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ECONOMIES OF CREATIVITY: THE FUTURE OF VALUE CREATION 

Much emphasis and thought have been placed on realizing cost and time efficiencies in order to create 

value for an organization. Performing functions cheaper and faster at a sustained or improved level of 

functional performance does create value through economies of scale; however, in a more dynamic world 

the value that is created is no longer a sustainable competitive advantage. Organizations need to move 

from a pure focus on economies of scale to economies of creativity. Through the integration of economies 

of creativity into an organization, projects, processes, strategies, and products can leverage continuous 

innovation and ultimately, a stream of sustainable value creation. In an increasingly competitive business 

landscape, value creation and innovation will be the key to future value creation for all stakeholders of a 

given organization. This paper explores the concept of economies of creativity through the application of 

Value Methodology and how it can be applied to an organization to create value beyond traditional 

means. The concept of value chain management to drive processes and organizations can be applied to 

any organization to maximize the benefits of all performed functions.    
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Introduction 

Organizations have effectively implemented the industrial model of managing work for decades. The 

management of work has generally been considered the guiding of activities, tasks, and efforts towards 

completing common goals with anticipated outcomes. For individuals, this model emphasizes that one is 

supposed to know what tasks should be performed each day. For organizations, it was long considered 

valuable to guarantee predictability and efficiency, as well as to have a general sense of stability; 

however, in a much more interconnected and dynamic world this model has become problematic to the 

longer term viability and sustainability of any entity or organization, and in some cases entire industries. 

Businesses caught in this paradigm have become static, finding it difficult to adapt to the new world of 

technology and rapid innovation around them.  

The major problem with such an organizational model is that work is becoming commoditized at an 

increasing rate. Standard operating tasks and components of business success are no longer being 

measured in terms of continuous improvement in cost structure and efficiency gains. Rather, the model 

has shifted beyond manual tasks into knowledge work. Components that were the targets of 

organizational improvements and gains in productivity were formerly encompassed in automation of 

elements such as data entry, purchasing, billing, payroll, and similar responsibilities. Most of these types 

of efficiency and productivity gains have now been realized. Organizations that draw value from 

optimizing repetitive work are beginning to find that it is increasingly difficult to extract what has long been 

referred to as value. Value is no longer as cost centric and production driven as it once was. 

The value of products and services today is increasingly based on creativity. Creativity is paving the way 

for innovative methods that take advantage of new materials, technologies, and processes. Value 

creation in the past was a function of economies of industrial scale that could be gained through mass 

production and the efficiency of repeatable tasks. This model has now become stale and often the most 

sought after individuals are those with insight, creativity, flexibility, and the capability to see beyond the 

general nature of cost and time structures. Value creation is no longer based on economies of scale, but 

rather based on economies of creativity. Consider economies of creativity to be mass customization and 

the process of bringing new products or service improvements to market. It is the innate ability to find a 

solution to a vexing customer problem or, the way a new product or service is sold and delivered. 

Economies of creativity is the new currency in the marketplace that produces leaders versus those 

organizations who are still focused on the old paradigm of economies of scale. It is in this very context 

that Value Methodology (VM) becomes increasingly important to drive innovation and make value-based 

decisions.   

Innovation and Creativity as a Resource 

There already exists a word for creative output applied on a consistent basis to improve products and 

services. It is the term that is often thrown around with little regard to its true definition. Management in 

organizations pounds on the table and says, “We need to innovate!” However, innovation is easier said 

than done. Organizations should be seeking to bring innovation out of the proverbial research and 

development (R&D) labs and into the mainstream. The problem is that organizations collectively have not 

defined innovation, measured it, increased it, and optimized it. In order to move forward in the new 

paradigm of dynamic and interconnected markets, organizations need to begin to understand how to 

manage creativity in addition to managing the work and resource deployment. This will be the driver of 

continuous creativity that will spur a more sustainable stream of innovation, and ultimately the future 

creation of value. Organizations need to focus on creating economies of creativity as opposed to 

continuing to focus on economies of scale that offer little, if any, marginal gains in highly competitive 
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markets. Focusing solely on economies of scale will no longer offer long term success as competitive 

advantages are becoming short-lived and supplanted by the next good idea. 

