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Abstract: The competitive business environment has rapidly changed during last 20 years.
Market place changes have required companies to update and improve their understanding of
how to gain and maintain competitive advantage. The aim of the value chain analysis is to
help the company position itself against its competitors in the pursuit of sustainable
competitive advantage as it offers a starting point for companies to recognize their advent
and demands. Since Porter introduced value chain model in 1985, several approachesto this
concept have evolved. The purpose of this paper is to compare approaches to the Porter’s
traditional value chain analysis, while also strengths and weaknesses of all mentioned
approaches will be discussed.
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1. Introduction

Over the years the market place has completely changed as technological and information
components of products have increased and market boundaries have been eliminated by
internet capabilities, e-commerce and globalization. Moreover, companies face other
challenges such as reduced product lifecycles, and increased global market fragmentation [14].
These advancements in technology and market globalization introduced rapid changes in
competitive strategy development. Nowadays, companies intend to increase value to their
customers as the customer-centric approach is generally required for survival in the global
business environment. All companies make decisions that affect their long run competitive
position, effectiveness and profitability. Formulating effective strategies for achieving business
goals has been, still is, and will continue to be one of the most important concerns of business
leaders [8]. The question of strategic success for al companies has shifted during current
financia crisis from one of based on profit growth to one of survival. This presents aneed to
review the meaning of sustainability in an increasingly turbulent environment [1].

Value chain analysis and evaluation offers a starting point for companies to recognize its
advent and demands. Vaue chain analysis is a strategic cost management method that involves
the process of decomposing the processes from suppliers to fina customers into strategically
relevant activities as a way of managing costs [3]. Additionally, segmenting the organization
into activities allows an organization to identify the activities that are a source of competitive
advantage, activities in which it is equal to competitors and activities in which it is weaker in
relation to competitors [9]. Porter introduced this concept as one of the techniques that are
useful in understanding and analyzing both intra-organization and inter-organization processes.
The purpose is to help the company position itself against its competitors in the pursuit of
sustainable competitive advantage.
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Current texts for strategic management explain that 25 years after the conception of value
chain analysis a variety of conceptual frameworks have been proposed for guiding this process
as companies faced increased competition at al levels. Recently, lots of economists have
strived to present a working model for evaluating the impact of the value chain on the
corporate strategy, and to modify it toward better utilization and management of the
components of the value chain under turbulent economic conditions and environment.

The purpose of this paper is to compare severa approaches to the basic value chain
analysis that have evolved since Porter’s value chain model was introduced, while also
strengths and weaknesses of all mentioned approaches will be discussed.

2. Theoretical Background

Strategic planning framework provides a means of combining internal data about the
company's capabilities with external information about the competitive environment in
amanner designed to guide resource allocation. The Porter’s value chain approach to strategic
planning is also addition to this family of planning frameworks [4].

In the context of value chain framework in this contribution, there is a clear distinction
between resources, activities and capabilities and relationship between them. Resources are
what organizations dispose to perform activities. Tangible resources include resources that can
be quantified and observed (physical and financial resource), whereas intangible resources
include resources that are deeply fixed in an organization’s systems and have been developed
over time (brand names, reputation, technological and marketing know-how, human
resources). Activities include the deployment of tangible and intangible resources and they
refer to the processes that have to be coordinated and integrated. Activities enable a company
to create and deliver products and services to their customers. The term capability refers to
the ability of the organization to deploy resources in order to perform activities in relation to
both competitors and suppliers[9].

In this rapidly changing global economy, it has become necessary for companies to find and
use their competitive advantages in order to remain or become competitive and prosperous.
The notion of a competitive advantage was mentioned by Porter in 1985 [11], when Porter
discussed the basic types of competitive strategies companies can possess. Later, Prahalad and
Hamel [12] in 1990 observed the need for companies to develop new advantages that will keep
them one step ahead of competitors while searching for ways to differentiate themselves from
competitors. In 2000 Hoffman [5] noticed that it is an external focus on competitors that
allows a company to recognize and create unique resources, while uniqueness gives a firm the
advantage. The advantage is sustained as long as the unique strategy provides added value to
customers, and as long as competitors cannot duplicate it.

