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 Abstrak 
Regulatory intensification in digital ecosystems has 
repositioned compliance from episodic obligation to persistent 
organizational condition. Yet compliance remains 
predominantly framed as a cost of participation rather than a 
potential source of strategic differentiation. This article 
advances a capability-based perspective arguing that 
compliance becomes strategically consequential when 
embedded as an organizational capability rather than executed 
as minimal rule adherence. Integrating resource-based theory, 
dynamic capabilities, trust theory, signaling logic, and 
legitimacy scholarship, the analysis develops a mediated 
framework in which compliance capability generates 
competitive differentiation through relational and institutional 
mechanisms. Embedded and credible compliance routines 
function as costly signals of integrity and competence, fostering 
stakeholder trust under conditions of uncertainty. Stabilized 
trust accumulates into institutional legitimacy, which enhances 
ecosystem positioning through preferential partner selection, 
reduced coordination friction, and reputational resilience. 
Competitive advantage thus emerges indirectly through 
credibility-based amplification rather than direct regulatory 
conformity. The framework contributes a credibility-centered 
theory of strategic compliance and extends capability research 
into the governance domain of digitally mediated markets. 
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1. Introduction 

Digital ecosystems have entered a phase of regulatory intensification characterized by 
expanded supervisory regimes, stricter data governance expectations, heightened anti–
money laundering controls, and increasing demands for transparency and accountability. In 
digitally mediated markets—particularly platform-based environments marked by 
interdependence and distributed coordination—regulatory exposure is no longer episodic. 
Instead, it constitutes a persistent condition shaping organizational routines, stakeholder 
expectations, and competitive positioning. Despite this structural shift, compliance continues 
to be predominantly conceptualized as a necessary cost of participation rather than as a 
potential source of strategic differentiation. 

Strategic management scholarship has historically privileged technological innovation, 
dynamic capabilities, and platform governance as primary drivers of advantage in digital 
markets (Teece et al., 1997; Teece, 2007; Jacobides et al., 2018). Compliance, in contrast, 
is frequently treated as a reactive response to institutional pressure. Institutional theory 
emphasizes conformity as a mechanism for securing legitimacy under coercive, normative, 
and cognitive pressures (Scott, 2014), while research on regulatory environments often 
frames compliance as constraint or burden. Even in studies examining regulatory 
consolidation and ecosystem structuring, compliance tends to appear as an outcome 
variable—evidence of adaptation—rather than as a capability with endogenous strategic 
value. 

This dominant framing leaves a theoretical gap. Digital ecosystems are characterized by high 
uncertainty, asymmetric information, and interorganizational dependence. Under such 
conditions, trust becomes a critical coordinating mechanism (Zaheer et al., 1998; McEvily et 
al., 2003). Organizational trust reduces perceived opportunism, lowers monitoring intensity, 
and facilitates exchange across loosely coupled actors. Yet the microfoundations through 
which firms systematically cultivate trust within digitally mediated and regulation-sensitive 
environments remain insufficiently specified. Existing research demonstrates that trust 
emerges from perceptions of ability, benevolence, and integrity (Mayer et al., 1995), but the 
organizational routines that consistently signal these attributes in highly regulated 
ecosystems require deeper conceptual development. 

Compliance capability offers a theoretically fertile lens for addressing this gap. When 
embedded within structured routines, monitoring systems, audit processes, and governance 
architectures, compliance can function as a costly and observable signal of integrity and 
reliability. Signaling theory suggests that costly investments communicate unobservable 
quality under conditions of information asymmetry (Spence, 1973; Connelly et al., 2011). In 
digital ecosystems where platform participants, partners, regulators, and users cannot fully 
observe internal risk controls, visible compliance infrastructure—certifications, reporting 
transparency, standardized risk protocols—may operate as credible signals of organizational 
trustworthiness. Unlike symbolic conformity, capability-based compliance entails path-
dependent investment, cross-functional coordination, and institutionalized learning 
processes that are not easily imitated. 

Resource-based theory further strengthens this reframing. Sustained competitive advantage 
arises from resources that are valuable, rare, imperfectly imitable, and organizationally 
embedded (Barney, 1991). While compliance systems are often perceived as standardized 
responses to regulatory mandates, their depth of integration, procedural rigor, technological 
sophistication, and governance coherence vary substantially across firms. Dynamic 
capabilities research underscores that the capacity to sense regulatory change, seize 
adaptation opportunities, and reconfigure internal processes determines performance 
heterogeneity under environmental turbulence (Teece, 2007; Winter, 2003). In regulatory-
intensive digital ecosystems, compliance routines may evolve into higher-order capabilities 
that enable reliable coordination, reduce relational friction, and stabilize stakeholder 
expectations. 
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Legitimacy theory provides an additional layer of explanation. Organizations seek pragmatic, 
moral, and cognitive legitimacy to secure continued support from stakeholders (Suchman, 
1995). Recent elaborations emphasize that legitimacy is not merely conferred but actively 
constructed through evaluative processes and ongoing performance consistency (Suddaby 
et al., 2017). Compliance capability, when consistently enacted and transparently 
communicated, contributes to legitimacy accumulation by demonstrating alignment with 
normative and regulative expectations. Over time, repeated conformity can transition from 
visible adherence to taken-for-granted credibility, embedding the organization within the 
institutional fabric of the ecosystem. 

