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Abstract 

This paper aims to examine the benefits of using a value grid approach in a low-tech 

industry. A traditional value chain analysis for the Swedish furniture company IKEA 

was made in order to compare it with the insights of the value grid model afterwards. 

The particularities of the low-tech industry have shown no impacts on the benefits of 

the value grid approach. The value grid approach allows firms to have a broader 

perspective on their multidimensional linkages and is an essential source for 

opportunities in low-tech industries. Compared to the traditional value chain analysis, 

the value grid analysis has proved to provide additional benefits and insights.  
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Introduction  

In times of globalization the management of supply chains has become more complex 

and critical than ever before (Milosz Majta, 2012). Global competition is forcing 

companies to analyse their supply chains carefully. Supply chain management brings 

along the possibility to generate profitable strategies and efficient operations (Pil & 

Holweg, 2006). The traditional approach of cutting costs and creating value along the 

linear set of activities however is not an appropriate approach to gain competitive 

advantage any more (Pil & Holweg, 2006). The reason for that are the recent studies 

about the dynamics of the value chain. It started in 1961 with the first insights in 

industrial dynamics and the linkages across the activities of the value chain by Jay W. 
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Forrester (1961). Several researchers made the value chain to the focus of their 

studies as they think that value chain dynamics are developing to the key source of 

competitive advantage (Houlihan, 1985; Lee et al., 1997; Porter et al. 1985; 

Christopher, 2016).   

     The idea of the value grid approach from Pil and Holweg (2006) is a drastically 

change of the perspective. Instead of seeing the value chain as a linear set of activities, 

this approach is suggesting to see value creation as a multidimensional grid (Pil & 

Holweg, 2006). Identifying opportunities and threats for value creation is crucial for 

company´s long-term survival. Following the thinking of the value-grid, these 

opportunities and threats originate beyond the traditional view of a linear chain of 

industry activities (Pil & Holweg, 2006).  

Methodology  

Research, which applies the value-grid model to identify opportunities of value creation 

is scarce. Søilen et al. (2012) is one example, where the applicability of the value grid 

framework was illustrated. This paper proved the practical applicability of the model for 

identifying Key Success Factors within the telecommunications industry of Ericsson 

Mobile Platforms (Søilen et al., 2012). An important conclusion of this paper was, that 

the value grid is a tool to identify opportunities that are not identified when using the 

traditional value chain approach of Porter (Søilen et al., 2012).   

     In this paper, the applicability of the value grid model will be tested on a low-tech 

industry – the furniture industry. The purpose of the paper is to evaluate the additional 

benefit of the value grid approach to the traditional value chain approach for the 

application in a low-tech industry.  

Theoretical Background  

The approach of the value grid helps companies to analyse complex and blurred value 

chains (Søilen et al., 2012). The value grid model can be seen as an advancement 

from the value chain model of Michael Porter. The latter approach is describing a linear 

set of activities that allows companies to identify opportunities and weaknesses in their 

value chain. Porter and Millar (1985) are describing a company´s value chain with a 

set of technological and economical activities that can be divided in nine generic 

categories. These categories are not only linked to each other within the company but 
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also with categories from its suppliers and channels. This stream of value chains, 

according to Porter and Millar (1985), is called value system.   

 

 

Fig. 1 – The value system (Porter & Millar, 1985) 

 

This value system helps companies to find competitive advantage. Competitive 

advantage can be reached by either a cost leadership or a differentiation strategy. 

Every activity in the value system has cost drivers, the sum of all those activities 

represents the company´s cost position and can be a source of cost advantage. 

Differentiation can be reached by several activities within the value system and also 

includes the non-physical activities such as after-sale services (Porter & Millar, 1985).                      

Another source for competitive advantage is presented by Porter and Millar (1985) 

which is called competitive scope. The scope can differ in segment scope, vertical 

scope, geographic scope, and industry scope (Porter & Millar, 1985). This thinking 

shows, that even Porter and Millar in 1985 saw the value creation not only as an 

ordered set of downstream and upstream activities (vertical scope) within the 

company’s value chain anymore.  

In fact, several research contributions developed the thinking of the value chain 

approach over the last decades. The new approaches identified limitations for the 

linear thinking of the value chain and evolved the model towards a multidirectional 

value creation approach (Pil & Holweg, 2006).   

     The value network analysis was a new method contributed in 2003 and is including 

the intangible assets of a company (Allee, 2003). This analysis in turn was used to 

analyse the value ecosystem of a company, including all firms that are able to co-

create value (Peppard & Rylander, 2006).   

     The added-value chain is another advancement of the value chain approach. 
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Reasoning that the internal activities of a firm are not enough in terms of creating value, 

McPhee and Wheeler (2006) expanded the set of relevant business activities. Value 

got redefined through the inclusion of intangible assets like leadership quality, 

innovative capability, brand, reputation, and competences in a strategic-alliance 

development (Søilen et al., 2012).   