According to current business environment a focus on delivering customer benefits and
value is now more crucial than ever before. Therefore the keystone of competitive advantage
lies in customer value. Weinstein [17] describes value as “the strategic driver that global
companies and small businesses use to differentiate themselves from others in the minds of
customers’. According to Weinstein only progressive companies that create maximum value
for their customers will survive and thrive. What is more, they will be able to carve sustainable
competitive advantages for themselves. As a result, to succeed in the 21st century, which is
characteristic in rapid changes in product developments and consumer preferences, companies
must do agreat job of creating customer value.
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3. Value Chain Analysis

Value chain analysis is a method for decomposing a company into strategically important
activities and understanding their impact on cost behavior and differentiation. It must be
emphasized, that the value chain is not a collection of independent activities. Complex
interdependencies provide opportunities for optimization and problems of coordination
between activities within the chain, with the value chains of buyers and suppliers, and with the
value chains of other strategic business units within the same corporation [4].

The competitive advantage is understood by disaggregating the value creation process of
the company into discrete activities that contribute to the company’s relative cost position and
create a basis for differentiation [13].

Mclvor [9] considers value chain analysis as a useful approach for identifying resources,
activities and analyzing organization capability. It provides a framework for segmenting an
organization into anumber of activities and identifying organizational capability in these
activities. A useful starting point in segmenting the organization into a number of activities is
to identify the resources owned by the organization in order to perform activities that create
competitive advantage.

The value chain can be applied in a manufacturing context with high levels of service (fast-
food restaurants, hotels, retailers) where inputs are processed into outputs right from new
product development to after-sales service. Outputs are measured in volume terms while unit
cost is an important measure of efficiency.

Infrastructura \

Human razource manegeme it \

Suppart
activities Tachnolagy devalopment
Procurerment
Prirmary

AR Dotboand  varkesing
ACINES | L RN i Sl

Fig. 1: Thevalue chain diagram (Porter, 1985)

According to Porter [11] the value chain represents an organization as a chain of activities
for transforming inputs into outputs that customers value. The process of transforming these
inputs into outputs involves primary and support activities (Fig. 1 illustrates the Porter’s value
chain diagram). Primary activities represent in the value chain the activities of physically
creating the product or service and transferring it to the customer as they move from left to
right in the value chain. Therefore, primary activities are directly involved in creating and
adding value for the customer and they include following:

1) inbound logistics (activities relating to receiving, storing and distributing the inputs to
the product or service);
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2) operations (activities relating to the transformation of inputs into finished products
and services);

3) outbound logistics (activities relating to the distribution of finished products and
services to customers);

4) marketing and sales (activities related to advertising and promotion, market research
and planning);

5)  service (activities associated with providing service to enhance or maintain the value
of the product).

Performance of the primary activities is supported and improved by a number of support
activities that include the following:

1) procurement (refers to the activities performed in the purchasing of inputs that are
used in the value chain);

2) technology development (includes product and process research and development,
equipment design, computer software development);

3) human resource management (involves all the activities relating to the recruitment,
training, development and rewarding people throughout the organization);

4) infrastructure (includes the organizationa structure, planning, financial controls, and
culture designed to support the value chain).

The term “margin” means that company generates a profit margin which depends on its
ability to manage the linkages within all activities in the value chain. The margin is then the
difference between the sum of costs of all activities in the value chain and a price which the
customer is willing to pay for product or service. A company must perform a series of
activities in order to deliver a low-cost or differentiated product. Then it is obvious that each
of the primary and support activities incurs costs and should add value to the product or
service in excess of these costs. In addition, the value chain of an organization is not isolated,
but it is also a part of a value system. Thus, gaining and sustaining competitive advantage
depends upon understanding both the organization’s value chain and how the organization fits
within the overall value system.

In conclusion to this part, benefits and difficulties that occur while applying basic value
chain model in real conditions must be identified. Value chain is obviously an important tool in
corporate strategy as it helps in eliminating redundancy and inefficiencies. It alows making
adetailed analysis of company's cost position to obtain the competitive advantage by
performing activities in a cost-effective way or better than its competitors. Using this model in
order to analyze costs and so to identify company's strengths and weaknesses is much more
useful than traditional cost accounting practice. The very simple strength of the value chain
also arises even when management tries to ask the right questions and this force managers to
think about which activities truly create profits. Thus, this model provides useful insights even
if the firm is unable to estimate the precise value of the variables analyzed in the model.