Emerging research in digital governance and organizational reputation reinforces the 
strategic importance of credibility signals. Reputation scholars distinguish between being 
known and being perceived as reliable, emphasizing that reputational capital emerges from 
consistent, observable behavior aligned with stakeholder expectations (Rindova et al., 2005; 
Lange et al., 2011). In digitally mediated markets characterized by rapid diffusion of 
information and reputational sensitivity, compliance failures can trigger disproportionate trust 
erosion. Conversely, robust compliance infrastructures may generate reputational buffering 
effects, enhancing resilience under scrutiny. 

Despite these converging insights, an integrative explanation linking compliance capability 
to trust formation, legitimacy accumulation, and competitive advantage remains 
underdeveloped. Existing studies tend to isolate institutional conformity, political 
engagement, or platform governance dynamics without articulating the internal capability 
mechanisms through which compliance translates into strategic value. Moreover, the 
assumption that compliance uniformly constrains innovation overlooks the possibility that 
structured regulatory alignment can reduce uncertainty and expand relational opportunities 
within ecosystems. 

The central argument advanced here is that compliance, when embedded as an 
organizational capability rather than executed as minimal rule adherence, functions as a 
trust-producing and legitimacy-generating mechanism that supports competitive 
differentiation in digital ecosystems. Compliance capability operates through structured 
routines that signal integrity, reduce perceived opportunism, and stabilize stakeholder 
expectations. Trust serves as a mediating mechanism linking compliance to legitimacy, while 
accumulated legitimacy enhances ecosystem positioning by facilitating partnerships, 
lowering relational friction, and increasing stakeholder preference. 

By integrating resource-based theory, dynamic capabilities, trust theory, signaling theory, 
and legitimacy scholarship, this conceptualization reframes compliance from reactive 
obligation to strategic asset. The contribution lies in articulating a mechanism-based 
pathway—compliance capability to trust, trust to legitimacy, and legitimacy to competitive 
advantage—under conditions of regulatory intensification and ecosystem interdependence. 
This perspective extends capability theory into the regulatory domain and enriches digital 
ecosystem scholarship by foregrounding credibility as a source of advantage alongside 
innovation and network effects. 

In digitally mediated environments where transparency, accountability, and regulatory 
scrutiny intensify, the strategic question shifts from how to minimize compliance costs to how 
to design compliance infrastructures that produce relational and reputational value. 
Understanding this transformation is essential for advancing theory at the intersection of 
strategy, institutional dynamics, and digital ecosystem governance. 

 

2. Theoretical Framing 

Regulatory intensification in digital ecosystems increases the strategic salience of credibility. 
Digital markets characterized by multi-actor interdependence, opaque risk exposure, and 
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rapid reputational diffusion amplify the costs of perceived untrustworthiness. Under these 
conditions, compliance cannot be treated as a neutral administrative function. The relevant 
theoretical question is not whether compliance constrains discretion, but under what 
conditions compliance becomes an organizational capability that produces trust, 
accumulates legitimacy, and enables competitive differentiation. 

2.1 Compliance beyond cost: a capability-based interpretation 

The dominant treatment of compliance as an operational burden implicitly assumes 
homogeneity: regulations are uniform, compliance responses are standardized, and 
performance consequences are limited to cost absorption. This assumption conflicts with 
resource heterogeneity and capability differentiation. Resource-based theory argues that 
sustained advantage stems from resources and routines that are valuable, rare, imperfectly 
imitable, and embedded in organizational processes (Barney, 1991). Compliance 
infrastructures vary markedly in depth of integration, analytic sophistication, governance 
coherence, and cross-functional routinization. These differences matter because compliance 
quality is not reducible to rule adherence; it is a system of routines that governs how risk is 
detected, interpreted, escalated, and corrected across the organization. 

Dynamic capabilities sharpen this argument by positioning adaptation capacity—not static 
resource possession—as the driver of heterogeneity under volatility (Teece et al., 1997; 
Teece, 2007). Regulatory environments in digital ecosystems evolve through iterative 
enforcement, supervisory technology upgrades, and shifting expectations of transparency. 
Under such turbulence, compliance becomes strategic when it functions as a reconfiguration 
capability: sensing regulatory signals, seizing adaptation pathways, and realigning 
governance and monitoring routines across business units (Teece, 2007). This logic also 
clarifies why superficial compliance often fails to generate strategic value. Routines that 
remain peripheral, siloed, or symbolic do not alter stakeholder beliefs; they only add friction. 
Capability-based compliance, by contrast, becomes path dependent and difficult to imitate 
because it is embedded in organizational learning, governance architecture, and repeated 
coordination across functions (Winter, 2003). 

