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UNIT-2 

2.7 VALUE CHAIN ANALYSIS 

Value Chain Analysis is a strategic tool used to analyze internal firm activities to 

understand the sources of competitive advantage. It breaks down the various activities 

within a firm to identify opportunities to increase value or reduce costs, ultimately 

leading to greater efficiency and enhanced competitive positioning. 

Components of Value Chain Analysis 

The value chain comprises primary and support activities: 

Primary Activities 

1. Inbound Logistics: Activities related to receiving, storing, and distributing inputs. 

Efficient handling, warehousing, and inventory management can enhance value. 

2. Operations: Transformation processes that convert inputs into final products or 

services. Streamlining production processes and improving quality control are 

essential here. 

3. Outbound Logistics: Activities related to the distribution of finished products to 

customers. Efficient order processing, warehousing, and distribution channels 

play key roles. 

4. Marketing and Sales: Activities aimed at promoting and selling products. 

Effective marketing strategies, sales force management, and customer 

relationship management are crucial. 

5. Service: Post-sale activities that enhance or maintain product value, such as 

customer support, repair services, and warranty management. 

Support Activities 

1. Firm Infrastructure: Organizational structure, control systems, and company 

culture. Efficient management, strategic planning, and robust financial systems 

support overall operations. 

2. Human Resource Management: Recruitment, training, development, and 

compensation of employees. A skilled, motivated workforce can significantly 

impact the firm’s performance. 

3. Technology Development: Activities related to innovation, research and 

development, and process improvement. Investing in technology can lead to new 

products and more efficient processes. 
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4. Procurement: Sourcing and purchasing of raw materials, equipment, and other 

inputs. Effective procurement strategies can reduce costs and ensure high-quality 

inputs. 

Steps in Value Chain Analysis 

1. Identify Value Chain Activities: Map out all activities involved in producing and 

delivering a product or service. 

2. Analyze Cost and Value of Activities: Assess the cost associated with each 

activity and the value it adds to the final product. This helps in identifying areas 

where efficiency can be improved or value can be added. 

3. Evaluate Linkages: Understand how different activities are interconnected and 

how changes in one activity affect others. Effective coordination among activities 

can enhance overall value. 

4. Identify Competitive Advantage: Determine which activities contribute most to 

differentiation or cost advantage. Focus on strengthening these areas to sustain 

competitive advantage. 

Benefits of Value Chain Analysis 

 Cost Reduction: Identifying inefficiencies in various activities can help in 

reducing costs without compromising on value. 

 Value Addition: Understanding how value is added at each stage helps in 

enhancing product features, improving quality, or providing better customer 

service. 

 Competitive Positioning: By focusing on activities that provide a competitive 

edge, firms can better position themselves in the market. 

 Strategic Decision-Making: Provides a detailed view of internal processes, aiding 

in more informed strategic decisions. 

Example of Value Chain Analysis 

Apple Inc. 

 Inbound Logistics: Apple’s strategic partnerships with suppliers ensure high-

quality components and just-in-time delivery. 

 Operations: Efficient assembly processes, often outsourced to partners like 

Foxconn, ensure high production standards and cost efficiency. 

 Outbound Logistics: Apple’s global distribution network ensures timely delivery 

of products. 
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 Marketing and Sales: Strong branding, effective marketing campaigns, and a 

robust sales force. 

 Service: Excellent customer support and services like AppleCare enhance 

customer loyalty. 

Support Activities 

 Firm Infrastructure: Strong organizational structure with efficient management 

practices. 

 Human Resource Management: Focus on hiring top talent and continuous 

development. 

 Technology Development: Heavy investment in R&D leading to innovative 

products. 

 Procurement: Strategic sourcing practices ensure quality inputs at optimal costs. 

Conclusion 

Value Chain Analysis is a powerful tool for understanding the internal dynamics of a firm 

and identifying areas for improvement. By breaking down activities and evaluating their 

contribution to cost and value, firms can enhance efficiency, improve value delivery, and 

achieve a sustainable competitive advantage. 

 


