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Value chain reconfiguration

Abstract

Integration of operation management goals with the mission of organization requires 
adoption of measures capable of pulsing mission accomplishment situation while 
operations are going on. Supply chain, as an increasingly used concept in operations 
management, could be supported by the concepts of customer satisfaction and profit 
margin to get integrated with main goals of any for-profit organization. Value chain view 
provides such insight and lets the mission of the organization remain in focus while lower-
level decisions and functional processes are dealt with.

Every activity in a value chain could be cost driver and / or value driver. Configuration of 
these cost and value drivers refers to their locational and relational position. After 
agreement on what are going to be core values for the organization, relative positions of 
value chain activities should be consciously reviewed periodically to identify opportunities 
for contributing to core values of organization through repositioning or redesigning and 
strengthening value activities. The term value chain reconfiguration implies to such 
strategic revision decisions. 

Opportunities – and threats – for improving performance of the organization not only lie 
within internal chain of value activities of the organization, but also could be found out of 
the organization boundaries and among its extended value chain. Acquiring of external 
gains needs sound analysis and cost and benefit evaluations for making decision regarding 
the way of reacting to the identified opportunities. Virtual value chain orchestration as 
proposed by its introducer provides a framework for identifying and capturing such 
opportunities.

Gauging the results of reconfiguration of the value chain, calls for implementing 
meaningful criterion so that it reflects captured value in accordance with the destined goal.
Taking profit margin of the value chain as master value for organization, the thesis work 
proposes usage of a less-known profitability indicator, economic value added (EVA) as the 
measure which should be focused on in order to evaluate success or failure of firm-level 
value chain reconfiguration efforts. 

Key words: Value Chain, Value Measurement, Economic Value Added
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1. Introduction

1.1.  Background

Value Chain is the term coined by Harvard academic Michael Eugene Porter in his book 
Competitive Advantage: Creating and Sustaining Superior Performance (1985), and is 
described by him as those activities that an organization engages in as it concerns the 
production, marketing, delivering, and support of its products and/ or services.

The notion of the value chain should be seen as operating at two levels, namely micro level 
and macro level (Rainbird, 2004);

“In the micro level, value chain operates as an analogy for the way actual processes 
within the firm itself interact. In the macro level, value chain operates as a description 
of the industry framework within which the firm operates.”(ibid)

Value chain configuration concerns allocation of value chain activities across chain of 
parties involved in the related operations. According to Er and MacCarthy (ca. 2003);

“Configuration of a firm’s worldwide activities is concerned with where and in how 
many places in the world each activity in the value chain is conducted. Configuration 
ranges from concentrated - that is performing all the value chain activities in one 
location to serve the world - to dispersed, which means performing various activities in 
the value chain in different countries.”

Nevertheless, this is partially what is meant by value chain configuration; since 
relationship types of chain partners are to be considered too. However, as time goes, the 
nature of value creating activities and processes change due to change in customer needs 
and preferences, technologies implemented leading to higher quality and opportunities for 
doing those activities with lower cost. 

Also moving production segment and service segment towards each other in terms of 
overlaps occurring in their markets and thereby processes is realizable and According to 
Wirtz, (2001, cited Yang et al., 2004)

“When industries converge, the distinction between them blurs and a new value chain 
is formed through a merger of the value-adding processes from the original industries.”

Also Wirtz (2001) mentions the impact of technological evolution;  

“There is broad agreement that developments in technology will lead to a convergence 
of industries and a break-up of old value chains.”

These facts lead to consideration of reconfiguration of the value chains as an inevitable
and also necessary phenomenon affecting value chains. Reconfiguration of the value chain 
could be interpreted as restructuring of the value chain, i.e. changing, inserting, and/or 
eliminating one or more of the value-adding activities or a combination of these revise 
actions. Obviously, reconfiguration of the value chain should result in more gained 
(captured) value across the chain – compared to amount of value created before 
reconfiguration of the chain - to make the change rational.
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1.2.  Problem description

Decision making on redesigning network of value activities, of course needs models and 
criterions for judgement. The first issue is determining of the objective of value chain. In 
this thesis work, profit margin improvement is set as the holy grail of the value chain 
stakeholders, which implies that reconfiguration decisions are – and should be - targeting 
this profit improvement in a distinct time frame favourable for shareholders of company.

1.3. Purpose with the thesis work

It will be beneficial to model and calculate captured value through reconfiguration of the 
value chain and this thesis work aims to do so. This calculation, however, requires a 
criterion for measuring value created and captured before and during reconfiguration of the 
value chain. So another purpose with the thesis work is defining value measurement 
criterion(s) to make it possible to evaluate reconfiguration decisions.  

For sake of achieving goals mentioned above, economic value added (EVA) will be 
introduced as a recommended measurement method to evaluate worthiness of value chain 
reconfiguration decisions. EVA that is calculated as firm’s turnover less operating and 
capital costs will be assumed equivalent to the concept of “margin” in Porter’s value chain, 
so that improvement of EVA would mean expansion of margin.

Figure 1 – Equating of Porter’s value chain concepts with economic value added calculation 
framework

1.4. Research questions and demarcation

In short, research questions of the thesis work could be outlined as following;

- What are the industrial “value chains” undergoing which results in reconfiguration 
of them?

- What criterion(s) should be chosen to evaluate effectiveness of reconfigurations?
- How should the process of reconfiguration be done?

Value 
Activities

Margin Economic 
Value Added

Operating 
costs and 

capital costs

To be increased

To be reshaped
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This thesis work deals with value chains at “micro” level, so reconfiguration of “macro” 
level value chains is not in scope of this thesis work. Furthermore, reconfiguration of so 
called “support activities” of generic value chain as proposed by Porter, are not considered. 

2. Methodology

The research has partly explanatory nature and partly exploratory. Explanatory 
specifications are due to it’s strive to identify relationships among value chain, economic 
value added and virtual value chain orchestration concepts. Exploratory specifications are 
due to its purpose to propose hypothesises extracted from that explanatory phase.

Literature review is the main method used in this thesis work to extract concepts and then 
by convergence of the extracted concepts, propositions are offered in order to capture the 
goal of value chain reconfiguration, which is expanding profit margin of the value chain. 

By synthesizing of concepts of value chain, proposed by Michael E. Porter (1985), 
economic value added, proposed by Stern Stewart (1990) and virtual value chain 
orchestration, proposed by Andreas Hinterhuber (2002), some propositions for improving 
and measuring “value” created and captured by reconfiguration of the value chain will be 
proposed. 

Figure 2 – Convergence of concepts as method of thesis

Extracting mathematical equations based on existing and accepted economic and 
accounting equations to model implications of value chain reconfiguration is other method 
which will be used. So the validity of results of the method is finally dependent on sound 
applying of the principles of calculating economic value added.

Value Chain 
(M. E. Porter)

This 
Thesis 
Work

Virtual Value 
Chain 

Orchestration 
(Hinterhuber)

Economic 
Value Added 
(Stern Stewart 

& Co.)
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3. Frame of reference

3.1. Value

In search of optimization of the value chain through reconfiguring it, the first question 
could be what has really value? Or when it could be said that value is created?

  
However, then the question of point of view arises too. In fact, it matters that from which 
point of view the value is considered? Mutual benefit of bargaining sides could be a good 
agreement point in the business and trading world. Quality dimensions fulfilment and 
affordable price from customer’s point of view, and profit maximization from seller’s point 
of view can be considered as primary answers to the question of worth and value. 

Well known marketing theorist, Philip Kotler (2003, cited Krek, [no date]) suggests;

“To consider the value of an economic good primarily as a combination of quality, 
service, and price (QSP) which he calls customer value triad. Customer value triad 
increases with quality and service and decreases with price.”

Also Naumann (1995, cited de Chernatony et al., 2000) defined value as;     

“meeting or exceeding customers’ expectations in product quality, service quality and 
value-based prices. All three components of this Customer Value Triad need to be in 
harmony for value to be delivered.”

 Similarly, Band (1991) identified three characteristics of customer value: quality, cost 
(monetary and non-monetary) and schedule (delivery: quantity time and place).

Generally there should be at least a balance between the benefit gained and sacrifice made 
by each of the bargaining’s transaction sides. de Chernatony et al. (2000) point out that;

“Value is defined in the pricing literature as the trade-off between customers’ 
perceptions of benefits received and sacrifices incurred.”

Walters and Lancaster (1999a, cited Walters and Lancaster, 2000) state that; 

“Value is determined by the utility combination of benefits delivered to the customer 
less the total costs of acquiring the delivered benefits. Value is then a preferred 
combination of benefits (value criteria) compared with acquisition costs.”