This capability framing deliberately departs from views that treat regulation primarily as an 
ecosystem-structuring architecture or a driver of power consolidation. The emphasis here is 
intra-organizational: how the internal quality of compliance routines becomes a strategic 
asset through downstream relational mechanisms. 

2.2 Compliance as a Trust-Production Mechanism in High-Uncertainty 
Ecosystems 

Trust theory provides the mechanism that converts internal compliance routines into external 
value. Trust is central when transactions are complex, monitoring is costly, and opportunism 
risk is difficult to evaluate ex ante. The integrative model of organizational trust identifies 
perceived ability, benevolence, and integrity as foundational components of trustworthiness 
(Mayer et al., 1995). In digitally mediated ecosystems, integrity is particularly consequential 
because ecosystem actors face elevated exposure to fraud, misuse of data, and governance 
failures. Compliance capability operationalizes integrity by institutionalizing consistent rule 
adherence, traceable controls, and reliable escalation pathways. Importantly, the mechanism 
is not moralistic; it is informational. Embedded compliance reduces ambiguity about 
behavioral reliability. 

Interorganizational trust research further indicates that trust lowers coordination costs and 
improves performance by reducing the need for intensive monitoring and renegotiation 
(Zaheer et al., 1998). Trust also functions as an organizing principle when coordination 
depends on expectations rather than complete contracts (McEvily et al., 2003). Digital 
ecosystems exhibit precisely these features: cross-organizational interdependence, 
incomplete contracting, and frequent reliance on shared standards. Compliance capability 
supports trust formation by producing repeatable behavioral consistency under scrutiny and 



  | Vol. 1 – Issue 3 – 2025 
78 

by enabling verifiable accountability when failures occur. Trust therefore operates as a 
relational governance mechanism that stabilizes exchange. 

The analytical implication is that compliance matters strategically only when it is legible to 
relevant audiences and interpretable as reliability. A compliance system that is technically 
robust but externally opaque may improve internal risk containment without altering partner 
beliefs. Conversely, a system that is visible but shallow may generate reputational fragility 
once tested. Trust production requires both substantive capability and credible visibility. 

2.3 Legitimacy Accumulation through Compliance Consistency 

Legitimacy theory explains why trust extends beyond dyadic relationships and becomes 
ecosystem-wide positioning. Legitimacy denotes generalized acceptance of an 
organization’s actions as appropriate within socially constructed norms and rules (Suchman, 
1995). In regulated digital ecosystems, legitimacy is not a static endorsement; it is 
continuously evaluated through compliance histories, incident responses, and transparency 
practices. Suchman’s typology clarifies the pathways: compliance capability contributes to 
pragmatic legitimacy by reducing stakeholder risk and improving predictability; it supports 
moral legitimacy when governance practices align with broader expectations of 
accountability; and it can foster cognitive legitimacy when compliance reliability becomes 
taken for granted (Suchman, 1995). 

More recent synthesis work positions legitimacy as an evaluative process embedded in field-
level judgments and institutionalized expectations (Suddaby et al., 2017). This perspective 
matters because compliance capability produces legitimacy through repetition and 
interpretability: repeated, observable adherence builds a track record that becomes a 
heuristic for stakeholders facing bounded rationality. The mechanism is cumulative. Trust 
can be built in relationships; legitimacy can be built in reputations and field perceptions. 
Compliance capability becomes a legitimacy engine when it generates consistent signals 
that survive scrutiny over time. 

This framing also avoids conflating legitimacy with mere conformity. Symbolic compliance 
can secure short-term legitimacy but increases vulnerability when enforcement tightens or 
when incidents occur. Substantive compliance capability, by contrast, enables legitimacy 
resilience: the organization retains acceptance because its routines reliably manage risk and 
demonstrate accountability even under stress. 

2.4 Signaling Theory annd the Credibility of Compliance Investments 

Digital ecosystems heighten information asymmetry: external stakeholders cannot easily 
observe internal controls, data practices, or risk governance quality. Signaling theory 
addresses this problem by explaining how costly, observable actions communicate 
unobservable quality (Spence, 1973). Compliance investments—audits, certifications, 
transparent reporting, independent oversight mechanisms—can operate as costly signals 
when they are difficult to mimic without underlying capability. Signaling theory, as applied in 
management research, emphasizes that signals influence stakeholder perceptions only 
when they are credible, observable, and costly enough to deter low-quality imitators 
(Connelly et al., 2011). 