Take for example, an industry that has been focused on innovation versus the more traditional blue chip 

companies in America. For purposes of comparison the biotechnology industry will be represented by the 

iShares Nasdaq Biotechnology fund (IBB) by the blue shaded area, and the traditional blue chips will be 

the Dow Jones Industrial Average (^DJI) represented by the red line in Figure 1 below. The Dow Jones 

Industrials have long been lauded as the pillar of investment and a means to create investment value; 

however, in the market meltdown of 2008-09 something new began to happen. Industrials began to hit a 

point at which economies of scale had effectively been tapped and harnessed, whereas the 

biotechnology arena was focused on economies of creativity. The biotechnology sector always seemed 

promising, but it was a money loser when value was measured in investment dollar terms. Biotechnology 

was vested and entrenched in a long period of R&D focused on non-traditional innovation. As the 

economy recovered, the blue chips did not emerge as strong because they were more dependent on 

physical capital and cost structures built on economies of scale. Biotechnology, in investment value 

terms, began to vault ahead in 2012 as the entire industry saw a wave of new drug releases and value 

creation largely based on knowledge capital.  As it stands at the time of writing this paper, since 2001 the 

Dow Jones Industrial Average is up a little over 40%, whereas the biotechnology sector is up more than 

120%, or threefold more than the Dow Jones Industrials. While this comparison has its flaws, the major 

point is that knowledge capital and economies of creativity are becoming increasingly more important 

than the more traditional economies of scale in the process of value creation.  

 
Figure 1: Comparison of Biotechnology sector to the Dow Jones Industrial Average. 

Shifting from economies of scale to economies of creativity requires a shift in thinking from productivity to 

creativity. Productivity means that incremental efficiency gains have wrung cost out of operations. 

Creativity means that incremental value gains have been injected into projects, processes, services, and 

products. Economies of creativity are creating more value. Companies are able to sell X units of 

something that didn’t exist before. Other companies have increased the sales of Y not because they 

made it cheaper, but because it was made better or increased value to customers by servicing functional 

needs that had not been serviced before. Think of how the smart phone revolution changed the 

landscape of the mobile phone market. Cellular telephones were already an innovation in and of 

themselves; however, the creation of smart phones added value to the end user not by changing the 

basic communication functions, but by adding additional functions such as internet access from the palm 

of your hand. Think about how Apple’s iPhone redefined the mobile market. Going back even further in 
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time, think how cable redefined how entertainment was consumed. Then think of the next innovation of 

streaming video via the internet and how that paved the way for entirely new companies in the 

marketplace. Taking costs out will always be important to success and creating value, but the equation is 

changing. Individuals, management, strategy, and operations will now have to learn how to create new 

value and introduce economies of creativity. 

Defining Economies of Creativity 

In order to effectively capitalize on economies of creativity, an organization must be able to measure it, 

track it, and be able to improve it. There must be a framework from which to draw an understanding of 

whether or not value is being added. The measurement of value provides the best indication that 

economies of creativity are being leveraged. As was previously mentioned, cost and time (or the resource 

profile) is still important; however, it is the incremental level of functionality and performance gained that 

is more meaningful in this day and age. Fortunately, VM has already suggested an approach in which 

economies of creativity can be defined. VM suggests the following: 

𝑉𝑎𝑙𝑢𝑒 =  
𝑓𝑢𝑛𝑐𝑡𝑖𝑜𝑛

𝑟𝑒𝑠𝑜𝑢𝑟𝑐𝑒𝑠
=  

𝑝𝑒𝑟𝑓𝑜𝑟𝑚𝑎𝑛𝑐𝑒

(𝑐𝑜𝑠𝑡 + 𝑡𝑖𝑚𝑒)
 

Taking this a step further, the measurement of function, or performance, in a tangible and meaningful way 

needs to be applied to further provide a framework to measure and assess value. One technique called 

Value Metrics suggests that function is roughly equivalent to the level of functional performance achieved 

respective to the focused need and purpose (or basic functions and higher order functions). In measuring 

function for economies of creativity, it could be suggested that facets of performance, or performance 

attributes, such as future flexibility, adaptability, and resiliency are key elements. Consider the following 

suggested definitions for each of these functional performance components: 

 Future Flexibility – the degree to which a system is able to be responsive to change in the 

future.  

 Adaptability – the ability to change or be changed in order to fit or work better for a specific 

situation or purpose.  