However it is essential to consider value in such a way that contributes both value 
perceiving parties of the value chain, namely value delivery system members and 
customers. This is considered by Walters and Lancaster (2000, p.2) where they introduce 
corporate value;

        ““Corporate value” introduces the notion that if the value chain is to be successful it is   
essential that the individual objectives of all stakeholders are met (or optimised after 
negotiation) as well as those of the customer.”
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Bititci et al. (2004) have identified the value transactions and state that in the case of 
collaborative enterprises/ networks, four different value transactions can be summarised as;
1) Shareholder value: the value proposition of each member to its shareholders.
2) Individual value proposition: the value proposition of each member to its end-
customers. 
3) Intra-network value proposition: the value proposition of each member to the overall 
network. 
4) Network value proposition: the value proposition of the network to external markets. 

Cost reduction is a golden tool because of its contribution to value gained by both sides of 
value chain ultimate. Indeed cost reduction results in price reduction i.e. customer value 
triad improvement and also increase in profit gained by the firms creating and delivering 
value. This means that cost reduction could be equal to value creation. However cost 
reduction should not affect the quality and service dimensions of the customer value triad 
negatively or at least considerably.

Value chain reconfiguration is believed to be itself a means by which cost reduction can 
occur, according to Porter (1985, p. 99);

“There are two major ways that a firm can gain a cost advantage:
- Control cost drivers. A firm can gain an advantage with respect to the cost drivers of 
value activities representing a significant portion of total costs.
- Reconfigure the value chain. A firm can adopt a different and more efficient way to 
design, produce, distribute or market the product.”

Also Porter (1985, p. 109) describes the way with which value chain reconfiguration 
results in cost advantage as an competitive strategy; 

“Reconfiguring the value chain can lead to cost advantage for two reasons. First, 
reconfiguration frequently presents the opportunity to fundamentally restructure a 
firm’s cost, compared to settling for incremental improvements. The new value chain 
may prove inherently more efficient than the old one.
[…] the second way an alternate value chain can lead to cost advantage is by altering 
the basis of competition in a way that favors a firm’s strengths. Reconfiguration of the 
chain may change the important cost drivers in a way that favors a firm. Performing an 
activity differently can change its susceptibility to scale economies, interrelationships, 
locational effects, and virtually every other cost driver.”

In summary, profitability for each of the stakeholders’ shareholders for delivery side of the 
value chain, and quality, cost and service dimensions for consumption side of the value 
chain suits to be an agreement point regarding the relevance of “value” concept to value 
chain participants’ perception.

3.2. Value measurement

Obviously, all of the parties involved in any value transaction look for more gained value 
from the transaction. If a method to calculate the total generated value across the chain of 
activities and transactions could be developed, then it is expected that it could solve the 
problem of improving captured value.
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Actually all parties are –and should be- looking for an “added value” after each value 
activity. de Chernatony et al. (2000) after depth interviews with 20 leading-edge brand 
experts to explore their views about the nature, roles and sustainability of added value, 
conclude that;

“Added value is a multidimensional construct, playing diverse roles, and interpreted in 
different ways by different people. The more sustainable added values are the 
emotional values.”

Also de Chernatony et al. (2000) have referred to Brandenburger and Stuart (1996, p. 6) 
who defined the added value of a player as “the value created by all the players in the 
vertical chain minus the value created by all the players except the one in question”. 

An important issue then will be sharing parties of the chain (stakeholders) in the optimized 
gained value in order to keep them confidential with the chain’s operations and 
configuration. To identify stakeholders, there should be an agreed upon definition and 
according to Honour and Browning (2007);

“In general, stakeholders include those who derive some benefit from the system 
(positive stakeholders) and those who make some sacrifice for the system (negative 
stakeholders).”

And regarding measurement of the caught value, “the perceived value of a system can be 
quantified in terms of a set of key parameters (KP) that change across stakeholders and 
time.”(ibid)

Kay (1993, cited Walters 2004) offered an approach suggesting that the added value 
generated by an organisation could be measured simply and effectively by deducting 
operating expenses and a “cost of capital” from revenues. If the result is positive the 
organisation is adding value, if not then it is destroying value. In his definition;

Added value = Revenues - (Labour costs + Material costs + Services costs + Capital costs)

In a similar approach, Stern Stewart has developed a formula to determine the value 
created called Economic Value Added (EVA) which indeed concerns shareholders value.
EVA is calculated by the following formula (1):

EVA = NOPAT- c * K                            (1)

where NOPAT is Net Operating Profit After Tax, c is Weighted Average Cost of Capital 
(WACC) and K is capital employed.

Among the qualitative value measures which are specifically important when measuring 
value perceived by the customer, the quality has probably most subjective features. Service
level could be expressed by lead time, quantity and place of delivery and hence considered 
quantitative. But, it is not easy to define some quantitative translations for those qualitative 
measures.

It worth noting here eight dimensions for quality introduced by Garvin (1987); 
- product performance (basic operating characteristics)
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- features (“extra” items added to basic features)
- reliability (probability product will operate over time)
- conformity (meeting pre-established standards)
- durability (life span before replacement)
- serviceability (ease of getting repairs, speed and competence of repairs)
- aesthetics (look, feel, sound, smell or taste)
- perceived quality (subjective perceptions based on brand name, advertising, etc.)

As it appears, it is not possible to state some of these dimensions quantitatively. So it 
appears that generally it is easier to calculate shareholders and stakeholders value (or value 
delivery network) compared with customers’ perceived value.

Daum and Bretscher (2004) propose a method of value measurement called vector-based 
value measurement, that they claim considers both subjective and objective aspects of 
measurement; 

“The intention of the vector-based concept for performance measurement is to combine 
subjective, qualitative measurement of performance with objective, quantitative 
measurement of performance in such a way that total or compound performance (the 
compound of qualitative and quantitative performance) can be easily calculated and 
visualized.”

According to their proposition, one dimension represents the objective, quantitative 
dimension of performance like financial results (figured with X) and another dimension 
represents the subjective, qualitative dimension of performance (figured with Y). The third 
dimension will represent the absolute total performance, the compound result of qualitative 
and quantitative performance. In this formula;

V=(X2+Y2)1/2

Where V represents third dimension and the length of the vector and shows absolute total 
performance i.e. the compound result of qualitative and quantitative performance.

3.3. Value Chain

Value chain consists of value activities and margin (Porter, 1985). Value activities are 
divided by Porter to two major categories, namely primary activities and support activities. 
Primary activities involve inbound logistics, operations, outbound logistics, marketing and 
sales, and service. Support activities include firm infrastructure, human resource 
management, technology development, and procurement. Margin is defined as “the 
difference between total value and the collective cost of performing the value activities” 
(ibid). Figure 3 conceptualizes the generic value chain as proposed by Porter.

This definition of value chain is firm-specific rather than industry-specific. Walters and 
Rainbird (2004) remark that the notion of value chains operates at two levels;

“The first is the strategic level, where value-chain analysis is a means of charting 
where a firm sits in the market and how it should position itself. This is what might be 
termed the “macro view”. This macro view is a means of analysing what key industry 
drivers are and where the firm sits. 
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[…] The second “micro” level perspective of the value chain is the aggregate of actual 
processes that are occurring within the firm itself. This is commonly labelled 
“operational management”, but should not be limited to just thinking about supply 
chains and logistics. […] The outcome of operational management should be the 
achievement of the firm’s defined value objectives. This is fundamentally a process-
driven view of the firm. It is suggested that the real potential strength of value-chain 
analysis lies not just in understanding the micro and macro issues better, which it 
hopefully does, but in understanding the synthesis of the two.” 

Figure 3- Generic value chain, source: Competitive Advantage, Porter (1985)

Definitions cited above imply that value chain, in its macro view, is much similar to the 
concept of supply chain. Perhaps the first distinction realizable between value chain view 
and supply chain view is what Porter has termed it “margin” which has not a par concept in 
supply chain view.

According to Walters and Lancaster (2000) the relation between value chain, supply chain 
and logistics management can be outlined as following;  

   “Supply chain management is the management of the interface relationships among 
key stakeholders and enterprise functions that occur in the maximisation of value 
creation which is driven by customer needs satisfaction and facilitated by efficient
logistics management. Logistics management is the management of activities and costs 
that occur within the supply chain.
[…] in our definition, the value chain identifies the mission or purpose of the
organisation (and any partners it becomes involved with). The supply chain is strategic
in that it manages the relationships between stakeholders and enterprise functions/
activities (which are of necessity long term) and logistics management is the 
operational management of the ``stocks and flows'' within the supply chain.”

