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Abstract:

This paper offers an overview on the process in which value chain diagnose the
competitive advantage of a business. We start by determining the basic concepts of both
competitive advantage and value chain model, underlining the importance of each in success
creation for companies. Finally, we provide a full description of value chain analysis steps
diagnosing competitive advantage, proposing at last a summarized model of that important
analytic process.
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Résumé :

Ce document explique le processus ou la chaine de valeur diagnostique l'avantage
concurrentiel d'entreprise. D’abord on détermine les concepts du modele de la chaine de valeur et
de I’avantage concurrentiel, soulignant leur importance dans le succés des entreprises. Enfin, on
fournit une description des étapes de l'analyse de la chaine de valeur dans le diagnostic de

l'avantage concurrentiel, proposant un modéle résumé qui affiche ce processus analytique
important.

Mot Clés : Avantage concurrentiel, chaine de valeur, Analyse de la chaine de valeur.
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Introduction:

Nowadays, companies have entered the era of continuing worldwide advances in technology
and increasing in fierce competition. These advances have emerged competitive advantage as an
important mean to keep companies ahead in their complex and competitive environment, this
also emerged many ways and techniques to study and make a full diagnosis of competitive
advantage at the internal or the external level of a company, in order to create, develop and
maintain it.

The aim of this paper is to affirm the importance of value chain analysis in creating, developing
and sustaining competitive advantage in companies, as this analysis has emerged as an efficient
system in facilitating the gathering and transformation of information about competencies,
advantages or disadvantages from inputs to outputs, in a very organized and specific way.

To provide details about the methods and process in which value chain is used to diagnose
competitive advantage, this paper is built on answering this key question: What Process in
value chain analysis to diagnose and asses competitive advantage in a company? Depending
on the descriptive method, and in order to answer that question we divided this work into three main
axes:
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I- Conceptual framework of competitive advantage.

I1- Value chain model.
I11- Value chain analysis diagnosing Competitive advantage.

I-  Conceptual framework of competitive advantage :
1- Defining competitive advantage:

A competitive advantage is a set of unique features of a company and its products that are
perceived by the target market as significant and superior to those of the competition.*

Competitive advantage is achieved when an organization has a significant and sustainable edge
over its competitors, when attracting buyers. Advantage can also be secured by coping with the
competitive forces better than its rivals. Advantage can be developed in many different ways.
Some companies have an advantage simply because they are the best-known company or brand
in the market. Some achieve it by producing the best-quality product or having attributes that
other products do not have, some companies have the lowest price, whereas others provide the
best support and service in the industry.?

Competitive advantage is ultimately built and maintained by adding value to customers. Value is
added by cost leadership, i.e., offering equal quality products or services at a lower cost than
competitors, or by differentiation, i.e., offering products and services that are perceived to be
unique relative to some important characteristic.’

Michael Porter defined a business's competitive advantage as either being cost advantage or non-
cost differentiation advantage; some contemporary experts suggest that companies must drive
both to stay competitive.*

2- Competitive advantage drivers:

According to porter (1985), “competitive advantage cannot be understood by looking at a
company as a whole. It stems from the many discrete activities a firm performs in designing,
producing, marketing, delivering and supporting its product. Each of these activities can
contribute to firm’s relative cost position and create a basis for differentiation.” The main drivers
are as follows:”

a- Differentiation Drivers: Porter identified several drivers of uniqueness: policy
and decision; linkages among activities; inter-relationships among business units
integration; scale; learning; timing of market entry; geographic location; institutional
factors (regulation, union activity, taxes etc.).

b- Cost Drivers: Porter identified 10 Cost drivers related to value chain activities;
economies of scale; learning; capacity utilization; linkages among activities;
interrelationship among business units; degree of vertical integration; timing of market
entry; company’s policy of cost; timing of market entry; company’s policy of cost or
differentiation; Geographic location and Institutional factors (regulation, union activity,
taxes etc.). A cost advantage also can be pursued by reconfiguring the value chain.
Reconfiguration means structural changes such as a new production process, new
distribution channels etc.