 Resiliency – the ability to achieve success or become successful again after something 

unforeseen occurs.  

These three performance elements should be the cornerstone for measuring economies of creativity. The 

more future flexibility something has, the higher the likelihood is that it can continue to change in the 

future to maintain a competitive edge. The more adaptability something has, the better it can be made to 

work for more than just a single specific situation or purpose. The more resiliencies something has, the 

greater its ability to persevere when faced with the great unknown (i.e., risk). In a dynamic and rapidly 

evolving world, cost structure and time horizons will be assumed to be present, but not all organizations 

will be able to achieve dynamic future flexibility, adaptability, and resiliency. As a result, economies of 

creativity within an organization can be measured using a value-based framework to determine whether 

their actions, plans, and organizational decisions are truly adding value. The degree of future flexibility, 

adaptability, and resiliency should be weighed against the cost inputs and the time horizon for which such 

cost inputs are anticipated to occur. This will set high performance organizations apart from those that are 

destined to dwindle and fade away.  

In a paper presented at SAVE, 2011 titled “Uncertainty Modeling in Multiple Dimensions”, an alternative 

form of measuring value beyond the basic definition of VM was suggested. It was termed as a discrete 

model. The discrete model considers value as the sum of the elements of value of a system. This type of 
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model is linear and considers cost, time, performance and risk independently.  The outcomes realized are 

dependent on the net aggregation of the individual components of the system.  This is why it can be said 

that it is a “discrete” model of value.  The algorithm for this model is stated as follows: 

𝑉𝑓(𝑃, 𝐶, 𝑡)𝑡𝑜𝑡𝑎𝑙 =  ∑[𝑊𝑃 ∙ (𝑃𝑛

𝑁

𝑛=1

∙ 𝛼) +  𝑊𝐶 ∙ (
1

𝐶𝑛

∙ 𝛼) + 𝑊𝑡 ∙ (𝑡𝑛 ∙ 𝛼)] 

Where V = Value, f = Function, P = Performance, C = Cost, t = Time, W = weight, α = Uncertainty, and N 

= the number of developed value alternatives. 

Economies of creativity are a more system oriented approach to measuring value across an organization 

and the number of potential value alternatives, options, or propositions. As a result, the discrete model of 

value is a more representative means to measure the degree of economies of creativity. The larger the 

resulting index numbers from the model, the greater the degree of economies of creativity. The 

performance of the system can be measured using the suggested attributes of future flexibility, 

adaptability, and resiliency for the variable P. From this the model of value the following definition for 

economies of creativity can be derived: 

𝐸𝑐𝑜𝑛𝑜𝑚𝑖𝑒𝑠 𝑜𝑓 𝐶𝑟𝑒𝑎𝑡𝑖𝑣𝑖𝑡𝑦 = 𝑉𝑓(𝑃, 𝐶, 𝑡)𝑡𝑜𝑡𝑎𝑙 =  ∑[𝑊𝑃 ∙ ([𝐹𝐹𝑛

𝑁

𝑛=1

+ 𝐴𝑛 + 𝑅𝑛] ∙ 𝛼) +  𝑊𝐶 ∙ (
1

𝐶𝑛

∙ 𝛼) + 𝑊𝑡 ∙ (𝑡𝑛 ∙ 𝛼)] 

Where V = Value, f = Function, FF = Future Flexibility, A = Adaptability, R = Resiliency, C = Cost, t = 

Time, W = weight, α = Uncertainty, and N = the number of developed value alternatives. 

Harvesting Economies of Creativity 

Now that there is a working definition for how to quantify economies of creativity, it is important to 

understand how to harvest economies of creativity. As a value practitioner there are three key ways in 

which to help organizations realize economies of creativity. These include helping organizations master 

machines, emphasizing the importance and focus on value, and finding ways to make creativity real. 

The mastery of machines is a key component to not only leveraging existing economies of scale, but also 

in gaining economies of creativity. Mastering machines doesn’t mean that they must be controlled, but 

rather that the use and application of machines should be mastered. The more effectively machines can 

be used, the more effective organizations can become at leveraging the available time to focus on 

creativity, research, and development of new concepts and ideas. It doesn’t take a computer scientist, 

mathematical genius or scientist to know that machines are increasingly taking over every form of routine 

work in an automated fashion (whether physical or intellectual). Increasing the level of understanding of 

the ways in which routine tasks can be completed by machines, and how to apply this approach to 

whatever the organization is doing will free intellectual capital to think about how to add creative value, or 

effectively innovate. Such creative value may well be organizing the machines to manifest a creative 

product, service, or process that the organization can use to not only gain a competitive advantage, but to 

also gain an economy of creativity. 