On the other hand, obstacles occur when management strives to identify and measure al the
resources required for particular activities. The essential problem is that traditional cost and
management accounting data are often used for value chain analysis. It is evident, that value
chain analysis is not easy to apply especialy for small companies due to difficulties in complex
calculating, identifying a value for intermediate products, identifying linkages within activities
and so in calculating margins. The value chain is also more concerned with efficiency and with
the process of creating and delivering the product rather than innovation-related activities such
as new product development. Another weakness includes ignoring the importance of
information to maximize value. Traditional value chain doesn't count with the emergence of
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information technology and is oriented to physical value chain involving the creation of
physical goods. Therefore, while using value chain model, managers should consider analyzing
and utilizing information in current information system field to meet the requirement of new
€Cconomics.

4. Other value-oriented concepts on the basis of value chain analysis

In last 25 years, several approaches to the value chain analysis have evolved since there
were difficulties in applying the original value chain framework in practice. The overall value-
creating logic of the value chain with its generic categories of activitiesis valid in all industries.
However, there is a serious problem in applying this value chain framework. The primary
activity typology of the value chain appears well suited to describing and understanding
atraditional manufacturing company, whereas the typology and underlying value creation logic
are less suitable to the analysis of activities in a number of service industries. What activities
are vital to a given company's competitive advantage is seen as industry dependent. Due to
limited usage of analysis in the value chain, Stabell and Fjeldstad [13] have proposed extension
of Porter’s origina value chain framework in alternative value configurations called the value
shop and the value network. These models should have erased drawbacks of the traditional
value chain model. In 1990 Prahalad and Hamel [12] first introduced the concept of core
competencies which was amajor evolutionary step following Porter's original value chain
model. Also Webb and Gile [16] used the basis of value chain analysis in their research;
however, they are convinced that companies start with the wrong end of the value chain.
Therefore, they proposed “reversed value chain” which indicates the need of starting with the
customers first to understand their changing needs. In 1992 a concept of a Balanced
Scorecard was created by Kaplan and Norton [7]. This concept added strategic non-financial
performance measures to traditional financial metrics as it allows managers to describe aso
intangible assets which can also potentialy create value for the organization. All these
approaches will be discussed in the following part of this paper.

4.1. Valueshop

Stabell and Fjeldstad [13] explain that the value shop framework reflects the nature of
professional service type organizations that provides a highly customized product or service to
its customers (e.g. medicine, engineering, law, architecture). These organizations sell the
talents, skills and abilities or their professional staff, so they add value by solving the problems
of clientsin a creative and effective manner. While the value chain framework performs a fixed
set of activities that enables it to produce a standard product in large numbers, the value shop
framework schedules activities and applies resources in a fashion that is dimensioned and
appropriate to the needs of the client’s problem. What is important — value shops rely on an
intensive technology.
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Fig. 2: The value shop moddl (Stabell, Fjeldstad, 1998)

As was mentioned above, companies that can be modeled as value shops are typically
experts and specialists. Therefore, a common terminology for value shop primary activities
abstracts focusing on special problem-solving as these are often couched in terms and
sequenced in a form that is unique to each specialty and profession. Asillustrated in Fig. 2, the
primary activities are performed in a cycle and the support activities of the value shop are
smilar to the value chain. However, many of the primary and support activities are performed
together. Stabell and Fjeldstad [13] have identified five primary activities associated with the
value shop:

1) problem finding and acquisition (activities associated with the recording, reviewing,
and formulating of the problem to be solved and selecting the approach to solving the
problem);

2) problem solving (activities associated with generating and evaluating potential
solutions);

3) choice (activities associated with choosing among the potential solutions);

4)  execution (activities associated with communicating, organizing and implementing the
chosen solution);

5) control and evaluation (activities associated with measuring and evaluating how
implementing the chosen solution has solved the problem).

The value shop model is more suitable for professional service type organizations that
provide a highly customized product or service to its customers (e.g. medicine, law,
architecture) as it has completely different value creation logic than Porter’s value chain model.
Moreover, the value chain is more concerned with efficiency and with the process of creating
and delivering the product whereas the value shop model is more connected to innovation-
related activities such as new product development. In companies that can be modeled as value
shops an additional strategic positioning option arises as value shop is the degree of
incorporation of the problem object, which is atool for both cost reduction and value creation.

