies. This paper
JSocuses on the balanced scorecard tool as dn effective tool in
achieving a sustainable value standard.
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nnovation Cycle {IC} or Innovation Value Chain (IVC) claims for a deep analysis -
on knowledge identification, measurement and reporting. Radical changes have

ceurred in the last two decades of the 20™ century. New business models have als
The convergence of several fundamental strands has resulted € . c. ceade . © 7 Yorp a.v °
- emerged in which knowledge creation, capture, re(use) and diffusion establish the

e:;'n the digitel econemy as an economy of knowledge which is ! : : ; i ir dri i
“in character, brawny virtual, molecular, network-based, T way ahead to value creation. Companies need to identify their drivers that contribute
convergent, innovative, participative and global. It tends
towards gradually eliminating intermediaries in trade. The
traditional value chain, whose scope of application is
essentially industrial, has ceased to be meaningful, and has
been replaced by business models structured around powerful
“networks”. Today, traditional rules have been replaced,
increasing innovation has cut both the costs and time needed
to produce and distribute a product and/or service, and
innovations are imitated by rivals almost instantaneously.
Some examples of electronic business models in the digital
economy are models of an aggregating and integrating nature
based on alliances, or simply open market-type models. :
Strategy maps help companies to betrer understand their . potential return, seem to be irrelevant for decision-making. Thus, intangible assets
M. identification and measurement approaches can increasingly contribute for better

£ for ahigher value level and intensity. Investment in knowledge management systems

is probably the first step towards innovation philosophy and, consequently, for
E sustainable wealth creation.

o
Intangible assets appear, nowadays, as an important issue in the accounting rules

frontier—the intrinsic difficulty in their measurement causes an information perception
gap berween companies’ financial reports and stakeholders' analysis and understanding, .
'+ In fact, they have an internal value but due to their volatile nature and difficulties in

their measurement, they are normally excluded from financial staterents and are not
included in the knowledge management systems. However, according to their linkage
" and contribution for certain businesses, their importance for stakeholders is irrefutable.
Traditional financial reports, based on historical accounting ruies, that exclude the

Source: The Icfai Journal of Knowledge Memagement, Vol ¥ No. 2, 2007, @ The fofor University Press. All rights reserved | demston—maklng and support.
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In this paper, some knowledge management issues are addressed, in particular the
drivers that potendially influence companies value creation. The balanced scorecard
appears as an important tool that interlinks the corporate strategy within a set of
performance metrics. This cause-and-cffect scheme underlines the importance of
knowledge managemcnt and the emergence of this measurement in a systemasic and
dynamic basis. Effectively, knowledge strategy should drive the icchnology choice
and characteristics. Some conceprs have emerged in the knowledge management
systems, technologies that, over the years, have changed notions ke time and space.
New business models have also emerged, strongly supported by muttiple platforms

that have increased the companies’ innovation cycles and innovative value chains.

The balanced scorecard and other complementary toals represent a way by
excellence in strategy identification and performance measuremnent. New business
models, based on particular strategics; show specific cause-and-effect rclat‘ﬁms and
require differentiated performance measures. For this specific context, this paper
trics to identify a theoretical perspective on the use of the balanced scorecard in the

electronic business environments.

Balanced Scorecard as an Integrated Knowledge Management System?

'Ic\l?aditionally, performance analysis was supported by financial measures through
accounting-based indicators as net operating profits, return on investments, and return
on assets, among others. Accounting rules are not aligned with the value creation
approach—required by companies in modern economies and specifically in certain
types of electronic business models—specially those that have been born from the
digital economy. It has stressed the emergence of new performance indicators as
economic value added, cash flow return on investments, and cash value added. Broadly,
niew business models—in which intangible assets act as key success factors—emerging
ina digital context, have put out additional issues concerning companies’ performance
analysis. New indicators are required that can mmeasure, on a feasible basis, the vafue

creation inside those companics and their retention capacity.
[

Value results from the convergence between strategic dimensions as stated in
Figure I—internal processes, market and innovative strengehs and culture, It is

based on knowledge capture, transformation and use. Companies that can use thar
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Figure 1: Value Creation in Digital Economy Environments
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knowledge on a systematic and sustainable basis can expect more returns in 1
long-term. Knowledge helps companies to achieve sustainable competit-
advantage. However, internal processes innovation, a fair and trie market approa
throughout a value creation culture can help organizations in their own integrat

development scheme.

