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Abstract 

The value grid model proposes a complex framework to analyse and understand value creating 

activities among different actors. This literature review is focusing on explaining the evolution 

of the value grid model, thus explaining the following theories: (1) supply chain, (2) value 

chain, (3) value system, (4) value network, (5) knowledge value chain, (6) value grid model. 

By underlining the significant changes in the level of business complexity, the importance for 

the value grid model is explained. The model is based upon three dimensions, that when applied 

can enable a company to enhance its performance and leverage its own competitive advantage.  
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1. Introduction 

 

In the course of time, companies and their activities have changed and became more complex. 

Hence, the traditional perspective of generating value within a company is not applicable 

anymore as there are not only inward aspects which create value (McPhee & Wheeler, 2006). 

Therefore, firms have to change their approach to analyse value-adding activities from a 

different perspective. The value grid model proposes a solution for companies “to move beyond 

traditional linear thinking and industry lines and map out novel opportunities and threats” (Pil 

& Holweg, 2006, p. 72). The model is based upon three dimensions, that when applied can 

enable a company to enhance its performance and leverage its own competitive advantage (Pil 

& Holweg, 2006). 
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The need for this advanced model is also underlined be the change of information technology 

and how it has affected competition. Porter (1985) differentiated between three ways of how 

information revolution can influence competition. Firstly, information changes the structure of 

the industry and thus also the rules of competition. Secondly, companies might gain 

competitive advantages over their competitors due to access to information that can improve 

their performance. Thirdly, the information technology “spawns whole new businesses, often 

from within a company’s existing operations" (Porter 1985, p. 150). 

 

The value grid model, which is originating from the value chain by Porter, encounters the 

principal elements of the utility theory of value of the Austrian school of economic thought. 

On one hand, it focuses on process analysis; on the other hand, it is based on the division of 

knowledge and selection of groups, that by learning from their own experiences and by 

screening competitors and others within their industry or network can improve their respective 

problem-solving skills: they might improve the value created or reduce associated costs with 

value creation, thus increasing their marginal value (Vanberg, 1998).  

 

The schools of economic thought have been proposing various models to explain the value 

created by organizations. Neoclassical economics is especially utilitarian in this area as it places 

the marginal theory of value as the basis of its models and equations (Aspromourgos, 1986). 

Menger’s main achievement, the founder of the Austrian school of economic thought (part of 

the neoclassical school of economic thought), was the construction of a marginal utility theory 

of value, which is in core importance of the demand theory (Bannock, Baxter & Davis, 1987).  

 

The value grid model was introduced by Pil and Holweg in 2006, and since then there is still 

lack of critical literature on the topic. Therefore, the purpose of the paper is to give an 

evolutionary literature review on the value grid model; furthermore, to explain and underline 

the need of the advancement of former value creating theories in the business context.  

 

 

  

2. Theoretical Background 

 

This chapter is focusing on providing an overview on theories that the value grid model is based 

upon. The chapter presents short descriptions of the supply chain, value chain, value system, 

value network, added-value network, knowledge value chain and value grid model. The section 

closes with the description of complexity in the context of business networks.  

 

2.1. Supply Chain 

 

Most cases, multiple companies are involved in the up- and downstream flows of the creation 

of a product or service until it reaches the ultimate buyer (Lambert & Cooper, 2000; La Londe 

& Masters, 1994). The different players can be manufacturers in different production phases, 

distributors or retail merchants for example. All involved companies in this process can be 

denoted as supply chain (La Londe & Masters, 1994). The length of the supply chain depends 
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on the complexity of the product; a supply chain of a technologically complex product may 

include a large amount of players (La Londe & Masters, 1994). The fundamental customer 

requests regarding products have changed in the course of time; products need to be delivered 

quickly and without any inconveniences. The fulfillment of this necessity is not determined as 

a competitive advantage anymore but rather as a prerequisite in order to stay in the market. 

These changing conditions require a more coordinated, closer relationship with member of the 

supply chain (Mentzer, et al., 2001).  

 

2.2. Value Chain 

 

Porter and Millar (1985) state “The value a company creates is measured by the amount that 

buyers are willing to pay for a product or service.” (p. 150). A company reaches profitability 

when its marginal value is positive, meaning value created exceeds arising costs associated 

(Porter & Millar, 1985). According to Porter and Millar (1985) a company’s value chain is a 

"system of interdependent activities, which are connected by linkages" (Porter & Millar, 1985, 

p. 150). The latter is given if the use of one activity influences the other activities' cost or 

effectiveness (Porter & Millar, 1985). Thereby, trade-offs between different activities might 

occur as both are aimed to be optimized. For example, if a company invests a lot in the 

production process, it may save costs in the after-sales service. Such trade-offs have to be 

evaluated in consideration of the company's strategy in order to gain competitive advantage 

(Porter & Millar, 1985). 