4.2. Value network

Vaue networks rely on a mediating technology to link customers or users that are
interdependent [13]. Huemer [6] explained that “in contrast to the value chain model, the value
network model catalogues more accurately the activities of those actors who act as mediators,
creating vaue primarily by connecting clients or customers who are or wish to be
interdependent. Such actors rely on a mediating technology to handle and coordinate in
standardized ways operations involving multiple clients who are distributed in time and space.”
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Mclvor [9] observed that the value network represents a broker bringing together buyers and
sellers and generating revenue and profitability by doing so. Vaue network-type organizations
could be communications companies, retail banks and insurance companies.
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Fig. 3: The value network model (Stabell, Fjeldstad, 1998)

Stabell and Felstad [13] identified primary and support activities in the value network
framework (see Fig. 3). The support activities are similar to those outlined in the value chain
for a manufacturing organization. It must be emphasized that there are important linkages
between the primary activities. The primary activities are:

[1] network promotion and contract management (involves marketing and promoting the
network to potential customers or users and to potential providers, selection of
customers or users; management and termination of contracts);

[2] service provisioning (includes activities associated with establishing, maintaining and
terminating links between customers and hilling for value received, while billing
requires measuring customers use of network capacity both in volume and time);

[3] network infrastructure operation (includes activities associated with maintaining and
running the physical and information infrastructure).

In contrast to the value chain model, the value network model rely on a mediating
technology to link customers or users that are interdependent, and it assesses more exactly the
activities of mediators, creating value primarily by connecting interdependent customers. Such
actors rely on a mediating technology to handle and coordinate in standardized ways
operations involving multiple clients who are distributed in time and space.

4.3. Concept of Core Competencies

Prahalad and Hamel [12] first introduced the concept of core competencies in 1990. This
was described as “the collective learning in the organization, especialy how to coordinate
diverse production skills and integrate multiple streams of technology”. If core competency is
about harmonizing streams of technology, it is aso about the organization of work and the
delivery of value. Bushin et al. [2] say that core competencies could include diverse business
skills including flexibility, rapid response, specialized relationships, unique customer service
abilities, product creation ability, technological expertise, I T operations, etc.

The concept of core competencies was a major evolutionary step following Porter's original
value chain model, which was applied to an individual, vertically integrated, production
oriented firm performing al of functions in-house. As the market has evolved, ownership of
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critical value-adding capabilities as described in the value chain concept is less important.
Outsourcing began to be developed and was seen as the tool that alows companies to focus on
their core competencies. Questions about what to outsource and what not to outsource were
raised. The contribution of core competencies helped answer this question - according to
Thompson et al. [15] “acompany should generally not perform any value chain activity
internally that can be performed more efficiently or effectively by its outside business partners
— the chief exception is when a particular activity is strategically crucial and interna control
over that activity is deemed essential”. Further, outsourcing came to be used in support of the
core competency concept in that outsourcing non-core functions eliminated distractions and
forced a firm to concentrate on core functions [2]. Generally, core competencies provide
potential access to a wide variety of markets, should make a significant contribution to the
perceived customer benefits of the end product, and should be difficult for competitors to
imitate.

To sum up, the key idea of this concept is that companies should focus capahilities which
are critical to the company's long term growth and may lead to leadership in a range of
products or services. In these critical areas of the company the most value is added to its
product. The less imitable the core activities are, the more they grow to be the factors for
corporate success, and the greater is their economic return. The problem comes in assessing
which activities has core competency as the answer depends on how company defines the
economic environment and company’s place in it. Therefore, the strategic skill that is critical
for success is to figure out what is core competency and what is not. However, focusing on
core competencies and reinforcing them continually enables companies to offer more advanced
products than those of their competitors.

4.4. Reversed value chain

When companies want to build competitive advantage, most of them start with the high
value-added internal activities (core competency) while using traditional business value chain
analysis (see Fig. 4). Webb and Gile [16] criticized traditional value chain model focused on
core competencies at first step. They claim that companies start with the wrong end of the
value chain. Their argument is that “companies focused on their own cores can be blindsided if
customer requirements shift in a direction counter to the way core competencies are aigned”.
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Fig. 4: Traditional value chain (Webb, Gile, 2001)

As a result, they proposed reversed approach to this value chain model - reversed value
chain model, which starts with the other end of the value chain — with the customer, what is
truly important. (see Fig. 5). According to them, “the ability to concentrate on customers and
understand their changing needs is the first step in focusing the organization on a winning
vison”.
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Fig. 5: Reversed value chain (Webb, Gile, 2001)
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This model is focused on the customers as well as on the dynamic of achanging market.
This concerns especially e-commerce field as Internet and communication technologies have
rapidly developed. With these technologies, companies can connect directly with individual
customers on a massive scale. This provides narrow linkages between buyers and sellers. By
reversing the value chain, lots of companies could gain asignificant competitive advantage
over their competitors, and may potentially conquer their industries.