Walters and Rainbird (2004) count a shortcoming for supply chain view;
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“perhaps most important limitation of a purely mechanistic supply-chain approach 
entirely driven by cost efficiency is loss of customer focus. Indeed, the notion that an 
effective supply chain alone will ensure adequate customer satisfaction through 
reducing costs and therefore prices is not necessarily an adequate model by itself.”

This lack of comprehensiveness does not exist in value chain approach which considers 
effectiveness in meeting customers’ other expectations in addition to cost efficiency. Pitta 
and Laric (2004) see the relation between value chain and supply chain from marketing 
framework as following;

“The value chain concept in marketing extends the supply chain view in an important 
way: it explicates the value that is created at each stage of the chain.”

Also they point out; 

“The value chain comprises two components: the value delivery network, which is 
based on the supply chain, and the consumer.”

Any value chain has competing value chain(s). The competing value chain is a value chain 
that serves to solve the same problem or satisfy the same need in the market. The concept 
of “substitution” here can be applied to explain another aspect of “value” which is rather 
hidden.
Here the winner value chain substitutes the more expensive/less effective value chain and 
so its value should be measured with considering this fact i.e. saved value through 
preferring the winner value chain. 

So value creation can occur in terms of “substitution” when a new solution for a 
problem/need is developed which implies higher value (e.g. lower cost) for solution 
provider and/or customer. Porter (1985, p. 174) indicates that; 

“Perhaps the most commonly recognized effect of technology on industry structure is 
its impact on substitution. Substitution is a function of the relative value to price of 
competing products and the switching costs associated with changing between them.”

Also it is possible that developed product/service provides opportunity or support for 
subsequent value creation situation. This aspect deals with macro level value chains and 
their generative role in “related markets”.

Subsequent value chain(s) may utilize the products/effects of another fore value chain. In 
such cases the real value of value chain “feeding” another value chain/market should be 
measured with considering these subsequent effects.

3.4. Value chain configuration

Configuration of a value chain implies to structure of the chain of value-adding activity 
centres and relationships established among those centers. This definition, however, should 
not pose the viewpoint that necessarily all of the value-adding transactions occur in a 
sequential manner, i.e. according to the real occurrence of stages it may be better to use the 
term “network” instead of chain. Then configuration will be dealing with a network where 
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the nodes will represent value activity centres and arrows will represent relationships 
among those centres such that those relationships could be two-way stream and repetitive. 

Er and MacCarthy (ca. 2003) indicate that configuration of the chain “describe the key 
members of the chain, main processes and contributions among these members, 
relationship types and integration elements acting on these processes.” According to this 
definition, configuration of the chain not only determines structure of the chain, but also 
deals with the types of correlation and coordination.

However, some experts distinct between the relevant situations for using notions “chain” 
and “network”. For instance Fjeldstad and Ketels (2006, cited Borch and Roaldsen, 2007) 
state that;

“Introducing multiple value configurations e.g. value chain and value network reflects 
the view that firms differ systematically in the way that activities relate to each other 
according to their underlying value creation.”

The scale (size) of the company is a decisive factor that directly affects the configuration 
of its supply -and hence, its value- chain. In case of international companies, for example, 
configuration problems also should deal with headquarter-subsidiary relationships and 
localization issues. Gupta and Govindarajan (2007) conclude from their survey which has 
considered subsidiary value chain configurations that;

“different value chain configurations pose different challenges for corporate headquarters 
in terms of helping the subsidiary build needed organizational capabilities, managing 
cross-subsidiary interdependencies, and guarding against potential agency risks.”

Porter (1986, cited Gupta and Govindarajan, 2007) remarks that “it is rare for a Multi 
National Company to have an identical value chain configuration across all subsidiaries”.

3.5. Value chain reconfiguration

Reconfiguration of a value chain could be interpreted as restructuring (reconstructing) of 
that value chain, i.e. changing, adding, or eliminating one or more of the value-adding 
activities or any combination of these actions.

Indeed any reconfiguration of a value chain implies to a change in existence, location or 
situation of one or more of those value chain stages in terms of their locational or relational 
position relative to other stages. 

Value chain reconfiguration should be dealt with as a strategic decision since it concerns 
issues -like allocation of facilities for value activities- that making decision about them has 
long-lasting effects on business performance. So realizing environmental opportunities and 
threats will be a common step in any value chain reconfiguration decision as a strategic 
decision. 

Opportunities for improving value captured by stakeholders and customers should first be 
realized and then dealt with in such a way that maximizes benefits of value chain players.
For sake of doing so, it will be fruitful to consider what Hinterhuber (2002) calls “virtual 
value chain orchestration” which he has distinguished six steps for it as following;
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_ Analysis of internal value chain; an internal perspective on costs and value added at 
each step.
_ Analysis of flow of goods & total value created by the extended value chain; an 
analysis of all upstream or downstream industries which come in contact with the 
product and add value or could add value to the product.
This step will reveal the amount of value created— measured by EVA (Economic 
Value Added) or approximated by EBIT (Earnings Before Interest and Taxes)—by 
each of the industries in the cross-industry value chain.
_ Identification of ways to increase the amount of value created by the extended value 
chain; value is created by improving the quality of products or services or by reducing 
costs - potentially at each step of the extended value chain.

(Value creation also leads to value capture according to next three steps);

_ Configuration of network around identified opportunities of value creation; once
potential growth opportunities outside a company’s internal value chain have been 
identified, links with other companies ensure that the potential value created is 
delivered to customers.
If we follow Andrews in his view of strategy as match between firm competencies and 
environmental opportunities, network members should be selected both for their 
capacity to add to firm-specific competencies and for their capacity to broaden 
available market opportunities.
_ Identification of ways to capture value created through alliances, joint ventures and 
acquisitions.
_ Management (orchestration) of cross-industry value chains.

Generally it could be said that threats force the reconfiguration to happen i.e. 
reconfiguration is a reactive decision in this case. Porter also uses the word “force” for five 
competitive forces which have “pushing” behaviour and reminds the law of action and 
reaction. On the other hand, actions regarding opportunities should be proactive since they 
may never show an instant force on the value chain requesting a necessarily an instant
guarding decision.

Regarding the expected effects of reconfiguration it could be beneficial to consider what 
Walters and Lancaster (2000) state; 

“Value/cost drivers are the primary influences of the value chain. They determine how 
value is identified and made explicit, the assets and core competencies necessary to 
“produce”, communicate and deliver value.”

In accordance with this explanation, value chain reconfiguration should be regarded as 
reallocation of sources of cost and value across the supply chain.

Considering quality, service, and price (QSP) as values perceived by customer and on the 
other hand, profitability and/ or economic value added (EVA) as value from shareholders 
perspective, one could come to the point that cost reduction can be a means by which both 
sides of the bargain take advantage. That is true because cost reduction could result in price 
reduction –and hence customer triad improvement- and increase in profitability –and hence 
shareholder value improvement. The task of cost reduction in the value chain management 



12

context is carried out by logistics management since this process manages the operations
and costs.

Yang et al. (2004, page 2) count some common types for reconfiguration; 

- Inserting: refers to the emergence of new value adding players.
- Eliminating: refers to the removal of a specific inefficient value chain segment.
- Flowing backward: occurs when the starting point of the value flow is not the product 

but the customer; as such, the whole value system is redesigned.
- Dismantling: refers to concentration on one specific sector with competitive 

advantages, while outsourcing less advantageous sectors.
- Integrating: refers to the development of a partnership from a simple connection to a

community that creates customer value; value chain integrating is a kind of strategic
alliance.

The process of value chain reconfiguration takes place through one or a combination of 
these types (ibid). For example relocation of an activity could be regarded as combination 
of inserting a new value adding player and eliminating another part.

Porter in Competitive Advantage cites that;

“Common reconfigurations involve areas such as the following:
- a new distribution channel or selling approach
- forward integration to take over buyer functions or eliminate the channels
- backward integration to control more determinants of product quality adoption of an 
entirely new process technology”  

He also counts some of “illustrative examples of reconfigurations that have been the basis 
of successful attacks on leaders” as following;

- Product Changes, e.g. superior product performance or features, low-cost product 
design

- Outbound Logistics and Service Changes, e.g. more efficient logistical system, more 
responsive after-sale support, enhanced order processing

- Marketing Changes, e.g. increased spending in an undermarketed industry, new 
positioning, new type of sales organization

- Operations Changes, e.g. sometimes entirely new technologies emerge that change 
the process, or a subtechnology changes that allows an old process technology to be 
re-invigorated.

- Downstream Reconfiguration, i.e. employing channels neglected by the leader or 
preemptively concentrating on emerging channels have served as avenues of attack 
against industry leaders. Some examples of downstream innovation include: pioneer 
a new channel, preempt an emerging channel, and go direct i.e. bypassing 
wholesalers.