     The value grid approach can be seen as the most recent advancement of the 

traditional value chain of Porter. In the following paragraph, the authors are presenting 

the basic aspect of this approach. 

Value grid 

The value grid approach is going beyond the traditional approach of analysing the 

value creation in a linear set of activities. Due to the limitations of the linear value chain, 

the value grid should not only help to reduce lead time or to cut coordination costs. The 

multidimensional model offers three pathways to leverage performance: (1) the vertical 

dimension, representing the exploration of the upstream or downstream opportunities, 

(2) the horizontal dimension, representing the exploration of similar business tiers in 

multiple value chains, and (3) the diagonal dimension, representing efficient and 

complementary coordination across tiers and parallel value chains (Pil & Holweg, 

2006). Figure 2 is showing these dimensions in a three-dimensional graphic.   
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Fig.2 – The value grid (Pil & Holweg, 2006, p.74) 

 

Example of furniture industry (IKEA) 

The US furniture and home furniture stores accounted in 2014 sales of 98 billion US 

dollars (statista), the German furniture market had a turnover of 29.7 billion Euros in 

2010 (smartcebuproject). In the furniture industry, which is a low-tech industry, efficient 

operations along the supply chain have a big impact in the competitiveness of a 

company. The example of IKEA shows, how good supply chain management can lead 

to a competitive advantage. After the financial year of 2016, IKEA announced to be on 

track to become the world´s leading multichannel home furnishing retailer with total 

sales amounted to 34.2 billion Euros (IKEA Group). In order to continue the successful 

journey, IKEA has to improve their products and services constantly. The value chain 

respectively value grid is the biggest source to leverage opportunities in a low-tech 

industry.  
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Value chain analysis of IKEA 

In the following figure (3), the authors will present an overview of the value chain 

analysis according to Porters value chain model. 

 

 

Fig.3 – Value chain analysis (own figure) 

The value chain model is based on the analysis of the linear set of activities to identify 

linkages and opportunities for competitive advantages. The possibility of a company´s 

value chain function is either cost or differentiation driven and includes linkages of 

several activities, going from sub-suppliers to after sales (Porter, 1985). IKEA 

managed to leverage both, cost and differentiation potentials. The collective cost of all 

activities is very low in consequence of smart linkages and flat packaging. Especially 

logistics benefit from flat packaging, but also the customer, where the easy transport 

of the furniture is providing a differentiation feature. The basic strength of IKEA is that 

the company is controlling the whole value chain. For some products, IKEA is fully 

vertical integrated, from forestry work to the end consumer. Another strength of IKEA 

is the integration and vigorous use of information technology. Through the control of 

the value chain IKEA is able to catch important information from the customers and to 
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integrate it in value chain activities and new product developments. Thinking about 

opportunities within the value chain would require more detailed research. Thus, the 

authors will present the major points of the value grid analysis that would be not 

considered throughout the traditional value chain approach.  

Value grid analysis  

The value chain analysis provides a good overview of the linear set of activities. 

Through that, opportunities regarding the cost and differentiation function of the value 

chain can be defined. These opportunities however are limited, as the value chain 

model only follows a linear thinking. The value grid analysis by contrast uses several 

dimensions as a source of opportunities and competitive advantages.   

     In the following, the authors reveal all the points that could influence the strategical 

decision making of IKEA with the help of the value grid. The presented points illustrate 

the fields of analysis of the value grid model and point out, which additional 

opportunities in comparison to the traditional value chain analysis are relevant. 

 

- Vertical dimension: The vertical dimension of the value grid approach is not only 

linear. The nonlinear thinking in the vertical dimension refers to the distribution 

of benefits across the value chain, and not on the cost- and time-efficient 

linkages of the activities. Focus then is shifting from lead-time and coordination 

cost reduction to the power balance within the chain. Hence, companies need 

to focus on three areas: (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).   

     In this context, it is essential that IKEA gets a broader understanding on 

where the purchase decision in the downstream direction is made (Pil & Holweg, 

2006). Identifying and controlling this point in the value chain provides 

competitive advantage, as you can influence the customer demand. IKEA´s 

focus is on influencing the customer by catalogue and TV marketing. In times of 

increasing online shopping, an enforcement of online marketing could be a 

result of the value grid analysis.   

http://www.sciencedirect.com.ezproxy.bib.hh.se/science/article/pii/S0148296311003468?np=y&npKey=0663295728f208c863ba5d2ecfe13eea54f6a610315bc18b312abf6e14f09651#bb0130
http://www.sciencedirect.com.ezproxy.bib.hh.se/science/article/pii/S0148296311003468?np=y&npKey=0663295728f208c863ba5d2ecfe13eea54f6a610315bc18b312abf6e14f09651#bb0130
http://www.sciencedirect.com.ezproxy.bib.hh.se/science/article/pii/S0148296311003468?np=y&npKey=0663295728f208c863ba5d2ecfe13eea54f6a610315bc18b312abf6e14f09651#bb0130
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     A central aspect of the vertical dimension of the value grid is to identify 

multitier penetration. A current trend is the DIY (Do It Yourself) market, which is 

creating the opportunity for IKEA to establish multiple points in the value chain. 