This lens clarifies why compliance initiatives often fail to confer advantage: many compliance 
communications are cheap talk, lacking the costliness or verification that makes signals 
trustworthy. Capability-based compliance improves signal credibility by aligning outward 
claims with internal routines. The consequence is not simply improved reputation; it is 
reduced perceived risk, which can reshape partner selection and ecosystem participation 
decisions. 

Signaling also explains why compliance capability can create differentiation even under 
uniform rules. If regulations are the same, why would advantage differ? Because signals vary 
in credibility and interpretability. Firms differ in how convincingly they demonstrate integrity 
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and control. Where stakeholders are sensitive to risk and where switching or monitoring is 
costly, credible compliance signals can influence who is trusted as a partner, who is granted 
access to high-value relationships, and who is treated as a reliable orchestrator or 
complementor. 

2.5 From Trust and Legitimacy to Competitive Advantage in Ecosystems 

The final theoretical step is linking trust and legitimacy to competitive advantage without 
collapsing into dominance or regulatory capture arguments. Competitive advantage in 
ecosystems can be conceptualized as preferential access to complementarities, reduced 
relational friction, and enhanced partner willingness to co-invest. Trust reduces transaction 
hazards, monitoring burdens, and renegotiation frequency (Zaheer et al., 1998). Legitimacy 
reduces the need for repeated justification and lowers skepticism toward organizational 
claims (Suchman, 1995; Suddaby et al., 2017). Together, these mechanisms can improve 
ecosystem positioning by shaping partner preference and stabilizing participation. 

Reputation scholarship complements this logic by showing that favorable evaluations 
produce economic value through stakeholder choices and interpretive judgments (Rindova 
et al., 2005; Lange et al., 2011). In digital ecosystems, where reputational signals diffuse 
quickly, compliance capability can function as reputational capital grounded in verifiable 
governance practices rather than marketing narratives. This distinction is critical for 
durability: reputational gains derived from substantive capability are more resistant to erosion 
than those derived from symbolic signaling. 

A capability-based model therefore predicts a specific pathway: internal compliance routines 
become strategically valuable when they (a) generate credible signals, (b) produce trust at 
the relational level, (c) accumulate legitimacy at the ecosystem level, and (d) translate into 
preferential access and reduced friction that support competitive differentiation. This chain 
implies clear boundary conditions: the effects should strengthen when uncertainty and 
regulatory visibility are high, when stakeholders face elevated downside risk, and when 
governance failures are salient and widely penalized. 

This theoretical framing sets up the conceptual development that follows: compliance 
capability is treated as an organizational capability with identifiable microfoundations and a 
mechanism-based pathway to competitive advantage through trust and legitimacy rather 
than through market structuring, territorial segmentation, or regional coordination. 

3. Conceptual Development 

The theoretical framing established that compliance can be reframed as an organizational 
capability whose strategic value depends on relational and institutional mechanisms. This 
section develops a structured conceptual model specifying how compliance capability 
translates into competitive differentiation in digital ecosystems. The argument unfolds in four 
analytical stages: (1) defining compliance capability and its microfoundations, (2) explaining 
how it produces trust, (3) specifying how trust accumulates into legitimacy, and (4) 
articulating how legitimacy shapes competitive positioning. The model is explicitly mediated 
and multilevel, avoiding direct-effect assumptions. 

3.1 Conceptualizing Compliance as Strategic Capability 

Compliance capability refers to the organization-wide system of routinized governance 
processes, monitoring infrastructures, risk controls, and learning mechanisms that enable 
consistent regulatory alignment while maintaining operational coherence. 

The following diagram specifies the internal structure of compliance capability as an 
organizational system rather than a symbolic response to regulation. By decomposing the 
construct into embeddedness, procedural coherence, and adaptive reconfigurability, the 
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architecture clarifies the microfoundations that render compliance difficult to imitate and 
strategically consequential. 

 
Figure 1. Microfoundations of Compliance Capability as a Strategic Resource 

Source: Developed by the authors 

The framework articulated in Figure 1 clarifies that compliance capability is not reducible to 
formal rule adherence but is constituted by three interdependent dimensions: 
embeddedness, procedural coherence, and adaptive reconfigurability. Figure 1 strengthens 
the article’s theoretical precision by specifying the internal architecture that differentiates 
capability-based compliance from symbolic conformity, thereby grounding subsequent trust 
and legitimacy mechanisms in identifiable organizational microfoundations. 

This definition implies three essential properties: 

First, embeddedness. Compliance routines are integrated into core operational 
processes—product development, data governance, partner onboarding, and decision-
making—not confined to peripheral legal functions. Embeddedness ensures that regulatory 
alignment shapes behavior ex ante rather than correcting deviations ex post. 