 

Thereby, value activities can be distinguished into nine categories, categorized in support 

activities and primary activities (see Fig. 1). Primary activities are part of the production 

process itself and are namely "inbound logistics, operations, outbound logistics, marketing and 

sales, service”. In contrast, support activities such as firm infrastructure, human resource 

management, technology development and procurement influence and form the primary 

activities and their infrastructure. A firm executes several distinct activities in every of these 

nine categories (Porter & Millar, 1985). 

 

 

 
 

Fig. 1. The value chain (Porter & Millar, 1985, p. 151). 
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Competitive advantage can be reached if a company can either produce a product or a service 

for lower costs or if it is able to differentiate the product and offer it for a premium price which 

leads to more value (Porter & Millar, 1985). Thus, dissimilarities between competitive firm’s 

value chains can lead to competitive advantages (Lee & Yang, 2000). Differentiation is based 

upon a company’s product and its role within its buyer’s value chain, therefore, the buyer’s 

need plays an important role in a company’s competitive strategy (Porter, 1985). Moreover, 

industry has also a major influence on a company’s value chain as well as it represents the 

value chains of the other competitors in the industry (Porter, 1985). 

 

2.3. Value System 

 

In order to get and maintain a competitive advantage, a company has to understand its value 

chain as well as the value system in which it is based. The latter includes suppliers and buyers 

(Porter, 1985). Good coordination between those and a firm can significantly reduce product 

cost or increase product quality, thus resulting in a higher value proposition. The value system 

is the chain of value chains that parts of a product (suppliers) or the finished product (buyers) 

passes through while reaching to the ultimate buyer (Porter & Millar, 1985). 

 

2.4. Value Network 

 

Many were investigating the broader aspect of relationship among actors and how these actors 

might enhance value created, however, there is no consistency in the usage of a single term. 

According to Briscoe, Keränen and Parry (2012), value network is a group of organizations, 

where members convert their expertise into both tangible and intangible deliverables that might 

result in mutual benefits and support value-creation. Furthermore, Cuesta, Luokkanen-

Rabetino and Stanoevska-Slabeva (2010) define value network as a web of relationships which 

contribute to increase financial return and other profits through complex dynamic exchanges. 

Austin and Seitanidi (2012) due to the lack of common language and definitional precision, 

introduced the term of collaborate value creation, that by function is the value network. 

Meanwhile, Lusch and Vargo (2006), came the term by value constellations / value-creation 

network partners.  

Value network analysis is often applied to gain an understanding on grid technology based 

solutions that can help to give an overview of actors involved and how value-adding activities 

and competencies vary and allocated among them (Stanoevska-Slabeva et al. 2007). 

 

In the service industry, value network is aiming at co-producing and exchanging service 

offerings and co-creating value by coupling social and economic actors who communicate 

through technology and institutions (Lusch, Vargo & Tanniru, 2010). Suppliers, partners, 

allies, customers are all part of a firm’s value network. 
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2.5. Added-Value Chain 

 

McPhee and Wheeler (2006) introduced the model of the added-value chain due to the 

limitations of the traditional value chain as, they argue, the model neglects to consider potential 

value-creating activities. The advanced model includes a wider range of business activities and 

it redefines value by incorporating intangible assets such as reputation, innovation and brand 

value besides tangible assets. Attention is drawn to the importance of both internal and external 

relationships that are likely to enhance the value created: internal activities are added that are 

connecting various departments instead of a single one, as well as the management of external 

relationships such as customer, suppliers, vendors, institutions are incorporated in the model. 

The firm is no longer isolated but considered as being part of a broader community, network 

of organizations, where connectivity is key. (McPhee & Wheeler, 2006) 

 

2.6. Knowledge Value Chain  

 

Lee and Yang (2000) distinguish between information and knowledge. Thereby, knowledge is 

based on information as the latter is transformed into knowledge if someone not only get the 

information by reading but also by understanding, interpreting and applying it on a particular 

work function. Hence, it can be the case that the knowledge of someone is only the information 

of someone else (Lee & Yang, 2000). Lee and Yang (2000) developed the model of the 

knowledge value chain which they based on Porter’s value chain analysis approach. The 

authors state that “[k]nowledge value chain consists of KM infrastructure and the KM process’s 

activities and knowledge performance” (p. 785).  

 

Knowledge management (KM) may create value and increase a competitive advantage as it 

assists the progress of application and development of organisational knowledge (Carlucci, 

Marr & Schiuma, 2004). Therefore, it is crucial for companies to understand the value 

engendered/generated from the KM initiatives (Carlucci, Marr & Schiuma, 2004). 