Hence, creation of insighs, skills and relationship is probably the key objective
any knowledge acquisition process. The culture should be built on knowled
acquisitiog, sharing and use processes which drive the technology choices inside ¢
companies. A set of metrics (financial and non-financial) is required that measu:

the value creation resulting from those activities.

Balanced scotecard, opine Kaplan and Norton (1996, p. 21} “retains financ
measurement as a critical summary of managerial and business performance, but
highlights a more general and integrated set of measurements that link curre
customer, internal process, employee and system performance to long-term financ
success”. Therefore, this tool is viewed as a measurement, communication ar
strategic manégemem system using complex cause-and-effect chain relafions (Nivc
2002). It was traditionally developed through four perspectives—financi.
customer, internal, learning and growth—and, according to available [iterature,
should yield a mix of outcome measures and performance drivers, strongly align-




152 INNOVATION - BUSINESS MODELS AND STRATEGIES

with business strategy. Broadly, as stated by Kaplan and Norton (199),
creates a helistic model of the strategy that allows individuals and
and understand how they can contribute to organizational developm
companies to align strategies, identify targets and evaluate on an ong
“state-of-the-art” about any particular dimension.

the scorecard
groups 10 see
ents. [t allows
oing basis the

Development of Knowledge Management Systems

Knowledge Management Systems (KMSs) are de
create, store, organize and disseminate organizational knowledge in o systematized
way (Nonaka and Takeuchi, 1995; Offsey, 1997; Alavi and Leidner, 1999). It scems
that speed and quality in the capture, creation, codifi
powerfully linked with the implementation of technolog
integrated management approaches,

fined as systems thar can capture,

cation and sharing process is
ical platforms that can support

) .
system is held in four essential discrete

and culture—and demands that this

A functional knowledge management
repositoties—people, processes, systems,
knowlcdgc is acquired, created, shared, managed and released through a judicious
combination of these four fundamental sources, It also requires thar the archirectyre
of this knowledgc {data, informarion and knowled

ge) is clearly understood in the
orga:)c:ggation (Elliot, 1997; Serrano, 2003).

Currently, technological platforms can su
management, potentially using modern inform
in that way one of the main driving forces b
dissemination of knowledge.

Pport systems for knowledge
ation technologies, and representing

chind this capture, production and

Traditional systems, oriencated in a first ste

P to the development ac management-level
planning, control and decision objectives (Marchand et 2, 2001}, which had a direct
impact essentially on internal structures,

suffered from a plethora of irzelevant information,
The increasing importance and comple

and technologies in recent decades has triggeted the emergence of new approaches that

can lead to the definition of new architectures founded on sustained reflection of
information systems rolc and technologies. '

xity of information and communication systeins

Over the years, de

velopment of information systems
information at any level of the organization. However,

has allowed to supply
the level of centralization and
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the ¢ype of information supplied have kept up with the technological development
of these systems. In this sense, KMSs represent 2 new line of systems aimed ac providing
non-structured inf'ormatien, in which knowledge becomes accessible to the right
people in the right place at the righe time (Offsey, 1997 Chait, 1999). The revolution
in the concepts of time and space seem 1o direct the new business logic, emerging
from the new economy. This revolution can be expressed through the possibility of
integrating information viz a number of technological platforms (mobile devices,
personal computets and large monitors), using modern IT devices (Offsey, 1997).
Once the user becomes a supplier of information content, its focus is on tacit
knowledge (Nonaka and Takeuchi, 1995} and their future and dynamic conversion
into explicit knowledge. Within the perspective of individual knowledge, those
systems, as 2 limited organizational resource, are used 2s 2 means of communication
that connects people and promotes mutual interaction,

In recent years, some differentiated technologies have been supporting knowledge
management in organizations: internet, intranets, document management systems,
information retrieval engines, relational databases and object-oriented databases,
clectronic publishing systems, workflow systems, push agents and technologies,
help-desk applications, brainstorming applications, data warchousing systetns and
data-mining systems. Many technological platforms used and real-time information
monitoring with large monitors, are indicators of flexible and distributed systems,
which are fundamental characteristics of current information systems.