Second, procedural coherence. Compliance systems operate through standardized 
escalation pathways, audit trails, and cross-functional coordination. Such coherence reduces 
internal fragmentation and enhances reliability under scrutiny. 

Third, adaptive reconfigurability. Compliance capability incorporates sensing and learning 
mechanisms that allow rapid response to evolving supervisory expectations (Teece, 2007; 
Winter, 2003). In digital ecosystems characterized by iterative rulemaking and technological 
change, static compliance is insufficient; dynamic reconfiguration becomes central. 

These properties differentiate compliance capability from symbolic conformity. Symbolic 
compliance may satisfy formal requirements but lacks integration, learning, and verifiability. 
Capability-based compliance, by contrast, becomes path dependent and difficult to imitate, 
aligning with resource heterogeneity logic (Barney, 1991). 

Proposition 1: 
The degree of embeddedness, coherence, and reconfigurability of compliance routines 
positively defines compliance capability as a strategic organizational resource. 

3.2 Compliance Capability and Trust Formation 

Trust formation represents the first mediating mechanism in the model. Organizational trust 
arises when stakeholders infer reliability, integrity, and competence under conditions of 
uncertainty (Mayer et al., 1995). Digital ecosystems amplify uncertainty due to data opacity, 
distributed coordination, and asymmetric information. 

Compliance capability influences trust through three inferential pathways: 

1) Reliability inference – Consistent adherence signals predictable behavior. 
2) Integrity inference – Transparent controls indicate ethical constraint. 
3) Competence inference – Structured monitoring systems demonstrate operational 

sophistication. 
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The diagram below isolates the inferential mechanism through which compliance capability 
produces stakeholder trust. It clarifies that trust does not arise automatically from regulatory 
alignment, but from the credibility and visibility of costly compliance signals that shape 
stakeholder inferences under conditions of information asymmetry. 

 
Figure 2. Compliance Signaling and the Formation of Stakeholder Trust 

Source: Developed by the authors 

Figure 2 clarifies the inferential pathway linking compliance capability to stakeholder trust 
through signaling logic. Compliance investments must be costly, observable, and verifiable 
to function as credible signals under information asymmetry. The model further specifies that 
signal visibility, regulatory salience, and information asymmetry condition the strength of this 
mechanism. By isolating the signaling layer between capability and trust, Figure 2 reinforces 
the article’s core claim that trust formation is perceptual and credibility-based rather than an 
automatic consequence of regulatory adherence. 

These inferences reduce perceived opportunism risk (Zaheer et al., 1998). Importantly, the 
mechanism is perceptual rather than mechanical. Stakeholders respond not merely to the 
existence of compliance systems but to their credibility and visibility. 

Trust functions as a relational governance mechanism. When trust is high, actors rely less 
on intensive monitoring and contractual safeguards, lowering coordination costs and 
relational friction (McEvily et al., 2003). In ecosystems where multi-party interactions are 
frequent and contracts incomplete, such reduction in friction has systemic implications. 

However, trust formation depends on signal credibility. If compliance investments are low-
cost or unverifiable, stakeholders may discount them as symbolic gestures. Therefore, 
compliance capability must be observable and costly enough to deter imitation by low-quality 
actors, consistent with signaling theory (Spence, 1973; Connelly et al., 2011). 

Proposition 2: 

Higher levels of credible compliance capability increase stakeholder perceptions of 
organizational trustworthiness in digital ecosystems. 

3.3 Trust as a Catalyst for Legitimacy Accumulation 

Trust operates at the relational level; legitimacy operates at the institutional level. The 
transition from trust to legitimacy occurs when trust judgments stabilize, diffuse, and become 
generalized beyond dyadic relationships. 

The following model explicates the institutional amplification mechanism through which 
relational trust stabilizes, diffuses, and accumulates into generalized legitimacy. By 
distinguishing trust from legitimacy, the architecture clarifies how repeated credibility-
confirming interactions transition into field-level evaluative acceptance. 
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Figure 3. From Relational Trust to Institutional Legitimacy Accumulation 

Source: Developed by the authors 

Figure 3 reorients the analysis toward the institutionalization process through which relational 
trust becomes generalized legitimacy. Stabilized trust first diffuses reputationally across 
ecosystem actors, then undergoes cognitive normalization that reduces skepticism and 
embeds expectations of reliability. Only after this cumulative process does institutional 
legitimacy emerge as generalized acceptance. By separating diffusion and stabilization 
mechanisms, Figure 3 clarifies that legitimacy is not synonymous with trust but represents 
its institutional amplification across the ecosystem. 

Legitimacy is defined as generalized perception that an organization’s actions are 
appropriate within prevailing norms and expectations (Suchman, 1995). Trust-confirming 
interactions serve as microfoundations for legitimacy accumulation. Over time, repeated 
demonstrations of compliance reliability generate evaluative stability, reducing skepticism 
and normalizing expectations of responsible conduct (Suddaby et al., 2017). 