Beside to the flat packed furniture and home furnishing, IKEA can provide 

innovative DIY solutions. Hence, IKEA could explore economies of scale in 

design.   

 

- Horizontal dimension: The horizontal dimension is providing the opportunities to 

exploit parallel value chains. Parallel value chains enable firms to manage risk, 

seize existing value (advanced technology products), integrate sources of 

existing value and explore new ways to create value (Søilen et al., 2012). Thus, 

it has to be analysed if IKEA´s core competencies of their value chain could be 

a source of advantage in another.   

     One core competence of IKEA is to create innovative designs. IKEA is using 

this competence to create furniture and home furnishing solutions. According to 

the idea of horizontal integration, IKEA could use its design capabilities and 

abilities for sustainable products beside to furniture and home furnishing. 

Examples for that are consumer products such as bikes or outdoor products 

such as tents.  

     Another aspect of the horizontal dimension of the value grid analysis is to 

move into the value chains of other companies in their industry (Pil & Holweg, 

2006). IKEA for instance, has enormous capabilities in manufacturing basic 

furniture parts. This leads to the opportunity to seize value in producing basic 

furniture parts for competitors. Hence, if the competing company serves another 

customer segment, it also would minimize risk as IKEA is able to stabilize the 

demand.    

 

- Diagonal dimension: In addition to the vertical and horizontal dimension, the 

value grid is providing the diagonal dimension, which makes it possible for firms 

to explore opportunities in parallel value chains across tiers (Søilen et al., 2012). 

These opportunities in particular are useful for pursuing pinch-point mapping. 

Pinch points that cross industries are particularly tricky but help companies to 

avoid supply problems (Pil & Holweg, 2006). Moreover, if an advantage of a firm 

http://www.sciencedirect.com.ezproxy.bib.hh.se/science/article/pii/S0148296311003468?np=y&npKey=0663295728f208c863ba5d2ecfe13eea54f6a610315bc18b312abf6e14f09651#bb0130
http://www.sciencedirect.com.ezproxy.bib.hh.se/science/article/pii/S0148296311003468?np=y&npKey=0663295728f208c863ba5d2ecfe13eea54f6a610315bc18b312abf6e14f09651#bb0130
http://www.sciencedirect.com.ezproxy.bib.hh.se/science/article/pii/S0148296311003468?np=y&npKey=0663295728f208c863ba5d2ecfe13eea54f6a610315bc18b312abf6e14f09651#bb0130
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is relevant to other industries, analysing other value chains can reveal 

opportunities to leverage their already existing competitive advantages (Pil & 

Holweg, 2006). Hence, IKEA is able to get more control over raw materials and 

the buyers by an integrative approach of vertical and horizontal thinking.  

 

Discussion  

Companies can profit from the multidimensional approach of the value grid analysis in 

several ways. In a low-tech industry like the furniture industry, the efficiency and 

effectiveness of the value chain represents the major source of competitive 

advantages. Compared to the traditional value chain analysis, the value grid is focusing 

not only on the lead time and the efficient linkages. Even in the vertical dimension, the 

value grid is providing new insights in consequence of thinking non-linear. Influencing 

the customer demand through the identification of the point of purchase decision 

(online marketing) and the multitier penetration (DIY market) are the main points added 

through the vertical dimension of the value grid.    

     The horizontal dimension is providing new opportunities from parallel value chains. 

Instead of focusing only on the usage of the core competences in their own value chain, 

IKEA should use their competences to leverage advantage in another. Design and 

manufacturing capabilities are two examples that could be used to explore these 

opportunities.  

     The diagonal dimension represents the effective integration of horizontal and 

vertical movements. This provides IKEA improved control over raw materials and the 

customer, for instance by effective pinch-point mapping. 

Conclusion  

The shift from the traditional value chain analysis to the value grid analysis requires 

companies to rethink the linear perspective. The multidimensional approach of the 

value grid analysis in turn provides opportunities and threats, which couldn´t be 

identified by analysing the value chain as a one-dimensional set of activities. The 

multidimensional value grid approach is an essential source for opportunities in low-

tech industries and bring along the same benefits like in other industries. Compared to 

the traditional value chain analysis, the value grid analysis has proved to provide 

http://www.sciencedirect.com.ezproxy.bib.hh.se/science/article/pii/S0148296311003468?np=y&npKey=0663295728f208c863ba5d2ecfe13eea54f6a610315bc18b312abf6e14f09651#bb0130
http://www.sciencedirect.com.ezproxy.bib.hh.se/science/article/pii/S0148296311003468?np=y&npKey=0663295728f208c863ba5d2ecfe13eea54f6a610315bc18b312abf6e14f09651#bb0130
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additional benefits. This is especially the case for the horizontal dimension, in which 

core competencies such as design and manufacturing can leverage opportunities in 

parallel value chains.  
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