 

2.7. Value Grid Model 

 

The value grid model from Pil & Holweg (2006) includes all previously described activities. 

The structure of a value grid enables the company new ways to increase its performance (Pil 

& Holweg, 2006). In the value-grid model, it is distinguished between a vertical, horizontal 

and an integrative diagonal dimension (see Fig. 2).  
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Fig. 2. Value Grid Model (Pil & Holweg, 2006, p.74). 

 

The vertical dimension denotes the dimension in which a company examine opportunities up- 

and downstream from its own value chain (Pil & Holweg, 2006) in order to get competitive 

advantages (Solberg Søilen, Kovacevic, Jallouli, 2012). By managing well flows of goods and 

services and having close relationships with the entities involved, a company can benefit from 

decreased costs and reduced lead time. Moreover, reducing decision making tiers can result in 

decreased coordination costs and the ability to control information flow (Pil & Holweg, 2006). 

As the relationship among the members of the chain becomes closer, it contributes to a firm’s 

competitiveness (Pil & Holweg, 2002). However, considering all the mentioned the primary 

focus of this dimension is to understand power balance among the entities involved, namely 

focusing on “(1) opportunities to influence customer demand both upstream and downstream, 

(2) opportunities to modify information access in either direction, and (3) opportunities to 

explore penetration points in multiple tiers that are not immediately adjacent” (Pil & Holweg, 

2006, p. 73).  

 

The horizontal dimensions help with the identification of opportunities in parallel value chains 

(Pil & Holweg, 2006). Within the horizontal dimension companies can not only increase 

economies of scale and scope but also can improve their abilities to manage risk, integrate 

value, seize entrenched value in other chains, thus create new value propositions, which might 

not be achievable for actors who operate in a single value chain. Furthermore, if companies 

aim at creating more value, they tend to become more aggressive to horizontally enter into 

other actors’ value chains from the same industry, however, it is only possible if similar 

production or service stage is present in both value chains (Pil & Holweg, 2006).   

 

In the third dimension, the integrative diagonal dimension, companies strive for finding 

opportunities in other tiers and other value chains while increasing their abilities to mitigate 

risks (Pil & Holweg, 2006). This intergrative screening of dimensions can also contribute to 

the degree of control a firm has over its inputs and customers. Besides that, firms get access to 
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crucial information and are able to identify further opportunities to ensure and enhance demand. 

Thereby, possible strategies for the firms are both determining critical activities and threats as 

well as defining demand enablers (Pil & Holweg, 2006). Identifying and understanding demand 

enablers may lead to competitive advantage as firms that have specific knowledge in a given 

value chain may benefit from this expertise in other value chain as well (Pil & Holweg, 2006).  

 

The adaption of the value grid focus from the value chain requests managers to reassess the 

organization’s value proposition and associated structures from the following three 

perspectives: Firstly, the impact on existing operations, secondly, innovations which are not 

within the organisational institution and thirdly, dynamic shifts in the value grid framework 

(Pil & Holweg, 2006). At the firm’s operational level, the model helps to leverage information 

that can positively influence existing operations in a direct way (Pil & Holweg, 2006). 

 

To sum it up, the value grid perspective for companies simplifies the identification of 

innovative strategies which might not directly have a benefit on a company's operations. Pil 

and Holweg (2006) state that “[v]alue grids are inherently complex and dynamic, enabling a 

nearly limitless web of opportunities.” (p. 80). Therefore, it is essential that the value grid 

landscape is carefully observed as a component of the corporate decision-making process. This 

contains not only the identification of new opportunities but also the monitoring emerging 

dangers from other players in the value grid. 

 

2.8. Complexity in the context of business networks 

 

Complexity can be described as system properties that are “difficult to understand, describe, 

predict or control” (Sivadasan et al. 2006, p. 209). Complexity in the context of business 

derives from the network of entities involved (e.g. suppliers, manufactures, distributors, 

customers, information), that require downstream flows for products/services, finances, and 

information (Lambert, Cooper & Pagh, 1998). As business networks always involve more than 

two entities, potential problems and workload to gather needed information increases (Halinen 

& Törnroos, 2005). Managing and evaluating complexity is crucial for companies to discover 

and eliminate non-value adding activities, and to gain a profound understanding of “internal, 

interface and environmental diversities” (Arasteh, Aliahmadi & Omran, 2014, p. 870). Child, 

Diederichs, Sanders and Wisniowski (1991) also underline the need of comprehending the 

costs and drivers of complexity as the lack of understanding can result in low-value activities 

that can harm the competitiveness of a firm. Furthermore, by analysing and evaluating 

complexity, cost and response time reduction can be achieved while simultaneously value 

proposition and customer benefits can be improved (Child, Diederichs, Sanders & Wisniowski, 

1991).  