Two processes facilitate this transition: 

Reputational diffusion. Trust-based evaluations spread across ecosystem actors, 
extending beyond direct exchange partners. 

Cognitive stabilization. When compliance reliability becomes expected rather than 
exceptional, legitimacy shifts toward taken-for-granted status. 

This cumulative process differentiates legitimacy from episodic approval. Compliance 
capability contributes to pragmatic legitimacy by lowering stakeholder risk, to moral 
legitimacy by signaling alignment with normative standards, and potentially to cognitive 
legitimacy when governance reliability becomes institutionalized. 

Proposition 3: 

Stakeholder trust mediates the relationship between compliance capability and institutional 
legitimacy accumulation. 

3.4 Legitimacy and Competitive Differentiation 

Legitimacy affects competitive outcomes by shaping stakeholder preference structures and 
relational dynamics. In digital ecosystems characterized by voluntary participation and multi-
homing, competitive positioning depends not only on price or technological superiority but 
also on perceived reliability. 

Legitimacy influences differentiation through three pathways: 

1) Partner selection effects. Ecosystem actors prefer legitimate firms as collaborators 
due to reduced reputational spillover risk. 

2) Coordination efficiency. Legitimate firms face lower monitoring intensity and reduced 
contractual complexity. 

3) Resilience under scrutiny. When governance failures occur in the broader ecosystem, 
legitimate firms benefit from reputational buffering effects (Rindova et al., 2005; Lange 
et al., 2011). 
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Competitive differentiation in this framework does not imply dominance or structural control. 
It reflects preferential positioning driven by credibility-based evaluation. Compliance 
capability indirectly shapes this positioning by stabilizing legitimacy. 

Proposition 4: 

Institutional legitimacy derived from compliance capability positively influences competitive 
differentiation within digital ecosystems. 

3.5 Boundary Conditions and Moderators 

The strength of the proposed relationships depends on contextual conditions. 

Regulatory visibility intensity. Where enforcement and public disclosure are salient, 
compliance credibility carries greater signaling weight. 

Ecosystem uncertainty. In environments with high opportunism risk, trust sensitivity 
increases. 

Reputational fragility of the industry. Sectors handling sensitive data or financial flows 
exhibit stronger trust-legitimacy linkages. 

Information asymmetry. When internal governance practices are difficult to observe, costly 
signaling becomes more consequential. 

These boundary conditions specify when compliance capability is most likely to yield 
strategic returns. 

3.6 Integrated Conceptual Architecture 

The integrated model specifies a mediated, multilevel causal chain in which compliance 
capability influences competitive differentiation through sequential relational and institutional 
mechanisms. 

At the organizational level, compliance capability reflects embedded governance routines. 
At the relational level, these routines generate stakeholder trust by reducing perceived 
uncertainty and signaling integrity. At the institutional level, stabilized trust accumulates into 
legitimacy through diffusion and cognitive normalization. At the ecosystem level, legitimacy 
shapes competitive differentiation through partner preference and reduced coordination 
friction. 

The framework below articulates the mediated, multilevel architecture through which 
compliance capability becomes strategically consequential. It clarifies that competitive 
differentiation does not emerge directly from regulatory alignment, but from sequential 
relational and institutional amplification mechanisms operating across levels of analysis. 

 
Figure 4. Multilevel Mediated Architecture of Strategic Compliance 

Source: Developed by the authors 

As illustrated in Figure 4, compliance capability operates at the organizational level but 
produces strategic consequences only through sequential mediation across relational and 
institutional domains. The architecture clarifies that stakeholder trust functions as the first-
order relational mechanism, institutional legitimacy as the second-order amplification 
process, and competitive differentiation as the ecosystem-level outcome. By separating 
levels of analysis, Figure 4 reinforces the article’s core claim that compliance does not 
generate advantage directly; rather, advantage emerges when credibility-based mechanisms 
stabilize and diffuse across the ecosystem. 
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The model deliberately rejects a direct linkage between compliance and advantage. 
Compliance absent trust remains cost absorption. Trust absent legitimacy remains localized 
and fragile. Only when compliance capability produces sustained trust that diffuses into 
legitimacy does competitive differentiation emerge. 

This architecture advances a capability-based explanation of credibility-driven advantage, 
positioning compliance not as passive conformity but as a strategic organizational system 
whose value is realized through relational and institutional amplification mechanisms. 

The following discussion interprets the broader theoretical implications of this model and 
situates its contribution within strategy and digital ecosystem scholarship. 