The New Business Models: Basic Typologies

Recent literature on the digital economy has demanded the construction of new
business models that differ from traditional models in form and content, The still
bitter scepticism regarding any new model that creates wealth for shareholders is
justified by financial arguments and, above all, by the investors' behavioral concetns.
The large investments in ‘digital economy companics” sometimes find no support
cither in the high rates of return predicted or in significant alterations in investor
behavior. We do not believe that all the changes seen in the characteristics of business
have changed the levels of prudence among investors. We sometimes wonder whether
we are confronted with a change in trading models and not in business models.
Electronic business models typology proposed by Tapscott et af (2000), is designed
according two fundamental vectors: its control level and its integration Jevel.
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"The new trading models have not destroyed traditional approaches. A new
dimension has just been added: che creation of value results from the interaction
between buyers and sellers in 2 new market context. The difference lies in the volatility
of external business influences, including new technologics, customer expectations,
deregulation, globalization, industrial structure and financial markets. The outcome
of this severe volatility can be seen as new opportunities in which Internet not only
functions as a vehicle for the transmission of value par excellence but also develops the
relationship with customers by means of instantaneous action and, also, bilateral
communication. The focus on buyers and sellers in 2 non-traditional context alfows
us to identify four e-business models—Balanced, Diversified, Bold and Ambitious—

this approach follows the thinking proposed by Tapscott et al., and will be dealt with
in due course.

Those approaches were based on two Lomplementary orientation vectors—p-their
focus on the seller or their focus on the buyer. .

The direct type of electronic business model is characterized by its transactional
nature. It is presented as the simplest model in terms of transactions in that the
exchange of goods and services between buyers and sellers is direcr, irrespective of ics
size, The flow of information and assets is, therefore, controlled by both participants
in the system,

Equally transactional in nature, the market specialist model brings rogether a
number of selfers seeking to satisfy the needs of a number of buyers via a specialist
forum. These may take the form of auctions, electronic catalogues, exchanges or
simply open markets where the trading focus gives place to content integration through
the combination of different value chains,

Both the portal model and the buyer/seller cooperation model are integrated.
The portal model not only serves as a gateway to countless locations but also offers
access to 2 varied portfolio of products and services. Considering some of the most
suceessful models in the digital economy {e.g., Yahoo?), it provides ics manager with
profits from advertising and from the share it may have in the sale of such products
. and services. For the seller, access to potential buyers seems to be an advancage that
éxplains the success of such a model.

- .
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Using the original terminology {é-1webs), it is’time to explore tllcl;fu:fia?;E;;:‘
features and determine their intrinsic potential. The A.\gora mode.l, whic 1 is sb
in form 1o the market specialist modef presented above, is characterized by_t he 2 .senc;::
of intermediaries, e.g., holders of products for resale. The context provider sl;np‘
facilitates the negotiations and deals between buyers and lsellerls {content provi c?rs,
instilling trust and authenticity in its users. Its added value E.S derived from thedcrcatlot
management and regulation of mechanisms that.ailow prices to be set, pro uc;s an
services to be supplied and knowledge and other intangible bcncﬁfs to be trans e-":
One of the examples illustrating this model is eBay.com. The eatlier rn_c'ydcl, whic
identified as the one that allows greater liquidity, may fakc the following forIms: ’:1
open marker, supply-side auctions, demand-side al.fct:ons and excha.ng;s. r:it]z
model the price may be negotiated, physical space is no longer required, and ¢

market has become global and highly malleable. .