As it appears from these examples, some of value activities have more potential to affect a 
specific value dimension. For instance “outbound logistics” and “service” as last activities 
in value chain in Porter’s proposition can have main contribution to service aspect of 
customer value triad suggested by Kotler or Naumann. 
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Porter (1985, Page 519) puts pioneering in a market as a tool for sustainable competitive 
advantage;

“Reconfiguration of the value chain must be sustainable against imitation if it is to 
serve as the basis for attacking leaders. Sustainability comes from first-mover 
advantages […]”

So reconfiguration can some times do as introduction of a new value-pool in the market.

In the coming section, it will be strived to describe and develop the concept, causes, 
necessity and implication of value chain reconfiguration, i.e. re-allocation of value 
activities which should result in higher value created through higher product and/ or 
service quality, level of service and lower price, and on the other hand higher profitability 
of the activities for stakeholders, will be surveyed in these parts. Also it is aimed to 
supplement the job by trying to consider the effects of significant emerging industrial 
trends posed by introduction and/ or merging of the major new changes in the business 
world.
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4.  Analysis of value creation opportunities

The value chain as proposed by Porter includes support activities – combined of firm 
infrastructure, human resource management, technology development, and procurement –
and primary activities – combined of inbound logistics, operations, outbound logistics, 
marketing and sales, and service. In contrast with support activities that are essential for 
existence of the firm, each of primary activities can be outsourced or acquired after 
establishment of the firm’s value chain. So reconfiguration of value activities which is 
considered in scope of this thesis work, applies just for primary activities.

Hinterhuber (2002) counts two tasks as required for configuring a [value] network;
selection of partner companies and determination of the most effective form of the 
relationship with selected partner companies.

In this thesis work, the first task i.e. selection of partner companies contributing to value 
will be pursued. This will be done by detection of value creation opportunities and there 
after evaluation of captured value through reconfiguration efforts. The second task in 
configuring the value network, i.e. determination of the most effective form of cooperation 
with selected partner companies is not involved in scope of this thesis work.

Also the work has aimed the manufacturing sector, and not service industry sector. 
According to Pitta and Laric (2004);

“The value chain, one of the more important concepts in the business literature today, 
has its clearest application in the manufacturing sector. This is so in part because it is a 
straightforward extension of the supply chain.”

Furthermore there is a difference with porter’s viewpoints in consideration of research and 
development (R&D) which is regarded here as part of primary activities, while Porter puts 
it under support activities category, as a part of technology development. The reason is that 
R&D has such a direct and significant impact on other operations of the organization -
including logistical and production operations – that makes it an inseparable element of 
operations, having main role in delivering value to customers through quality and also 
price, and thereby strong impact on sales and profitability – i.e. shareholders value.

Taking Porter’s proposed generic value chain into consideration, in this section it is aimed 
to analyse most possible causes and potential effects of occurrence of the reconfiguration 
for each part of the generic value chain. Combination of suggested reconfigurations might 
appear and apply for real cases. Porter (1985, Page 520) counts this reconfiguration as a 
competitive means;

“The more value activities that can be reconfigured, the greater the possibility will 
usually be that the challenger’s competitive advantage over the leader is sustainable. 
Reconfiguring the entire chain […] is usually the most potent source of advantage 
against leaders who are often highly committed to the traditional industry value chain.”

Albeit improvement of shareholders’ value – i.e. profitability measure – is set as primary 
measurement criteria in this thesis work, it should be pursued in such a way that improves 
– or at least does not invade – customer value criterions’ harmony.
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Shareholders’ value can be improved by increasing turnover or decreasing costs to 
improve profit margin. Increasing sales is aligned with expanding target market or 
improving customer value triad – quality, service, and costs (price) – which results in
having loyal customers.

Each of primary activities of the firm could potentially affect some or all of the value 
criterions. Table 1 proposes a subjective perception on sensitivity of customer value 
criterions to each of the generic primary value activities of the firm. For example inbound 
logistics activities have not considerable effect on quality dimensions of the product, 
especially compared to activities like operations and after sales service. 

Table 1- Sensitivity of customer value criterions to value chain primary activities 
          Primary
ffffffff activities         
Customer 
value criterions

Inbound 
logistics

Operations
Outbound 
logistics

Marketing 
and sales

Service

Quality 
dimensions

Low High Medium Medium High 

Service level High High High Medium High 

Cost based 
price

High High High Low Medium 

There are four basic ways for a firm to carry out business functions (Simchi-Levi and 
Kaminsky, 2002); internal activities, acquisitions, arm’s-length transactions, and strategic 
alliances. Since value chain reconfiguration is concerned with strategic issues i.e. decisions 
have long lasting effects on the firm, arm’s-length transactions which are short term 
arrangements would not by applied for our purposes.

Causes of any reconfiguration can be divided into two main and broad categories; 
opportunities and threats. In line with strategic management process, analysing the 
environment of the value chain i.e. external value chains will reveal most suitable 
restructuring decisions. So value chain reconfiguration can occur due to most probably two 
reasons: first; to capture an opportunity for value chain improvement (e.g. a cost saving 
opportunity or a profitable investment project), and second; to avoid a threat that is going 
to worsen the value chain (e.g. a new competitor). According to Porter (1985) “Industry 
analysis, value chain analysis, technology analysis, industry scenarios […] can help 
identify possibilities for reconfiguration.” 

Threats arise mainly because of competitive situation of the market that a firm is a part of 
it and so Porter’s Five Forces Model can be used for the purpose of identifying sources of 
threats to the firm. These five competitive forces are;  

- The threat of entry of new competitors (new entrants)
- The threat of substitutes
- The bargaining power of buyers
- The bargaining power of suppliers
- The degree of rivalry between existing competitors
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So in this thesis work reconfiguration activities are split in two main categories, namely 
improvement of internal competencies and exploiting external opportunities. Internal 
competencies can be improved by evaluation of weakness points in internal processes, and 
an especial attention to emerging trends in strategies and technologies used for value chain 
stage which is being evaluated. On the other hand, external opportunities for value creation 
could get exploited either by establishing contracts with external entities or acquiring firm, 
infrastructure or technologies necessary for capturing that potential for value creation, 
which is in most cases a more capital intensive choice than contracts. Joint ventures will be 
hinted also, since this kind of alliances are also referred to by Hinterhuber – who proposed 
virtual value chain orchestration - as means by which external value capturing 
opportunities could be fulfilled.

Hinterhuber (2002) suggests a framework for making decision about external 
opportunities;

“Where the firm already has a strong knowledge base, acquisition provides an 
advantage and would be the preferred way of undertaking the activity. […] strategic 
alliances with lower resource commitments and increased flexibility are key for 
expanding a network across a wide array of unrelated industries.”

Recalling six steps distinguished by Hinterhuber for process of virtual value chain 
orchestration, table 2 outlines how those steps are adopted for purposes of this thesis work.

Table 2- Adoption of virtual value chain orchestration steps in thesis

virtual value chain orchestration steps Thesis work’s adoption approach

Analysis of internal value chain Generic value chain proposed by Porter
(Since the thesis work does not deal with a 
real case, a general model is selected)

Analysis of flow of goods & total value 
created by the extended value chain

Analysis of value creation opportunities 
(by improving internal competencies - e.g. 
by considering emerging trends - and by 
exploiting external opportunities) and 
analysis of threats raising against the values 

Identification of ways to increase the 
amount of value created by the extended 
value chain

Identification of ways to improve customer 
value triad (quality, service, price) and 
shareholders’ value (economic value added)

Configuration of network around identified 
opportunities of value creation

Establishment of strategic alliances, joint 
ventures, and acquisitions

Identification of ways to capture value 
created

Improving economic value added (EVA)

Management of cross-industry value chains Out of scope of this thesis work
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4.1. Improving internal competencies; emerging trends

Improving internal competencies lies within increasing efficiency and effectiveness of a 
micro level value chain – i.e. an individual business – in meeting demand qualifications or 
exceeding them. Quality dimensions and price are value criterions responding to 
effectiveness and costs and service level characteristics, including lead time and quantity 
and place of delivery of products to the customer, correspond to efficiency considerations.
Profitability of the business, which in this thesis work is addressed by economic value 
added as main KPI and original measure of value, can be soared through adopting internal 
competency qualifiers mentioned here across value chain stages.

4.1.1. Inbound Logistics

Inbound logistics include receiving, warehousing and inventory control of input materials.
Similar to outbound logistics, main activities accomplished in inbound logistics could get 
categorized under two major tasks; warehousing and transportation. To hint emerging 
trends in these two subjects, warehousing will be dealt with in this section, and 
transportation-related trends will be considered in section dedicated to outbound logistics.