Developing economies of creativity is about being obsessed with value. Value practitioners have the 

opportunity to help organizations establish quantified frameworks for the continuous identification, 

tracking, and management of value. This paper presents a definition for increasing value through 

economies of creativity. Furthermore, the equation suggested above establishes a means to 

quantitatively measure economies of creativity and deploy it across an organization. The final component 



Economies of Creativity: The Future of Value Creation                                                                                                      Brink 

that must be added into this is shaping how changes within the organization influence thinking about 

creation of value. Organizations need to focus on the new capabilities, products, improved processes, or 

services that they can bring to end users and customers that will create both internal and external value. 

Value practitioners need to help organizations envision how such changes will improve people’s lives 

both in terms of how tasks and activities are accomplished as well as how the end user will benefit. 

Harvesting economies of creativity is about finding ways to continuously amaze internal and external 

customers. By focusing on future flexibility, adaptability and resiliency, the value community can begin 

bringing people together regularly to think about how to add value not only for customers, but to an entire 

organization. The obsession with value should be sacrosanct. The more it becomes a part of the culture, 

the more economies of creativity can be leveraged, and the more value that can be created for the 

organization. 

Creativity needs to be made to be something that is real. Mediocrity in performing any given function 

dramatically reduces the chances of long term success. The issue is that even if each function within an 

organization is optimized, the level of cost reduction or time efficiency gained is finite. Innovation and 

creativity are infinite. Creativity means continuous innovation and an ever increasing advantage. 

Competitive advantages gained from efficiencies in cost and time are temporary in nature. A culture of 

creativity and innovation is enduring and allows for an infinite cycle of not only a single competitive 

advantage to be gained, but rather a series of many competitive advantages. This isn’t an R&D effort or 

something required outside of the normal roles of individuals. It must become ingrained in the thinking of 

the organization as a whole. Staff resources within an organization must think as if they are an innovation 

“think tank” without constraints. Support for this must start from the top down and permeate through all 

levels of the organization. Senior management must make it clear that the organization is beginning a 

long term and continuous process of embedding innovation into its DNA. Creativity must be the new 

effort, and innovation on a continuous basis is the process to make it real. Creativity is the means from 

which economies of creativity will be derived and this is what the organization should be about. Creativity 

will be one of the basic functions and primary responsibilities of everyone in the organization. 

Value Chain Management 

Just as the supply chain has been an area of profound enterprise performance enhancement realized 

through cost and time efficiencies, the organization can also manage the value chain. Effectively, the 

value chain is the organization and coordination of activities within an organization that results in creative 

exploration and exploitation of innovative concepts. Value chain management will become the next 

frontier and evolution in the organization of competitive advantage. In order to maximize the benefits of 

the value chain, it should similarly be measured, tracked, and managed at the enterprise level. Value 

chain management will effectively become the engine of innovation and the vehicle that helps foster 

economies of creativity.  

The value chain should be structured as a platform, or ecosystem within the organization, that exists 

within the enterprise but can also draw upon external feedback. It should connect internal individuals, 

external individuals, management, resources, and leverage organizational core competencies. The value 

chain will be an area where innovation can be born, documented, measured, critiqued, refined and 

permeated throughout the organization using external customer feedback and internal deployment of 

resources. This can effectively be structured as an enterprise platform where problems, issues and 

challenges can be posed to the organization en masse, along with the capture of feedback from external 

customers and entities. The result is the capability for all levels of the organization to respond by 

providing creative input, learn from others, and reference past areas of innovation. The building of 

economies of creativity must be continuous and therefore must be able to reference the past and look 

forward to the future. The concept of value chain management can be integrated along with Enterprise 
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Resource Planning (ERP) systems by connecting users and allowing for organization-wide problem 

solving, iterative feedback, and a method to capture data to learn what is working and what is not. Not all 

good ideas are created equal. As a result, the capabilities for dynamic response from across the 

organization help feed the economies of creativity by taking into consideration all functional levels of 

operation. Figure 2 below illustrates an ecosystem within an organization that leverages both internal and 

external feedback to cohesively drive innovation. Such a system could be structured to facilitate value 

chain management and promote the capture of economies of creativity. 