4. Discussion 

The conceptual model developed above advances a capability-based explanation of how 
compliance generates competitive value in digital ecosystems. The central theoretical move 
consists of relocating compliance from the periphery of organizational response to the core 
of strategic capability formation. This repositioning contributes to multiple streams of 
scholarship—resource-based theory, dynamic capabilities, trust research, legitimacy theory, 
and digital ecosystem strategy—while clarifying boundary conditions under which 
compliance becomes economically consequential rather than merely administratively 
necessary. 

4.1 Extending Resource-Based and Dynamic Capability Theory into the 
Regulatory Domain 

Resource-based theory emphasizes heterogeneity in firm resources as the source of 
sustained competitive advantage (Barney, 1991). Yet regulatory compliance has traditionally 
been treated as homogeneous and externally imposed. The framework advanced here 
challenges this assumption by arguing that compliance capability varies in embeddedness, 
coherence, and reconfigurability. These dimensions introduce meaningful heterogeneity 
even under uniform regulatory regimes. 

Dynamic capability research further stresses that competitive differentiation under 
environmental turbulence depends on the ability to sense, seize, and reconfigure (Teece, 
2007). Recent studies on digital transformation confirm that governance and risk-
management systems increasingly shape firm resilience in volatile digital markets (Warner 
& Wäger, 2019; Verhoef et al., 2021). The present model extends this insight by positioning 
compliance capability as a higher-order governance capability that stabilizes stakeholder 
expectations during regulatory intensification. Rather than viewing regulation as an 
exogenous shock to which firms merely adapt, compliance capability becomes an 
endogenous system of strategic renewal. 

This extension refines capability theory in two ways. First, it incorporates regulatory 
alignment as a potential source of value creation rather than purely cost absorption. Second, 
it clarifies that the value of compliance emerges not from formal conformity but from relational 
and institutional amplification mechanisms. Competitive advantage is therefore mediated, 
not mechanical. 

4.2 Reframing Trust as a Strategic Outcome of Governance Infrastructure 

Trust theory identifies ability, benevolence, and integrity as core antecedents of 
trustworthiness (Mayer et al., 1995). In digital ecosystems characterized by incomplete 
contracts and interorganizational dependence, trust reduces coordination hazards and 
enhances performance (Zaheer et al., 1998; McEvily et al., 2003). However, prior research 
has often focused on interpersonal trust or network embeddedness rather than on the 
organizational systems that systematically generate trust signals. 
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The argument developed here positions compliance capability as a structural antecedent of 
organizational trust. Compliance routines operationalize integrity and competence in ways 
that are observable and verifiable. This mechanism aligns with signaling theory, which 
demonstrates that costly and credible actions reduce information asymmetry (Spence, 1973; 
Connelly et al., 2011). When compliance investments are substantive and difficult to imitate, 
they function as high-quality signals, enhancing perceived reliability. 

Recent digital governance research reinforces this interpretation. As digital markets confront 
rising data breaches, fraud incidents, and supervisory scrutiny, stakeholder sensitivity to 
governance quality intensifies (Verhoef et al., 2021). Under such conditions, trust becomes 
less an outcome of relational history and more a function of institutionalized control systems. 
The contribution lies in specifying how governance infrastructure, rather than charisma or 
network embeddedness alone, can serve as a systematic trust-production mechanism. 

4.3 Legitimacy as Cumulative Institutional Capital 

Legitimacy theory conceptualizes acceptance as a socially constructed evaluation of 
appropriateness (Suchman, 1995). More recent scholarship emphasizes legitimacy as an 
ongoing evaluative process embedded in institutional fields (Suddaby et al., 2017). The 
present framework integrates these insights by treating trust as the microfoundation through 
which legitimacy accumulates over time. 

Compliance capability generates repeated trust-confirming interactions. As these 
interactions diffuse across ecosystem actors, evaluative judgments stabilize, contributing to 
pragmatic and moral legitimacy. Unlike symbolic conformity, which may secure short-term 
approval, capability-based compliance supports legitimacy resilience. Reputational research 
demonstrates that consistent governance behavior strengthens stakeholder evaluations and 
creates buffering effects during crises (Rindova et al., 2005; Lange et al., 2011). This 
buffering mechanism explains why some firms withstand regulatory scrutiny with limited 
reputational damage while others experience cascading trust erosion. 

The theoretical contribution here is the articulation of legitimacy as cumulative institutional 
capital rooted in governance capability. This perspective bridges institutional and strategic 
management literatures by demonstrating how legitimacy can operate as an asset rather 
than merely as a survival condition. 

4.4 Competitive Differentiation without Dominance or Structural Control 

Platform and ecosystem research often emphasizes network effects, architectural control, 
and power asymmetries as sources of advantage (Jacobides et al., 2018). The present 
model introduces a complementary pathway: credibility-based differentiation. Competitive 
positioning in ecosystems does not always derive from structural dominance; it can also 
emerge from preferential partner selection and reduced relational friction. 