The principal features of traditional warehouse activity include:

- Receiving and Put-away
- Picking and Packaging
- Shipping
- Inventory Control

Inventory control deals with all of the other three activities. In fact inventory control is as 
the information flow and managerial techniques dealing with other features which are as 
goods flows. So it is inevitable to have firm information flow and managerial techniques to 
arrange smooth and efficient flow of goods.

Since warehousing activities don’t add value to products, removing as much of
warehousing activities as possible, which is in line with lean manufacturing and lean 
logistics concepts, are dominating more. Moving toward just-in-time (JIT) philosophy to 
reduce tied-up capital in inventory could be good example of this trend. For sake of 
achieving these goals, coordinating flow of goods and flow of information is taking place 
and becoming a competency in firm operations.    

Emerging trends: Automatic identification and data capture technologies

An emerging trend in warehousing activities includes application of technologies to adapt 
flow of goods and related information to each other. According to Association for 
Automatic Identification and Mobile Data Capture of United Kingdom;

“While the need to store items is a continuing requirement within virtually any supply 
chain, growing pressures to reduce inventory and costs are placing ever increasing 
demands upon warehousing operations.
[…] Flexibility, speed, accuracy and immediacy of information are the keys to 
achieving better results and competitive advantage. These are the benefits that can be 



18

achieved through appropriate use of [Automatic identification and data capture] AIDC
and other item-attendant technologies.”

Automatic identification and data capture technologies include barcodes, Radio-frequency 
identification (RFID), Optical character recognition (OCR), magnetic stripes, smart cards 
and biometrics. 

Implications of AIDC technologies for value creation are potential improvement of service 
(delivery) level through on time information, and potential cost reduction through less 
inventory and labour costs.

4.1.2.  Operations

Operations are the value-adding activities that transform the inputs into the final 
product(s).
Increasing quality of products is holy grail for manufacturing sector and the main source of 
quality dimensions fulfilment is compatibility of design characteristics with market 
requirements and customer expectations. So, internal competencies in producing a product 
will depend on producing products according to well-defined design specifications and 
well-developed product that then get produced in accordance with pre-defined quality 
dimensions.  

Emerging trends: increasing flexibility and product variety

Globalization has lead to increasing competition and shortening of products life cycle, and 
hence need for embedding as more flexibility as possible to production-wise competencies. 
Regarding emerging trends in production activities, it worth mentioning how Agrawal and 
Hurriyet (2004) distinguish between production technologies before and after beginning of 
the 21st century and believe that in current century non-value-adding activities dose not 
exist any more;

“The development of [manufacturing technologies] MT over the years can be 
examined under five distinctive eras in which interactions of the production, 
engineering, information and management factors have played significant role (adopted 
from Hurriyet and Agrawal, 1999):
(1) The Craft Production Era (1800-1930).
(2) The Mass Production Era (1930-1970).
(3) The Lean Production Era (1970-1990).
(4) The Agile Production Era (1990-2000).
(5) The Organic Era (2000 onwards).

[…] Every organic organisation is expected to be unique in a holistic sense, although 
there will be similarities in its elements. They would be live, result oriented, with no
non-value-adding components; be flexible, but sufficiently sturdy to be able to sustain 
the ever-changing pressures of the environment; and while being holistic in
themselves, they would be part of a system, with all the characteristics of an
independent as well as an interdependent entity.”
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Virtual manufacturing is another term used for description of new manufacturing trait, 
which encompasses elements of lean and agile manufacturing, and exploits necessary 
flexibility requirements by partnering with value added resellers (VAR) that add some 
features to existing products to capture unexpected market opportunities.

Role of research and development (R&D)

Organization for Economic Co-operation and Development (OECD) defines research and 
development (R&D) as “creative work undertaken on a systematic basis in order to 
increase the stock of knowledge, including knowledge of man, culture and society, and the
use of this stock of knowledge to devise new applications”.

R&D activities can be divided into three main categories including basic research, applied 
research, and development. Patents and peer-reviewed publications are most common 
outcomes of R&D activities.

Since the early 1980s, the extent of internationalisation of R&D has greatly increased, both 
in basic research and industrial R&D (Gerybadze and Reger, 1997). Two new trends can 
be realized in R&D efforts - after the old paradigm of international technology transfer –
which are transnational innovation and R&D cooperation and strategic alliances (ibid).

Transnational innovation paradigm is characterized with cross-functional learning which 
comprises different segments of the value chain in multiple centers of learning at different 
geographical locations. Through R&D cooperations and strategic alliances various new 
forms of distributing R&D activities and capabilities between suppliers, customers, and 
research institutes occur.

Generally, a firm can operate with its own brand manufacturing (OBM), with    original 
design and manufacturing (ODM) or with original equipment manufacturing (OEM)
(Wang and Wu, 2007).

“Under OEM, the supplier produces a finished good to the precise specification of the 
buyer. The buyer then sells the product under its own brand name (thereby pursuing 
the post-manufacturing value-added), and makes the supplier to circumvent the need 
for investing in marketing and distribution. Under ODM type, the ODM firm carries 
out some or all of the product design and process tasks that are needed to manufacture 
a product according to a general product requirement provided by the buyer. ODM 
provides a mechanism for the suppliers to obtain more of the value-added while still 
avoiding the risk of launching own-brand products. Under OBM type, the firm 
develops its own products and sells those products with its own brand.”

Bearing more value adding activities - like R&D and marketing - could be said to be 
emerging trend which is affecting production stage of value chains. However, migrating 
along that OBM-ODM-OEM chain is a crucial process which should be decided about 
with considering internal competencies and capacities of the firm. 

Hobday (1995; 2000, cited Wen Wang and Cheng Wu, 2007) proposes an OEM-ODM-
OBM migration strategy and suggest that the “latecomer suppliers should firstly begin to 
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develop process capabilities, followed by product design capabilities, and finally new
product/branding capabilities.”

Introducing new products to market, as first mover can provide niche profit source through 
gaining first mover advantages. This is a rationale for inserting R&D activities to the value 
chain. Also among five competitive forces, the threat of entry of new competitors (new 
entrants) and the threat of substitute products in the market could be reasons for inserting a 
R&D into the value chain operations.

Flowing backward to increase product variety

Flowing backward in production means change in customer order decoupling point 
(CODP) which will result in postponement of the last assemblies in favour of customers’ 
specific requirements.

In case of pulling back CODP, diversification of products in favour of customers 
potentially leads to increased sales through covering and satisfying more tastes in the 
market.

Trends of virtual manufacturing and flowing backward mean increasing flexibility in 
response to market vulnerabilities and customer segments variety, respectively. So an 
implication of emerging production flexibility trends for value creation is potential for 
improvement of quality dimensions through fulfilling customer-specific expectations.

4.1.3.  Outbound Logistics

Outbound logistics are the activities needed to get the finished product(s) to the customer.
Distribution channels concern delivery of the products from production point to customer. 
Transportation and temporary warehousing of the finished product before its reaching to 
the customer hands are main components of distribution task. Emerging trends in 
warehousing get mentioned before – in section of inbound logistics – and in this section, 
emerging trends for transportation side of logistical activities comes. 

Generally transportation and distribution operations are not in essence value adding and 
hence removing of inefficient and unnecessary distribution elements from the value chain 
through finding a better alternative would be purposeful.

Emerging trends: merge in transit and crossdocking

In line with the lean and agility concepts as trends faced by previous stage in value chain 
i.e. production, crossdocking strategy for distribution is replacing other strategies like 
direct shipment and warehousing. Crossdocking minimizes unnecessary time and cost 
spent for distribution operations through consolidating several freight orders in a meeting 
point (terminal) and during a pause lasting less than 24 or 48 hours, and this is a good 
example of eliminating non-value adding activities.

However, crossdocking implies integration of distribution task and could refer to allying 
with other businesses which use same distribution channel in order to share in investment 
in distribution facilities or equipments, or to increase filling rate in transportation and 
stocking activities.
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Doing last value-adding activities as closer to customers as possible is another emerging 
trend and in line with this, merge in transit is an emerging trend where several processes of 
the completing a product are assembled at a sequential manner in various locations, while 
the semi-finished product is passing these processes and moves toward its market through 
distribution channel.   