The Ariba Network and Amazon.com are typical examples of aggrepator-ty;
e-business models, in which products are linked directly to the final co.nsumer Y
context providers. These are intermediaries in the deals between both parties, creanr)
value for all those who are directly or indirectly involved—producers, consume
and sharclw[dcrs. To respond to an opportunity, essen_tial vari:ablcs an?, the:;:forcj ¢l
selection, organization, price, convenience, conformity an-d mtegr?uon o s::vla
In the form of “the super-aggregated”, electronic sources ofl_nformam?n, e-%)ro 'f:ra%
consulner portals or industrial centres, the crucial transformation lies if ¢

maximization of efficiency as a result of the level of integration that this allows.

The value transmitted to customers in the aggregator :n(?dcl does n'otr con
exclusively from the intermediaries in the transactions.. The customers; too,k:l
involved in its creation in generating important information whenever the?r make
purchase. Frrecoverable information in a waditional system {e.g., expectations th

have not been met) can now be processed and shared in the value system.
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In digital economy, traditional value chains are replaced by demand-driven value
chains. The answer is given to the customer directly; the main functions are now
centered on the processes of content production and management and on knowledge
flows and other intangibles. The aim is to provide the customer with an integrated
service and/or product that meets his or her specific needs. In this model, the context
provider defines the aims, coordinates each participant’s contribution, controls the
product characteristics and manages the different stages of implementation. Innovation
value chains are now responsible for determining quality, market response times and
the levels of return on capital invested.

The case of Cisco Systems illustrates the above points. Included ina cooperation
model of an essentially integrating nature, its principal focus is on the fact thar i
provides an appropriate but integrated solution.

Another business model of no less importance than those above is, without doul‘)”t,
the alliance type. By means of modular contributions, each participant—suitably
aligned with others—extracts value from the aims defined and attained on a shared
basis. The networks operate as basic elements in boosting the profits for all participants.
This type of model can bring together the most diverse kinds of participants, The
open sharing of information and power, the alignment of all participants, the
transpafency of the participation rules and the recognition of the value obrajined are
just some of the factors that make these models a success.

Distribution networls represent the infrastructure of the whole economy. Their
function and value do not require extensive explanations: they facilitate the
transmission of information, products and/or services. For this reason, they are the
“spinal column” of digital age business,

Another type of mode! can be found in the literature (Schwartz, 1999). However,
the same reality is catalogued differently. It reveals that digital economy cotnparies
reinvent their models and formulate their strategies 1o respond to ever more explosive
opportunities. Hamel (2000, p. 66) states, “Innovation in the concept of business is
the key to the creation of new wealth”. In the digital economy, the unit of analysis for
innovation is not the producr or technology but, rather, the concept of business
itself. The objecrive of focussing innovation on the concept of business is to introduce
mote strategic variety into a certain strategic sector or field. In general, whenever this
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ety i istributi i h creation
variety is valued by the customer, the distribution of the potential for wealt

moves radically in favor of the innovator.

The same logic of innovation is used when the problem of value migration is
addressed which is at the origin of the new business concept proposed by Hamel
(2000). This involves four main components (essential strategy, strategic resou.rces,
the customer interface and the value network) and rests on four fundamental pillars
(efficiency, exclusivity, compatibility and profit drivers). Given the importance and

is i L
relevance of the ‘value network’ companent, the analysis is centred on tha

The four main components of this business model are interconnected by means
of three distinct intermediary aspects: the configuration oFactivitics_, which reﬂca.:ts
the interconnection between strategy and the indispensable resources for its
implementation; the benefits to the customer in the form of the va,lue cre;.xtcd by Fhe
company’s strategy (transferred to the customer); and the company's frontiers, which

represent the links between it and the sources of its resources.

Value network, the fourth component in this business model, comp]emt:ms and
enhances che company'’s own resources since, in the digital economy, many of these
resources lie outside its direct control. Thus, the elements of the value network are
the suppliers, the partners (suppliers of complements that are critical to a final pAroduct
or solution) and the alliances (competitors who think in a similar fashion) which the
company establishes as 2 way of maximizing‘t_his value. it can, therefore, ‘bc stated
that the “design” and careful management of the value network are the main source

of innovation fof this business concept.