 

Figure 2: Value Chain Management for Innovative Concept Deployment 

Conclusions 

Nothing happens overnight. Creating and harvesting economies of creativity will take time and this may 

be painful for an organization ingrained in its ways. For as much talk as there is about how change is 

good, people generally hate it. Change is challenging for people to understand when they have been 

performing functions in the same way for an extended period of time. This emphasis should be noted: VM 

recognizes that the goal is to improve the apple cart over time, not to overturn it and set it on fire. 

Economies of creativity are incrementally gained – a process, not an event. Value must be created and 

sustained over time. When treating value as an event, or a single study, then the creative process and 

innovation will never be sustained.  

Organizational structures will have to change to meet the new reality of creativity as a core component of 

value. Economies of creativity will have to be created on a platform of continuous innovation as the 

mechanism to not only sustain value, but to add new value. Organizations will need to include structures 

that support innovation twenty-four hours a day, seven days a week, three hundred and sixty-five days a 

year at an increasing scale. Leaders, along with value practitioners, need to begin thinking of 

organizations as more like organisms than institutions and machines. Ideally, organizations wil be 

structurally fluid. This means bringing individuals together in creative ecosystems that have been 

designed to adapt to an ever changing and dynamic landscape of customer needs and desires, often at a 

moment’s notice. Management will no longer be the job of managing tasks. Management needs to 
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become the job of those who oversee creative economies, ecosystems, and communities of continuous 

innovation. The major challenge will be in managing innovation on a continuous basis where scale is 

used to create differentiated products and services to solve problems and meet functional needs on a 

customer by customer basis, all in real or near real time. 

In creating economies of creativity, the value chain will have to supplant the supply chain. Classical 

supply chain management and operations research theory added value by taking out cost and making 

processes efficient; however, this will not be enough in the future. Value must be created and harvested. 

Rather than thinking of the supply chain, organizations must begin thinking about value chain 

management. Effectively, value chain management is about how to create value, how to coordinate the 

continuous innovations of creative contributors, and how to make the process of continuous innovation 

efficient for the consumer and the contributor. Creative networks will need to bring the same scale to 

creativity that social networks do to circles of organizations, consumers, individuals, and various 

enterprises. The network effect doesn’t just have value in the social sphere. While social networks give 

individuals the ability to stay in touch and satisfy the function of interacting with others, a new network 

must emerge for value chain management. The value chain and network effect will establish creative 

networks for work, management, product and service innovation and, ultimately, value creation beyond 

anything ever seen or experienced before. This is the key to establishing economies of creativity: value 

chain management. This will enable the future of value creation. 

Cost cutting and efficiencies gains are finite. Creativity and innovation is infinite. There is only so much 

cost that can be removed from a specific process or function. There are only so many time efficiencies 

that can be gained. The process of creativity and innovation, however, can be leveraged continuously as 

a true competitive advantage that is enduring. Competitive advantages based on cost and efficiency 

structures are temporary in the dynamic, competitive, and evolving world that exists today. They can only 

be sustained for a finite period of time before another organization can do something faster, cheaper, and 

better, or in a new way altogether. Leveraging economies of creativity allows organizations to be more 

continuously flexible into the future, adaptable to current situations, and resilient to the risks and 

uncertainties that are ever present. 

In addition, not only can creativity and innovation be leveraged as a competitive advantage, they can also 

be measured, tracked and managed on a value basis. The fundamental measures of value employed in 

VM can be translated into a method for organizations to be more effective and sustainable. Using the 

discrete value model suggested above as a way to measure and index value within the organization can 

help to determine strategic initiatives that would add value, enhance economies of creativity, or potentially 

become a detriment to progressive innovation. Strategies, alternatives, and options within the 

organization that are not capitalizing on the economies of creativity may not be adding value. As a result, 

organizations should start with considerations of future flexibility, adaptability, and resiliency and further 

refine the performance measures that will be measured, tracked, and managed in addition to the 

resources of cost and time.   
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