Trust reduces transaction costs and monitoring intensity (Zaheer et al., 1998), while 
legitimacy enhances generalized acceptance (Suchman, 1995). When both mechanisms 
operate, firms may attract higher-quality complementors, experience smoother integration 
processes, and benefit from reputational spillovers. This pathway aligns with emerging 
scholarship emphasizing that non-market capabilities—such as governance and stakeholder 
management—shape competitive outcomes in digital environments (Verhoef et al., 2021). 

Importantly, this differentiation mechanism does not rely on coercive power or regulatory 
capture. It rests on stabilized stakeholder preference structures. Such a perspective 
broadens ecosystem strategy research by highlighting credibility as a source of competitive 
heterogeneity alongside innovation and scale. 

4.5 Theoretical Implications and Boundary Clarifications 

Several boundary conditions refine the scope of the argument. First, the compliance–trust–
legitimacy pathway should strengthen in industries with high reputational fragility, such as 
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finance, health, and data-intensive services. Second, the mechanism depends on 
stakeholder visibility of compliance investments; opaque systems weaken signaling effects. 
Third, in low-uncertainty environments where opportunism risk is minimal, trust sensitivity 
may decline, reducing strategic returns from compliance capability. 

These clarifications prevent conceptual inflation and specify when compliance is likely to 
transition from cost to asset. They also open avenues for empirical testing, particularly in 
digital ecosystems undergoing regulatory consolidation and intensified scrutiny. 

4.6 Advancing a Credibility-Based Theory of Strategic Compliance 

The overarching theoretical contribution lies in advancing a credibility-based theory of 
strategic compliance. By integrating resource heterogeneity, trust formation, legitimacy 
accumulation, and signaling logic, the framework demonstrates that compliance capability 
can function as an indirect driver of competitive advantage through relational and institutional 
amplification mechanisms. 

This reconceptualization challenges the dominant dichotomy between innovation and 
regulation. Rather than viewing regulation as an external constraint that firms must navigate, 
compliance capability becomes part of the strategic architecture that shapes ecosystem 
positioning. In digitally mediated markets where transparency, accountability, and 
governance quality are increasingly salient, credibility itself becomes a scarce and valuable 
resource. 

The model therefore contributes a theoretically grounded explanation of how regulatory 
alignment can coexist with strategic differentiation, extending management scholarship 
beyond the assumption that compliance necessarily undermines competitive agility. 

5. Conclusion 

Regulatory intensification in digital ecosystems has frequently been interpreted as a 
constraint on strategic discretion. Compliance is commonly framed as an operational 
obligation or unavoidable cost of participation. The analysis advanced in this article reframes 
that assumption. Compliance becomes strategically consequential not by virtue of rule 
adherence alone, but through its transformation into an embedded organizational capability 
that shapes relational and institutional evaluation. 

The central contribution lies in articulating a mediated architecture linking compliance 
capability to competitive differentiation. Compliance routines, when embedded, coherent, 
and adaptive, generate credible signals of integrity and reliability. These signals reduce 
perceived opportunism and facilitate trust formation among ecosystem stakeholders. Trust 
then operates as the relational foundation through which legitimacy accumulates. Over time, 
repeated demonstrations of governance reliability stabilize stakeholder expectations, 
converting credibility into institutional capital. Competitive differentiation emerges as a 
downstream consequence of this stabilized preference structure rather than as a direct 
outcome of regulatory conformity. 

This perspective advances a credibility-based theory of strategic compliance. Competitive 
advantage does not arise from compliance per se, but from the trust and legitimacy that 
credible compliance capability produces. Absent these mediating mechanisms, compliance 
remains cost absorption. When the mechanisms are activated, compliance becomes part of 
the firm’s strategic architecture, influencing partner selection, coordination efficiency, and 
resilience under scrutiny. 

The implications extend beyond regulatory management. In digitally mediated ecosystems 
characterized by transparency demands, reputational fragility, and distributed 
interdependence, credibility itself becomes a scarce strategic resource. Governance 
systems capable of consistently producing credible behavior can shape competitive 
positioning as effectively as innovation or scale. Compliance, therefore, should not be 
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evaluated solely through efficiency metrics, but through its capacity to generate durable trust 
and institutional acceptance. 

Future research may empirically examine the conditions under which compliance capability 
produces stronger relational and institutional amplification effects, particularly in sectors 
where uncertainty and reputational sensitivity are high. Longitudinal analyses could further 
clarify how credibility accumulates and how its erosion affects ecosystem positioning. 

In increasingly scrutinized digital markets, the strategic question shifts from whether to 
comply toward how compliance systems are designed, embedded, and communicated. 
When structured as a dynamic organizational capability, compliance becomes more than 
conformity—it becomes a mechanism for building trust, accumulating legitimacy, and 
sustaining competitive differentiation. 
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