4.1.4. Marketing & Sales

Marketing and sales are those activities associated with getting buyers to purchase the 
products. Channel selection and advertising are offensive marketing tools with which the 
firm should reach its goals in sales and thereby its business goals. These activities of the 
value chain should target market segments that are prone to be profit pools of the business. 
Sustainability of this match between demand side (customer) and supply side (firm) is of 
strategic importance. According to Pitta and Laric (2004);

“Concentrating on the customer’s lifetime value is required. That will highlight the
long-term profitability of that subset of existing customers that needs to be retained, 
and the subset of new customers that needs to be recruited. The combination of these 
segments and their management will increase the firm’s financial performance 
(Zeithaml et al., 2001). Together, customer lifetime value and a measure of the level of 
profitability of a given market segment will be valuable in managing which segments 
are served and how they are served to maximize a firm’s profitability.”

Sales and delivery of products to hands of the customers could be done by producer itself 
(direct sales) or via a dealer party (indirect sales). Omitting reseller roles which will lead to 
direct sales is preferred choice when strong brand in the market encourages getting the 
advantage of customers’ confidence to the brand. However this will need investment on 
retail facilities.

Marketing policies have significant effect on outbound logistics operations, because this is 
marketing that determines the customer region which should be served by distribution 
channel. 

Emerging trends: multi-channel marketing

E-marketing is of high importance in today’s promotion activities for products and 
services. That’s because of the fact that using internet for advertising suits for the current 
era’s business characteristics, e.g. globalization and need for accessibility of information 
whole the time. Multi-channel marketing composes this new trend with traditional 
channels of marketing. Using multi-channel marketing strategy, companies try to target 
different segments of the market though different marketing channels, such as mail order 
catalogues, web sites, e-mails, radio and television marketing ads, etc.

4.1.5.  Service

Service activities are those that maintain and enhance the product’s value including 
customer support, repair services, etc. After sales service is a stage in value chain which is 
increasingly becoming a source of revenue for firms. Recalling quality dimensions 
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proposed by Garvin – which include product performance, features, reliability, conformity, 
durability, serviceability, aesthetics, and perceived quality – many of them could be 
positively affected by service offerings of the firm. This contributes to customer value, and 
though making customer loyalty, market share sustains or even increases, which results in 
improving shareholder value.

Emerging trends: applying information technology

Using internet and information technologies is increasingly considered by manufacturers to 
enhance customer service activities. This trend is realizable, for example, by growing 
implementation of customer relationship management (CRM) software packages and 
embedded service.
CRM provides infrastructure for two-way exchange of information between companies and 
their customers at individual level. Embedded services use internet-delivered services to 
address service lifecycle issues of customers. Embedded service enhances customer 
satisfaction and reduces product costs at every stage of the service lifecycle; from 
researching and purchasing, to installing and first use and through ongoing usage and 
upgrading.

4.2.  Exploiting external opportunities

4.2.1.  Strategic alliances

4.2.1.1. Inserting a new supplier to the chain

Supplier-producer relations could be regarded as strategic alliance since it is a kind of 
outsourcing, especially if it is long term cooperation. Entering a supplier to the value chain
could be in response to need for a new input material, for instance because of introduction 
of a new product by supplied firm, or due to better quality, delivery level, or lower cost 
incurred by the supplied firm from supplier compared to previous supplier(s). However, it 
is expected to lead to more cost effectiveness, efficiency or control over quality and service 
received from suppliers. Alliances in the raw material supplying could occur through 
collaborative planning, forecasting and replenishment (CPFR) which has applications 
mostly when different stages of the value chain are operated and managed by different 
players.

Causes; opportunities and threats

Adding a raw material provider to the value chain could have cost and lead time reduction 
rationales for the chain in broad perspective and for the firm in focus. Higher quality of 
supplied items also could be the case. So all aspects of customer value – and hence 
shareholder value – could potentially get improved through strategic alliance with 
suppliers.

Unique access or position of a supplier in regard to strategic and rare resources, which 
makes it a competitive opportunity for the firm, could lead decision makers to choose a
specific supplier, too. This is an example illustrating bargaining power of suppliers as a 
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competitive force which could enforce the firm to insert that new supplier to the value 
chain.

More economic use of warehousing facilities through purpose-specific inventories and
specifically equipped warehouses could save in capital tied-up. Considering main 
components of EVA as shareholders’ value criteria, inserting a supplier potentially impacts 
EVA in all of its dimensions. That’s because it not only affects operational and capital 
costs, but also it could affect EVA positively through improving customer value criterions 
and hence providing higher sales rates.

4.2.1.2.  Inserting a producer as strategic alliance to the chain

Adding a producer to the value chain could range from outsourcing of a part of process of 
manufacturing, to outsourcing all the production line(s) for improvement of the quality of 
products or tying less capital in operations or to focus on other value activities like product 
design and marketing. In emerging trends in production activities, a dominant movement 
toward virtual integration is realizable which enables firms to provide products to market
without necessarily investing for owning all of manufacturing facilities. According to 
Walters and Rainbird (2004);

““Virtual” integration assumes a new importance. It is argued that it is no longer an 
imperative to necessarily own the means the production, but instead simply to have 
access to them in an effective manner (Normann, 2001; Hagel, 2002). Indeed the less 
resources the firm has tied up, the less capital intensive it is, the more likely it is to 
achieve adequate returns on those assets. Firms then are increasingly specialising in
their competencies and forming alliances or networks or clusters to fill in the other 
parts of the value chain and amplify their own contribution.”

Causes; opportunities and threats

Both of the cost and quality considerations could be means for capturing more value by 
inserting a producer and outsourcing production activities to it. Service level also could be 
improved by outsourcing production if there are capacity limitations inside the firm. 
Concentration on core competencies in value drivers in value chain i.e. designing and 
marketing and sales, results in higher quality and cost effectiveness in those parts.

Pressure from both of the existing and new competitors could force the firm to focus on 
aspects of quality, price, service level etc. and hence alliance with producers.

Releasing tied-up capital in production operations will contribute to EVA by lessening of 
tied-up capital. 

4.2.1.3.  Inserting a 3rd party logistics provider to the chain

Adding a distribution role player to the value chain could be in shape of adding a 
transportation party or a new echelon of warehouse between production and consumption 
points. The main contribution of inserting a distribution solution provider to the value 
chain is increasing service level which in case of providing products for a big profit pool 
market, could be a vital reconfiguration. 
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Causes; opportunities and threats

New market (area) is the most likely reason for adding a distribution element to the value 
chain. Emergence of market segments which are prone to be served by the company and 
increase its turnover – and hence its EVA - could mean need for adding a distribution 
service provider to the value chain.

Inserting a third party logistics provider potentially could affect all of value criteria of 
outbound logistics i.e. delivery level - including time and quantity – and costs, and hence 
provide higher EVA - through higher NOPAT and lower tied-up capital - for shareholders 
of business.

Emergence of new competitors in a market, and bargaining power of buyers are main 
competitive forces which could lead to inserting a new distribution element to the chain.

4.2.1.4.  Inserting a (new) retailer to the chain (indirect sales)

Adding a sales agent would mean using a new source of income in value chain. Decisions 
for adding sales agents to the chain should be made considering demand information and 
forecasts for different market segments. Retailer-supplier partnerships (RSP) are strategic 
alliances used to address increasing need for producers to have knowledge about demand 
characteristics. RSPs vary in terms of inventory ownership, and in quick response type, 
retailer owns the inventory and shares demand information with supplier - i.e. producer of 
sold products.

Causes; opportunities and threats

Capturing of sales opportunities in as much market areas as possible is main cause for 
inserting retailers to the value chain and using indirect sales, which also implies less capital 
tied compared with case of owning sale facilities and finished goods inventory.

Inserting a marketing and sales element to the value chain could have improving effects on 
service level perceived by customers, too.

Amongst five competitive forces, entrance of new competitors in a target market could 
lead to adding sales agents by the firm to increase its competitive situation in terms of 
presence in market. 

4.2.1.5.  Inserting a service provider to the chain

Inserting of services to the value chain could range from adding a totally new stage to the 
value chain by firm in terms of providing after sale service for delivered products as a new 
offering, to just adding a new service provider to existent providers of services.
Distributor integration (DI) is new solution to increase the level of service by sharing 
expertise and inventory located at one distributor to the others. Manufacturers coordinate 
distributors’ activities to pool the risks across the distributors’ network and enable them to 
focus on different areas of expertise (Simchi-Levi and Kaminsky, 2002).
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Causes; opportunities and threats

Increasing of quality and service perception near customers which leads to customer 
loyalty and hence sustainable market advantage, is main rationale for inserting service 
element to the value chain.

When technology used in a product is in its infancy period and has not got mature, and also 
product needs support of service features after its being sold to customers, there is room for 
particular attention to services to capture its profit pool and also use the opportunity to gain 
information about shortcomings of the new product in order to avoid early lost market.

New and existing competitors’ plans in market attraction are main competitive forces 
enforcing firm to take new policies in its offerings to the market.   