Finally, it remains to be mentioned that any business model must observe four
fundamental factors if it is to have the potential to create wealth: a) it must be an
efficient means of offering benefits to customers; b) it must be exclusive in the.sr?lfsc
of being unique in conception and execution; c) it must have a de.gree of compatibility
among other elements or must be internally consisten; and d) it must possess profit

drivers that have the potential to generate above-average returns.

Thus, the value network represents the core and the source of competitive

advantage in the digital ape.
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Generic Strategies in Electronic Business Models

Capialization of companies in a dynamic market not only depends on their assets and
capabilities but also on the nature and characteristics of the strategies they formulate
“and implement. Dependent on the structure of the industry, che products and services
complexity presented to the market, the impact of new technologies, the financial
markets reactions, legal/fiscal environment and customers, and the revitalization of

their capabilities, have become 2 “golden rule” for success in this business.

Concentration strategies are refiected in 2 range of specialized services or products
for an equally specialized marker or market niche. With their operational excellence
and a high level of complexity, the products on offer provide these companies wich
margins considered comfortable.

Time saved is one of the advantages of combined strategies since it allows a highe¥
N : h
number of transactions and an increase in interner traffic. Amazon.com is an example

of this strategy, as it has been expanding its product range.

Control strategies, which are integrated and placea heavy emphasis on the relationa
aspect; rc_:brcscnt the consolidation ofknowledge by participants in a certain industry
or functfdn. Their central objective is to assume a leading position that can serve as
a source of information, a benchmark for good practice and a privileged channel for
new products and services. Finally, coordination strategies are centred on the creation
and management of intetnet-based companies. With the relational level that these
possess, they can create a strong presence within a particular industry or even over

various industries.

When interconnected with a certain business model, these strategies allow companies
to exploit or create capabilities, and even re-invent themselves around themselves
(innovation cycles and innovation value chains). New business models can emerge,

capable of responding to an ever more fertile range of hidden opporcunities.

Balanced Scorecard Tool in E-business Models

As previously mentioned, the balanced scorecard tool was developed around four

basic perspectives—financial, customer, internal, learning and growth—and based
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on a cause-effect relations chain. Figure 2 shows a generic strategic map applicable to

businesses that are developed through electronic platforms.

Figure 2: Generic Strategy Map in E-business Models
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Financial perspectives should be measured in their four dimensions: value added,
return on investment, sustained growth, and competitive advantage. These
long-term outcome objectives are based both on a traditional financial approach as
investments returns and in a value-added approach. Profitability and revenue
enhancements can support a long-term sustained growth and the achievement or

maintenance ofcompctitive advamages.

Interlinked in a cause-and-effect relation, customer perspective is conducted by
e . L .

three important dimensions: customer satisfaction, business webs participants
satisfaction as content providers, and institutional image of the entire value system.
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Qﬁaliry, time, and price are the varizbles that contribute to satisfaction indexes
(Kaplan and Norton, 1996, p. 84). Companies should be aware of these variables
impact on entite perspective performance. In an electronic business, another key
variable should be added—safety measures, It will contribute to image and reputation

improvements and customer retention.

Internal processes perspective is strongly related to innovation intensity and
innovative culture as already stated in this reflection. Relationship with business web
links, excellence in electronic platforms, social responsibility and on-line moniter
system are the key dimensions that should be measured and reported. This perspective
is no longet based only on cost, quality and time—in this context, but-—grant data
safety is probably the most cricical process. Innovation cycle should be reinforced
and information and communication technologies capabilitics should be monitored,
Aligned with customer perspective, safety guaranty message should be automavically
passed to stakeholders, in particular to customers, N

Finally, learning and growth is also seen, in this domain, as the basis for competitive
advantage achievements. Investments in human capital and in information
téchnologies infrastructures wil certainly contribute to employee’s satisfaction,
pro&uctivity and retention rates. However, electronic business models require a
pertmianent reinvention process (human and technological capabilities).

As mentioned above, in electronic structures, a new proposal for value emerges:
the internet becomes 2 primary structure. Value is created and managed, sometimes,
through complex innovation chains. These models, with their intrinsic forces, apply
and require multiple participants: competitive advantages in terms of costs, capacities,
innovation, competence, and future returns are dependent on the core capabilities of
the various companies (providers) which integrate the business system.