 

According to Halinen and Törnroos (2005), business conditions have shown an immense 

transformation since the 1980s due to increasing importance and usage of information and 

communication technologies and the network complexity between firms.    
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3. Discussion  

 

The models described explain marginal value creation as the key to competitive advantage by 

finding ways to reduce costs or increase value. The value chain model of Porter and Millar 

(1985) provides a fundamental base of understanding the value enhancing potential of 

exchanging information, even if the model was focusing only on the internal value-creating 

activities of a firm. To overcome the neglected aspect of the external environment, the authors 

also introduced the concept of value system, which aims for explaining the value-adding 

activities of other actors within the supply chain (Porter & Millar, 1985). Even though the value 

chain is not built on the supply chain, the two theories are rather related as the supply chain 

describes all involved firms of the up- and downstream of the product or service creation 

process until it reaches the buyer (Lambert & Cooper, 2000; La Londe & Masters, 1994), 

whereas the value chain describes the creation of the value within one company. Several 

accumulated value chains form a value system, in which the value of the supply chain is 

generated. 

 

However, some argue that value creation is not limited to tangible deliverables, but intangible 

factors such as competencies, processes and relationship with external environment can also 

significantly affect the financial results of a company (Sveiby, 1997). As a result, the concept 

of the value network was introduced, which supplemented the previous vertical approach 

(value system) and added a horizontal dimension (allies, partners, institutions) of actors that 

might contribute to the value of a product or service in a more indirect way. McPhee and 

Wheeler (2006), who introduced the added-value chain, had a similar approach as the 

academics on value network, however, they primary contribution was the redefinition of value. 

In comparison with previous scholars, McPhee and Wheeler (2006) extended the definition of 

value to incorporate intangible value drivers such as the brand, reputation and relationships 

benefits such as the partner's’ goodwill and social capital. Knowledge value chain, similarly to 

the added-value chain emphasizes the positive effects of intangible resources on 

competitiveness and value created. But instead of focusing on purely information flows, the 

model focuses on collecting information and transforming it into knowledge (Lee & Yang, 

2000).  

 

According to Lambert, Cooper & Pagh (1998), complexity derives from the entities involved 

within a business network, and managing and evaluating this complexity of firms can optimize 

value-adding activities while comprehending “internal, interface and environmental 

diversities” (Arasteh, Aliahmadi & Omran, 2014, p. 840). The value grid model proposes the 

most compound solution for reducing complexity for a firm in the business context, therefore, 

the highest possibility to increase a firm’s competitive advantage (Child, Diederichs, Sanders 

& Wisniowski, 1991).  

  

The value grid model has three dimensions focusing on different aspects of complexity namely 

difficulty to understand, predict and control (Sivadasan et al. 2006). Its vertical dimension is 

focusing on reducing cost and lead time by improving coordination and comprehending the 

various effects of activities conducted thus increasing level of understanding and control. Its 
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horizontal dimension aims for managing risks, advance existing products and innovate by 

analysing parallel value chains thus decreasing high level of uncertainty to predict future 

happenings. Lastly, its diagonal (integrative) dimension focuses on increasing control over 

inputs and customer, as well as, to identify new opportunities in order to maintain competitive 

advantage thus improving control and prediction (Pil & Holweg, 2006). The complexity of the 

value grid model allows a firm to optimize its marginal value by process analysis, division of 

knowledge, screening competitors and network. The mentioned can positively affect the 

respective demand for a firm’s product or service and it reflects therefore the focus of the 

Austrian school of economic thought, as the latter is a construction of a marginal utility theory 

of value (Bannock, Baxter & Davis, 1987; Vanberg, 1998). 

 

Although, the value grid model proposes the most novel model to identify and enhance value 

adding activities, its complexity makes it hard to apply. While Solberg Søilen, Kovacevic and 

Jallouli (2011) argue that the value grid model is simpler and consists of more well-defined 

strategies than the value network, the authors of this paper do only agree to some extent. Even 

though, Pil and Holweg (2006) provide detailed description of each dimension (vertical, 

horizontal and diagonal) and strategies of the value grid model, but its simplicity can be argued. 

As the model is based upon earlier value theories, it is crucial to have a profound understanding 

of those in order to be able to develop a proper understanding of each dimension of the value 

gird model. The differentiation among the three dimensions (vertical, horizontal and diagonal) 

can be also hard to comprehend and the model can be challenging to apply as dimensions are 

closely related, which might also explain the lack of literature on the topic. Nevertheless, it has 

to be taken into consideration that the model is relatively recent, which can also explain the 

limited literature on the value grid model. However, if the model is applied in an appropriate 

manner, it is a superior tool to uncover value. 
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