4.2.2.  Joint ventures

The term joint venture refers to merger of two or more manufacturers into one larger 
company to handle the tasks of business and its value adding stages. This alliance could be 
shaped in order for more economic use of assets available near each of the parties or their 
access to an especial competency. 

According to Hinterhuber; 

“The capability constraint becomes important when the firm enters into unfamiliar 
areas of activity, where the technological distance of the target activity is high in 
relation to firm capabilities. Empirical studies have confirmed that joint ventures, 
rather than acquisitions, are the preferred vehicle when acquirers do not know the value 
of the assets desired, i.e. when they are in different industries.”

Mergers could occur in several types. When two companies are operating at different 
stages of the same value chain, it is known as vertical merger. If two merging companies 
produce similar products in the same industry, it is referred to as horizontal merger. If the 
firms involved in merger are from different industries, then the result of merger is named 
conglomerate.

Benefits of mergers – and acquisitions – are referred to as synergies (Ross S. A. et al., 
2003), which have three main types; revenue enhancement, cost reduction, and lower cost 
of capital. Fortunately these synergies are exactly what enhance EVA.

Causes; opportunities and threats

Usually joint ventures result in introduction of new product with higher quality - or 
perceived quality by customer due to branding. Better capacity usage is also a possible 
situation which decreases capital costs through improvement of efficiency and sharing 
facilities, resulting in omitting excess assets.

Among the threats known as competitive forces, lessening of degree of rivalry between 
existing competitors can force the firm to take part in a horizontal merger. Increased 
bargaining power of suppliers or buyers could lead to vertical merger, proposed by the 
company which is facing decreasing of its bargaining power. Entering of new competitor 
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who introduces a substitute product to the market also could force the firm to take part in 
merger and acquisition (M&A) arrangements to make it capable of competing with 
substitute product, when the competition calls for application of new technology.

4.2.3.  Acquisitions

In an acquisition – also known as takeover – one company buys another. Acquisition could 
occur in several types; acquiring a supplier, acquiring a competitor or producer of a 
complementary product, acquiring a service provider etc.

When input materials have a strategic importance for the supplied firm, or could be 
regarded as part of core competencies of the firm, decision makers tend to acquire the 
supplier and own it in order to take a complete control over the supplement of that vital 
resource. Acquisition of a producer of competing or complementary product, as well as a 
service provider, is a decision made mainly for revenue enhancement objectives.

It worth noting that, acquisitions can be in form of acquiring just a part of an external value 
chain. Common examples are acquiring a product licence, a production line, and retail 
outlets of another company. Since acquisitions are bind with new investment, prospective 
financial flows should promise enhancement in NOPAT to persuade decision makers on 
taking the action.   

Causes; opportunities and threats

There is potential for affecting all aspects of value, including quality of product, service 
level, and cost drivers, by acquiring a company.

In case of acquiring a supplier, potential for quality improvement through higher control 
over design/production of input material and potential for improvement in delivery level 
through higher control on procurement process are value creation opportunities. Cost 
reduction also could be the case, albeit there is an additional cost in terms of capital costs 
due to acquiring additional production or inventory infrastructure, which should be 
considered when evaluating cost advantage.

Risk of new and existing competitors and substitute products are competitive forces which 
could force a firm to acquire another. 

Cost of capital - and hence EVA - could be affected significantly by acquisitions because 
there is a need for financing to purchase acquired firm’s assets, which in turn it means 
possible change in portion of equity and debt in capital.
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5. Capturing value; improving EVA

For sake of selection of the main criteria for value measurement, it is useful to pay 
attention to the fact that, as Mäkeläinen (1998) reminds us, “success or failure of any given 
company is measured ultimately as created shareholder value”. However, improving 
harmony of the customer value criterions guarantees sustainability of company’s success 
and should lead to improvement in profitability of the firm at least in long run. 

Thus a financial key performance indicator (KPI) as the criteria for comparing value 
captured before and after reconfiguration of the chain, should be selected and tried to get 
integrated with customer value(s) in such a way that the latter contribute to that KPI, in a 
long lasting manner. In other words, any value activity should be reconfigured so that 
through improving customer value triad, or at least without decreasing its harmony, finally 
increases benefit of business shareholders.

Kaplan and Norton (1996, cited Mäkeläinen, 1998) introduced the Balanced Scorecard 
(BSC) as a performance measurement tool which combines several perspectives including;

- Financial (How should we appear to our shareholders?)
- Customer (How should we appear to our customers?)
- Internal Business Process (To satisfy our shareholders and customers, what business 

processes we must excel at?)
- Learning and growth (To achieve our vision, how will we sustain our ability to 

change and improve?)

Then “if a company has measured customer perspective well and reacted in it with 
operations (internal business process perspective), the result is often improved financial 
performance” (ibid). In fact the value that is delivered to the customer (value proposition) 
should result in outcomes like increased market share and/ or increased sales income. 
Kaplan and Norton conclude that financial perspective is the critical summary and main 
goal (ibid).

The real profit that is of interest to investors is the profit after deducting the capital cost. 
This profit figure is often called Economic Value Added, EVA (also called economic 
profit, EP, or residual income, RI). The main justification for applying EVA is;

“EVA sets a minimum acceptable performance level to the rate of return in the long 
run. This minimum rate of return is based on the average (risk-adjusted) return on the 
equity markets. The average return is a benchmark that should be reached. If a 
company can not achieve the average return, then the shareholders would be better off 
if they allocated their capital to other industries or to another companies.”(ibid)

According to the formula (1) introduced in section 3.2 for EVA, it increases with 
increasing the Net Operating Profit After Tax (NOPAT), and with decreasing Cost of 
Capital (c) and the capital employed (K). So reconfigurations should in someway do so. 
Mäkeläinen (1998) remarks that;

“Increasing EVA falls always into one of the following three categories:
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1. Rate of return increases with the existing capital base. It means that more operating 
profits are generated without tying any more capital in the business. 

2. Additional capital is invested in business earning more than the cost of capital. 
(Making NPV positive investments.) 

3. Capital is withdrawn or liquidated from businesses that fail to earn return greater 
than the cost of capital.”

Reconfiguration of the value chain can lead to first type of EVA improvement through 
more efficient and cost effective operations or increase in revenues e.g. by increase in sales 
income. Also reconfiguration of the value chain can result in second type of EVA 
improvement via implementing projects that have positive net present value (NPV). An 
example is opening new shops (sales agents) in new target markets. The third method’s 
goals could be achieved by liquidating capital tied in activity centres and facilities which 
are less efficient compared to implementing another alternative. Income statement and 
balance sheet are both periodically considered to extract information required for 
calculating EVA.

5.1. Calculation of EVA 

Stewart defined EVA (1990) as Net operating profit after taxes (NOPAT) subtracted with 
capital charge;

EVA = NOPAT- CAPITAL COST                                                                 (2)
OR
EVA = NOPAT- COST OF CAPITAL* CAPITAL EMPLOYED                 (3)

Where;

NOPAT = Turnover – Operating Expenses                                                      (4)
OR
NOPAT = Sales – (wages, material, general expenses, depreciation, taxes)    (5)

CAPITAL EMPLOYED = Total balance sheet minus non-interest bearing debt in the 
beginning of the year                                                                                         (6)

COST OF CAPITAL = 
Cost of Equity * Proportion of equity from capital + Cost of debt * Proportion of debt from 
capital * (1- tax rate)                                                                                         (7)

Cost of equity = risk-free rate + equity risk premium                                      (8)
Cost of debt = risk-free rate + company risk premium                                     (9)

NB;

- Cost of capital is usually called Weighted Average Cost of Capital (WACC) and indeed 
is the average cost of both equity capital and interest bearing debt.
- All the capital employed by the company has the same cost. These include machinery and 
equipment, inventories, accounts receivable, cash and bank, other.
- Cost of capital depends on current interest level (interest higher, cost of capital higher) 
and company’s business (company’s business more risky, cost of capital higher). 
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- Government Bonds (Treasury-bills) usually determine the risk-free rate
- The difference in, or excess return, between other securities and a risk free investment is 
called risk premium.

5.2. Improving EVA through internal value activities

Table 1 was a rough-and-ready perception about sensitivity of customer value triad i.e. 
quality, service, and (cost based) price (QSP) to generic value chain activities. When 
customer values get proposed to the customers, the most important thing that should reflect 
it is sales volume, which is a key contributor to the EVA. Nevertheless, EVA could be 
affected positively through reduction of operational and capital costs also. According to 
Mäkeläinen (1998); “If all the revenues and costs are grouped by functions or by 
processes, then it is of course practical to allocate the capital costs to these functions or 
processes.” This notion implies that operational and capital costs of each of the value 
activities could be distinguished separately, making it possible to judge about cost 
effectiveness of present configuration for value activities.