The performance of these business models is not exactly finear. Irs complexity
results from the multiplicity of agents (contributing to global value of the system)
that, on the basis of a synergistic interdependence, should provide and guarantee a
solid and dynamic competitive advantage. This interlinked style of doing businegs
requires a new breed of pioneers, brawny supported by information and
communication technologies, to drive the companies. New cost categories arise such
as those for search, contracting and coordination.
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Several metrics can be used ro measure the electronic-based business models.
Quality, time and safety (Figure 3) become the key issues that drive these companies
to increase their value creation. Information systems safety controls act as a key driver.

in the internal processes pérspective.

Figure 3: Strategic Triangle in Electronic Business Models

Quality

Time Safety

Aligned with those three dimensions, some specific measures in electronic
business models are shown in Table 1. This is not an exhaustive list of performance
indicators. Each electronic business model should be measured according to their
specificities. Further investigation for each case study is required in order to identify
the most adherent indicators that can measure on a feasible basis the perspectives

under analysis.

Table 1: Examples of Specific Measures in Electronic Business Models
Financizl Customer nternal Learning and Growth
Economic Valugq “Customer satisfaction # Platform access # ICT specialists
Added (5} {ndex) failures
Return on Intermediate participants Response time (hours) !nvestment inT
investments satisfaction (Index) infrastructure ($)

EBITDA ($) # Repeated buyers # Non-conformities Technologica.]
identified communication
infrastructure
speed (Bps)
# Transactions not # New projects
completed
Market Share # Transactions # Average ordering Research and development
Grawth (%) interrupted (%) time (minutes) investment level ($}
' # Host time , Revenue per employee ($)
outstanding (hours)
Note: # Needs further evaluation/investigation.
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Performance measure becarne, in fare 19905, a key concern inside organizations
(private, public or non-profit organizations) and within organizations {entire value
system with several agents and providers). Value systems becare also more complex
than ever and more accurate information is demanded by stakcholders. Non-financial
metrics and their cause-and-cffect relation with financial measures should be identified.
Electronic business models contradict the conventional logic once they follow
continuously the innovation logic.

Conventional logic treats opportunitics according with its actual resources and
capacities whereas innovation logic would never admit any kind of constraint caused
by that level or resources and/or capabilities. Supply products and/or services do not
obey to this logic, the traditional limits rule imposed by the industry—ic focuses the
overall solution and, thus, on che generic value chain, even if thac leads the organization
to the brink of 2 new business. In this approach and in the ambit of busindss, the
search for synergy ceascs to limit itself to the main activities and the support activities
of the value chain to assume the most diverse shapes: knowledge sharing, strategy
coordination, physical resources sharing, vertical intcgration, negotiation s])aring
and the creation of combined businesses.

Canclusion .

The new view of the value chain, which takes on a long-term financial outlook,
requires a structure that can creare new products and/or services which match the
emerging future needs of potential differentiaced customers and markets. The
innovation process has become, for 2 large number of organizations, a more important
parsimonious of a future financial performance that can be in itself, their operational
cycle. This means that, in the emerging markets, already caralogued as new business
‘models, the success states on the organization’s capacity to on sustainable way, manage
the developmenit process and reaching new categories of costumers with a high
retention power.

Thekey factors of competitiveness which have directed the evaluation of industry
attractiveness in the last decades continue to constitute an essential basis for that

evaluation, although due to the differences of performance deriving from the folowed

strategies, they have been complemented with the analysis of the competition position.
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Markets development, strongly forced by technology development, even by the
evolution of quality concepts and by the business ethics in itself, has been demanding
the development of new techniques which enable us to measure the business-related )

petformance but also the Iusiness own risk.

The balanced scorecard can be used as an integrated tool either in electronic
business models. Cause-and-effects relations can be identified within several
perspectives {probably additional perspectives should be integrated in (halt to.ol) and
their dimensions measured throughout specific value-added performance indicators,

Further investigation should support the assertions presented in this paper.
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