I1-Value chain model:

According to Porter's value chain model, the activities conducted in any organization can be
divided into two categories: primary activities and support activities. The primary activities are
those business activities that relate to the production and distribution of the company's products
and services, thus creating value for which customers are willing to pay.® While support
activities are required to support the company's primary activities.
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I1-1- Primary activities:

Porter's

value chain model described the following five value generating "primary activities":’

a- Inbound logistics: Activities associated with receiving, storing, and disseminating
inputs to the products, such as material handling, warehousing, inventory control, vehicle
scheduling, and returns to suppliers.

b- Operations: Activities associated with transforming inputs into the final product
form, such as machining, packing, assembly, equipment maintenance, testing, printing,
and facility operations.

c- Outbound logistics: Activities associated with collecting, storing and physically
distributing the product to buyers, such as finished goods warehousing, material
handling, delivery vehicle operation, order processing and scheduling.

d- Marketing and sales: Activities associated with providing a means by which buyers
can purchase the product include advertising, promotion, sales-force, quoting, channel
selection, channel relations, and pricing.

e- Service: Activities associated with providing service to enhance or maintain the value
of the product such as installation, repair, training, parts, supply and product adjustment.

11-2- Support activities:

Support activities include all the important activities that cut across the company's primary
activities and provide ongoing infra-structure assistance for the rest of the company. These
activities differ by industry and company, but they generally include the following:®

The fol

a- Firm infrastructure: includes administrative support activities covering the range of
primary activities, such as accounting, legal, planning, and all forms of stakeholder
relations, such as government and public affairs, communications, community
investment, and investor relations.

b- Human capital management: includes aspects of the company and its human
capital enhacement process, such as recruitment, incentive systems, motivation, training,
promotion, and industrial/labor relations.

c- Procurement: includes activities such as funding, subcontracting, supplier
management, and specification.

d- Systems and technology: includes infrastructure facets of the business that help
design, develop, and/or deliver products more effectively and efficiently, such as
engineering, R&D, and information technology.

lowing figure describes the main value chain model composants:

Figure 1: The value
chain model:
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I11-  Value chain analysis diagnosing Competitive advantage :

I1- 1- Necessity for competitive advantage diagnosis:

Every company needs to figure out their own unique competitive advantage. What is it that
makes the company "better” than the others in the same industry or category? If the answer is
"nothing", then why does the company exist? Should the company exist if what it is producing or
doing is not in some way "better" than the competition? Generally, in our capitalist and market-
driven economies, the companies that are successful are those that have figured out their
competitive advantage.’

Companies have to systematically and periodically go through the exercise of identifying their
competitive advantage and the factors that produce the advantage. It may be argued that firms
will generally be aware of their competitive advantage and the factors that bring in the
advantages. The point is that in an environment wherein ever so many changes are taking place
and so many new forces of competition are coming up all time, a firm can maintain its
competitive edge only through continuous appraisal and monitoring of its competitive
advantage.’®

Porter (1985) developed the concept of the value chain as "the fundamental tool in diagnosing
competitive advantage" because" a systematic way of examining all the activities a company
performs and how they interact in necessary for analysing the sources of competitive advantage".
In applying the value chain tool, activities within the companies are disaggregated into
individual processes with specific inputs and outputs. Each process and links between processes
can be evaluated in terms of their costs and the benefits they provide. Porter emphasized that the
links between processes offer significant opportunities to optimize competitive advantage. He
also emphasized the need to look beyond the company at the processes and links of downstream
suppliers and upstream distributors and customers.**

A company's value chain is part of larger industry value system, it includes the value-creating
activities of all the industry participants, from raw-materials suppliers to the final consumer.
value chain analysis separates the company's processes into strategically relevant value-creating
activities. This analysis provides rich insight into where enhanced profitability can be achieved
and helps you identify strategies needed to generate competitive advantage.*?

111-2- Value chain analysis methods:

The value chain approach helps company’s assess competitive advantage through an analysis of
internal cost, internal differentiation, and vertical linkage.™®

a- Internal cost analysis:

A number of companies use the value chain approach to determine both the sources of their
profitability as well as the cost of their internal processes or activities, the principle steps of
internal cost analysis are as follows:**

e ldentifying the company's value-creating processes;

e Determining the share of the total cost of the product or service attributable to each
value creating process;

e ldentifying the factors of cost determinants (cost drivers) for each value-creating
process;

e Ildentifying the links between processes; and

e Evaluating the opportunities for achieving relative cost advantage.

b- Internal differentiation analysis:

Internal Differentiation analysis is an examination of processes in the value chain to determine
which of them create differentiation of the product or service in the costumer's eyes, and thus
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enhance its value. Internal differentiation analysis enables a company to focus on improving the
identified processes to maximise competitive advantage. Steps involve:*

e Identification of value-creating activities;

e Evaluation of strategies that can enhance value for the customer;

e And assessment of which differentiation strategies are the most sustainable.
c- Vertical/Extended linkage analysis:*®

Linkages among value-creating processes go beyond the activities within a company, usually,
the greatest competitive advantage may emerge from linkages between a company's value-
creating activities and those of its suppliers, channels, or users. Vertical linkage analysis takes
into consideration all links from the source of raw materials to the disposal and/or recycling of
the product. Vertical linkage analysis includes the following steps:

o Identifying the industry's value chain assigning costs, revenues, and assets to value-
creating processes;

o Diagnosing the cost drivers for each value-creating process; and

o Evaluating the opportunities for sustainable competitive advantage.

111-3- Value chain analysis process:
The resulting set of analyses can be organized around three frameworks:*’

o Industry structure analysis.
o Core competency analysis.
o Segmentation analysis.

a- Industry structure analysis:

Industry structure analysis necessitates organizing information about any industry structure so as
to assess its plausible attractiveness. The profitability of an industry or market, as determined by
the average long-term return on investment of companies, depends on the bargaining power of
buyers and suppliers, threat of substitute products or services, threat of new entrants, and
intensity of competition.*® Industry structure is also named as competitive forces as defined by
Michael porter (as described in figure 2):

Figure 2: Porter’s competitive forces model:| Threat
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Source: R. Kelly Rainer, Casey G. Cegielski, Introduction to Information Systems: Enabling and
Transforming Business, John Wiley & Sons. Inc, USA, 2010, P46.
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b- Core competencies analysis:

Core competencies are a firm's unique skills and technologies derived from its proprietary assets,
people, and processes. By definition, no two firms can have the same set of core competencies.
The unique nature of core competencies enables firms to develop competitive advantages in the
marketplace. One core competency can support several end products, and one end product can be
the result of several core competencies. The competencies that are core to the firm are those
generalized capabilities than span across several end products.

Conducting a core competency analysis is done in five steps:

Step 1. Identify the company's end products.

Step 2. Group the end products into businesses.

Step 3. Identify the company's core products.

Step 4. Identify the company's competencies.

Step 5. Determine the implication of the identified core competencies.

Core competency analysis can:

e Be useful to review and justify the company's current portfolio for business.
e Allow firm-wide consolidation of technologies and production skills into
competencies.
e Help determine new revenue creation opportunities.
e Assist in identifying and addressing capability gaps.
e Cause misinterpretation because of subjective nature and generalizations.
e Be time intensive and difficult to conduct for diversified corporations.
¢ Not yield and transferable core competencies.
c- Segmentation analysis:

Any segmentation analysis must begin with a broad understanding of the market situation in
which a business operates and an appreciation of the types of opportunities and threats which
might be faced.?’

Industries may be sub-divided into different market segments, for example, product lines,
customer type, geographical location, and channels of distribution. Segmentation analysis brings
forth the competitive position in terms of both advantages and disadvantages of different
corporate segments. On the basis of this information, a company may decide to commence,
reconfigure or exit one or more segments. The value chain approach for segmentation analysis
involves a series of steps, including identifying segmentation variables and categories,
constructing a segmentation matrix, analysing segment attractiveness, identifying key success
factors for each segment, and analysing attractiveness of broad versus narrow segment scope.*

111-4- Proposed model: value chain analysis diagnosing the competitive advantage:
Figure 3: Value chain analysis contribution in competitive advantage’s diagnosis:
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Source: Designed by researchers based on previous studies.

In fierce competitive world, a company needs continuation and expansion in markets. According
to the figure above we notice the following:

Value chain analysis depends on three major methods assessing competitive advantage; these
methods are considered as important and effective ways to diagnose advantages in each activity
from the value chain model, plus this analysis should be applied on competitors’ value chain for
these three major reasons:

e Protect your own competitive advantage
o Imitate their competitive advantage and excel it.
e Develop and sustain your own competitive advantage.

The first method: Internal cost analysis: We can summarize this method in the following
sides:

e Examine activities and analyze the interaction between them extracting the source of
cost competitive advantage. This helps in maintaining this advantage and even renovating
it.

e Evaluating opportunities among activities and processes to achieve cost advantage that
the company may not had before.