In section 4.1 some of the prominent trends in value chain stages get outlined, and each of 
them are quite prone to cause value chain reconfiguration. Table 3 briefs about most 
obvious implications of each of those emerging trends for factors that determine output of 
EVA equation.

Table 3- Implications of emerging trends in value chain activities for EVA factors

As it is understandable from the table 3, operations – including product development and 
production in this thesis work – and marketing and sales, and service apply for improving 
incomes of the firm. Logistical innovations – like AIDC and crossdocking - are mainly 
applicable for cost reduction purposes.

However, it is essential to bear in mind that the consequences of reconfigurations occurring 
for each stage of value activities is not necessarily – and most of the time – limited to that 
especial value chain stage. This means that other value activities, either upstream or
downstream to the value activity in focus, could be affected by that reconfiguration, in 
terms of their processes and consequent costs. For instance, multi-channel marketing can 

aaPrimary      
aaaaactivities:
      Emerging   
aaaaaaatrends
EVA 
factors of
calculation

Inbound 
logistics:
AIDC

Operations:
Agility /
Flowing 
backward

Outbound 
logistics:
Crossdocking

Marketing 
and sales:
Multi-
channel 
marketing

Service:
CRM /
Embedded 
services

Sales Increases 
meeting 
demand

Increases 
marketing 
effectiveness

Increases 
customer 
loyalty

Operating 
expenses

decreases 
labour costs

decreases 
logistical 
costs 

Capital 
costs

needs 
technology 
investment

Decreases 
logistical 
assets
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result in request of new outbound logistics arrangements to fulfil the demand raised due to 
entrance to new market areas. This in turn could affect the company’s choice of logistics 
strategy. All the financial consequences of a value chain reconfiguration project should be 
considered for making decision and finding the best alternative which supports most 
sustainable profitability. 

EVA is a figure extracted on a periodical basis. So the time window for measuring effects 
of the applied reconfiguration on EVA should be carefully chosen and determined so that 
make it possible for justifiable judgement about the outcomes of the reconfiguration. This 
time window should reflect expectations of the shareholders in enhancement of their 
economic profit.

Financial flow as one of supply chain flows, deals with credit terms, payment schedules, 
and consignment and title ownership arrangements. This aspect of supply chain is of 
special attention in EVA improvement – or value chain reconfiguration – efforts. Financial 
flows will reflect the outcomes of redesigning of value and cost drivers across the chain.
Choice of time window has inevitable consequences for interpretation of financial flow.

Proposition 1

Completion date of reconfiguration project determines the start date for calculation of new 
and targeted EVA elements. 

Proposition 2

Assuming different time windows required to extract the outcomes of a reconfiguration 
decision on different value activities, the maximum of those time windows should be 
considered to be passed for evaluation and calculation purposes of EVA after 
reconfiguration.

Illustrating example: referring to our example on relation between multi-channel 
marketing and outbound logistics, assume that changing firm’s marketing processes is a 6 
months project and establishing of new logistical networks takes 9 months, with same start 
date. The first periodically-revised EVA calculation which is relevant for evaluation of 
reconfigured value chain is the first calculation which is done after 9 months from 
beginning of the projects, i.e. after completion of both projects.

However, the maximum acceptable time window for comparing EVA prior to and after 
reconfiguration is set by shareholders. In example above, this TW should begin no earlier
than spending those 9 months. This TW also directly affects new WACC which determines 
the least expected rate of return. Indeed, the longer is the time window of financial flows 
after reconfiguration, the bigger is cost of capital.

5.3. Improving EVA through external arrangements

Opportunities and threats forcing firms that result in customer value creation through 
arrangement of linkages with extended value chain’s entities - i.e. other firms - get 
described in section 4.2. Translation of reconfigurations happened in those backgrounds,
into the financial results occurs in different types, in correlation with the kind of linkage 
(alliance) established.
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Three categories mentioned for increasing EVA basically differ in terms of change in 
NOPAT based on a stable, added or decreased capital cost. In case of inserting new value 
adding players to the value chain in search of capturing external value opportunities, those 
three types could be represented by joint ventures, acquisitions, and outsourcing alliances, 
respectively. Change in capital costs could occur due to change in WACC, change in 
capital employed, or both. Table 4 briefly shows the way with which external opportunities 
could contribute to EVA improvement.

Table 4- Implications of outsourcing and M&A for economic value added

       Contract types 

EVA elements

Strategic alliances 
(outsourcing) Joint ventures 

(mergers)
Acquisitions 
(takeovers)

NOPAT 
(sales -
operating expenses)

Shouldn’t decrease
more than decrease
in (WACC *Capital 
tied-up)

Should increase 
more than increase 
in (WACC * Capital 
tied-up)

Should increase 
more than increase 
in (WACC * Capital 
tied-up)

WACC Could change or not 
change

Usually changes 
Could change or not 
change

Capital Tied-up Decreases after 
outsourcing

Could change or not 
change

Increases after 
acquisition

In case of strategic alliances with outsourcing purposes, value chain activity which was 
formerly fulfilled inside the company turns to be done by an external entity. This way 
capital tied-up in accomplishment of the task could be withdrawn or liquidated from 
business. If the tied-up capital is withdrawn then WACC will change due to change in 
equity and/or debt portion from total capital. If the tied-up capital is just liquidated then 
WACC might not change due to stability in equity and debt portion from total capital. 
Either way, it is expected from an outsourcing decision to result in higher EVA through 
increasing of operating profits, or not changing it, or at least less decrease in operating 
profits compared to benefits gained from decreasing capital costs.

In case of joint ventures and acquisitions, two (or more) micro-level value chains which 
formerly were acting independently in the market, merge so that configure a new value 
chain. Although usually total asset of the new company is higher than each of the previous 
single companies, based on the requirements of the new company, invested capital from 
each partner’s shareholders may or may not change. As a consequence of unification of 
equities and debts of partners, cost of capital usually changes. This could occur also 
because of change in business risk. However, increase in EVA couldn’t simply be assumed
as sign of a successful merger decision, since capital costs are increased. This fact implies 
that another criterion should be applied for measurement. Earning per share (EPS) is a 
known financial ratio which is equal to operating profits divided by the number of shares. 
If acquiring company’s EPS increases, it is known as accretive merger. However, this ratio 
suffers from lacking involvement of the concept of capital costs. 

Proposition 3

Economic value added per share (EVAPS) as a figure that shows real earned profit by 
every share, should be implemented in case of evaluation of joint ventures as a value chain 
reconfiguration decision. EVAPS is simply calculated as EVA divided by number of shares.
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6. Discussion and conclusion

Since value chain concerns mission of the organization, sustainability of the positive 
feedback from progress indicators identified for value chain is of strategic importance.
This implies that improvement of destined value, i.e. shareholder value, shouldn’t invade 
the source of value creation, i.e. customer value. Although keeping and bettering of 
customer value triad’s harmony, is not explicitly realizable from improved EVA, Some 
intermediate indictor could link these two value perception sides.

Market share, and also comparison of the growth rates of the market and firm’s market 
share, could provide true insight on value creation efforts and their effectiveness. In other 
words, when market size is growing, just sustained or increased market share would 
approve that improvement achieved in EVA is gained through acceptable and promising 
manner regarding customers.

Emerging trends in various steps of value chain imply to the fact that synchronisation of 
information and goods flow in value chain is of increasing importance for value chain 
stakeholders. This is realizable for instance from applying AIDC technologies resulting in 
concurrent flow of goods and information in logistical operations, flowing backward in 
customer order decoupling point, and merge in transit which both result in more 
coordination with demand information. Considering the goal of optimization of financial 
flow, more on-time information about goods flow contributes to decreasing total cost of 
capital through lessening of time-to-market cycle time. However, dramatic change in 
capital costs and revenue usually calls for implementing external arrangements.

Since in any value chain, value activities are interacting with each other and have effect on 
each other, it is inevitable to consider implications of any value activity reconfiguration for 
whole the chain. The ultimate result of reconfiguration is not calculated by comparison 
between past and future of just the reconfigured activity, but the total outcome for the 
value chain. 

7. Further research

The subject matter of this research can be continued so that the scope of the research gets
expanded to consider “macro” level value chains and their reconfiguration. Is such a 
research, multi-industrial market analysis and technology analysis is required to identify 
opportunities for creating and capturing value. That research could cover last step of 
Hinterhuber’s virtual value chain orchestration, which is management (orchestration) of 
the cross-industry value chains. As complementary step in value chain reconfiguration, 
relationship types among network entities should then thoroughly be selected and 
orchestrated. 
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