45. Balanced Scorecard

The Balanced scorecard (BSC) concept was created by R. S. Kaplan and D. P. Norton in
1992 and has been implemented in thousands of corporations and organizations world wide.
The BSC is performance management approach that added strategic non-financial performance
measures to traditional financial metrics to improve internal and external communications, and
monitor organization progress toward its strategic goas. The BSC enables organizations to
clarify their vison and strategy and trandate them into action. Kaplan and Norton [7]
described the innovation of the BSC as. “The balanced scorecard retains traditional financial
measures. But financial measures tell the story of past events, an adequate story for industrial
age companies for which investments in long-term capabilities and customer relationships were
not critical for success. These financial measures are inadequate, however, for guiding and
evaluating the journey that information age companies must make to create future value
through investment in customers, suppliers, employees, processes, technology, and
innovation.”

Financial
"Ta succeed financially,
howy should we appear to
our shareholders™
Customer Internal Business
Vision Process
"To achieve our vision, how and "To satisfy our shareholders

should we appearﬂtu our Strategy and customers, what
customers? business process must we
l excel at?”

Learning and Growth
"To achieve our visian, how

will wwe sustain our ability to
change and improve ™

Fig. 6: Balanced Scorecard (Kaplan, Norton, 1996, p. 9)

The BSC trandates the organization's strategy into four following per spectives (see Fig. 6):

1) financia (includes measures such as operating income, return on capital employed,
and economic value added);

2) customer (refers to the importance of customer focus and customer satisfaction in any
business);

3) interna business process (allows managers to know how well their business is
running, and whether its products and services match to customer requirements);
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4) learning & growth (includes employee training and corporate cultural attitudes as
people are the main resource while learning and growth are the essential foundation
for success of any knowledge-worker organization).

The primary benefit of the BSC is that rather than focusing on a specific (usualy financial)
area of performance, managers learn to consider the full spectrum of business performance.
Defining the outcomes that are desired and identifying the assets and activities required to
achieve them is essential for strategic planning.

In the BSC the measurements are derived from a description of the strategy that is called
Nevertheless, there are no generally accepted frameworks for describing intangible assets (such
as skills, knowledge, workforce, information technology, innovative climate) which can also
potentially create value for the organization except the BSC. strategy map. The BSC enables
the strategic hypotheses to be described as a set of cause-and-effect relationships that are
explicit and testable. Through this logical architecture, managers are able to describe the
indirect linkage between the intangible assets (the drivers of strategy) and the tangible results
(outcomes). [10]

5. Conclusion

The competitive environment for business has rapidly changed during last 20 years. Market
boundaries have been removed or eliminated by internet capabilities, e-commerce, and
globalization. Such market place changes have required companies to update and improve their
understanding of how to gain and maintain competitive advantage.

After Porter introduced the value chain framework in 80, a number of approaches to this
model and ways of creating value were developed. The value chain model has several obstacles
in using as it was, above all, meant to be used especialy in manufacturing companies. Thus,
researches have hunted for its refinement. Two extensons of value chain model were
introduced as a foundation for a theory of value configuring for competitive advantage. The
value shop and the value network were introduced as a new view on application of value chain
analysis — to erase weaknesses of traditiona value chain model. These two expanded
configurations are expected to give a better handle on competitive cost and value analyses. But
still, all three configurations (value chain, shop and network) have in common a focus in
critical value activities, and the distinction between primary and support activities. To sum up
these three approaches, the manufacturing part of the organization is best analyzed through the
value chain; the new product development area is closely related to the value shop model, and
the value network model is suitable for companies relied on mediating technology, such as
communications companies, retail banks and insurance companies.

Recent trends in management have been towards the advancement of the concept of core
competencies. This concept was a key evolutionary step following value chain which helps
companies to identify their core capabilities that enables companies to gain competitive
advantage within their competitors.

However, also another view of core competencies was introduced - a reversed value chain
that criticized companies starting with core competencies in the value chain. Authors suggest
to start with the other end of the value chain — with the customers first as this is really
important for organization. According to advances in technology, this model seems to be one
of the most important in creating value for customers these days.
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The Balanced Scorecard concept also brings another point of view on strategic planning as
there is no other generally accepted framework for quantifying intangible assets. Thanks to the
BSC concept, managers are able to describe the linkage between the intangible assets and
tangible outcomes. Its Internal Business Process perspective could follow the basic value chain
model while identifying tools and quantifying assets.

For the further research, there is a chalenge for demonstrating usefulness of al these
approaches and the way how they handle with costs and competitive advantage in practice.
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