The second method: Internal differentiation analysis:

This method of analysis allows examining activities and processes in the value chain of a
company, the aim is to determine the sources of differentiation as competitive advantages among
them, this method helps the company to develop, protect and sustain this kind of competitive
advantage, or even creates new ones.

The third method: Vertical linkage analysis:

In this method the analysis is linked between the value chain in both the company and the
industry surrounding it, the evaluation in this method is wider and more effective in diagnosing
competitive advantage of the company considering the industry’.

Main condition :Knowing your core competencies, knowing threats and opportunities in the
industry in every segment of the market is the only way value chain analysis methods can
succeed, after all the competitive advantage diagnosis must be applied in total, considering every
aspect affecting or could affect the company.

Conclusion:

To conclude, the use of value chain analysis allows companies to fulfill a full diagnosis of
competitive advantage, the process of value chain analysis outlined in this paper is an effective
aid for competitive advantage diagnosis to achieving sustainability and superiority in
marketplace.

Although companies could possess cost advantage or differentiation advantage or both at the
same time, a continuous and periodic diagnosis of competitive advantage internally and
externally is required, taking into account opportunities and risks, and taking advantage of any
resources or competencies available, thus not only sustain competitive advantage but also help
developing or even inventing new advantages. The goal after all is to confront fierce competition
and stay on top.

419



(1)30-Abual s 3 — Agilealy) o slall g (3 Alaa Al edle o) dadla

Competitive advantage diagnosis via value chain analysis (A proposed model)
REFERANCE

! Charles Lamb, Joe Hair, Carl McDaniel, MKTG7, Cengage Learning, USA, 2013, P23.

2 paul Baines, Chris Fill, Kelly Page, Marketing, Oxford university press, USA, Second edition, 2011,
P176.

% W. Jack Duncan, Peter M. Ginter, and Linda E. Swayne, Competitive advantage and internal
organizational assessment, Academy of Management Executive, August 1998, Vol. 12, No. 3, P12.

* Michael G. Luchs, K.Scott Swan, Abbie Griffin, Design Thinking: New Product Development
Essentials from the PDMA, John Wiley & Sons. Inc, USA, 2016, P268.

® Nabyla Daidj, Developing Strategic Business Models and Competitive Advantage in the Digital Sector,
IGI Global, USA, 2014, P32-33.

® R. Kelly Rainer, Casey G. Cegielski, Introduction to Information Systems: Enabling and Transforming
Business, John Wiley & Sons. Inc, USA, 2010, P48.

" G. V. Satya Sekhar, Business Policy and Strategic Management, I.K. International Publishing House
Pvt. Ltd, India, 2010, P115-116.

8 Babette E. Bensoussan, Craig S. Fleisher, Analysis Without Paralysis: 12 Tools to Make Better Strategic
Decisions, Pearson Education. Inc, USA, Second edition, 2013, P223.

° Susan Quinn, Management Basics, Susan Quin & Ventus Publishing APS, Denmark, 2010, P18.

Wyvs Ramaswamy, S Namakumari, Marketing Management: Global Perspective- Indian Context, Tata
McGraw-Hill Education, India, Fifth Edition, 2013, P238.

1 Thomas Magnuson Coe, Electronic Supply Chain Collaboration for Small Job Shop Manufacturers: An
Exploratory Triangulation Study, Dissertation.com, USA, 2004, P23-24.

12 Babette E. Bensoussan, Craig S. Fleisher, Op.Cit, P221.

3 Suveera Gill, Cost and Management Accounting: Fundamentals and its Applications, Vikas Publishing
House PVT LTD, India, First edition, 2015, P76.

Y Ibid, P76.

15 perseus book group, Business: The Ultimate Resource, Citic Publishing House, China, 2002, P1266.

'® Suveera Gill, Op.Cit, P76-77.

7 Walter Kruz, Gerald Hunt, Alex Stratigakis, The High Performance Enterprise, Trafford Publishing,
Canada, 2004, P58-59.

'8 Suveera Gill, Op.Cit, P78.

19 Gary Plaster, Jerry D. Alderman, Beyond Six Sigma: Profitable Growth through Customer Value
Creation, John Wiley & Sons. Inc, USA, 2006, p266-267.

2 Sally Dibb, Lyndon Simkin, The Market Segmentation Workbook: Target Marketing for Marketing
Managers, Thomson Learning, UK, 2003, P48.

2! Suveera Gill, Op.Cit, P78.

420



