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ABSTRACT  

The concept of a value chain has assumed a dominant position in the strategic analysis of 

industries. However, the concept of linear value chain has recently become unsuitable as a tool to 

analyze some industries and to uncover many sources of value. The value grid approach allows 

firms to identify opportunities and threats in a more explicit way than with the traditional value 

chain model. Until now, there are still not many researchers working on the concept of value 

grid. Therefore, the purpose of this research is to exemplify the value grid model in airline 

industry with a case study of Scandinavian Airlines (SAS) and to illustrate its application, the 

provision of airline industry and content is explored to identify potential strategic implications 

for Scandinavian Airlines (SAS). 
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INTRODUCTION  

The value chain was established in 1985 by Michael Porter to determine the value which is 

added and to examine how competitive advantage developed in an organization; according to 

Stabell and Fjeldstad (1998), value chain analysis is a method for decomposing the firm into 

strategically important activities and understanding their impact on cost and value. The overall 

value-creating logic of the value chain with its generic categories of activities was valid in all 

industries (Porter, 1985, 1990).  

According to Crown Cork and Seal (1997), based on their in-depth observation on several firms 

from different industry, they experienced the problem in applying the value chain framework. 

They stated that value chain is well suited with a traditional manufacturing company, while it is 

less fitting with in a number of service industries. Stabell and Fjeldstad mention that value chain 

framework could not fit companies, such as insurance company, bank, technological-

development Company, telecommunication, news, music, and entertainment, since the value 

analysis focus too much in unit cost, for example, finding the unit costs, development cost and 
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production cost. Furthermore, Pil and Holweg (2006) mention that ―in the simplest form of a 

value chain, raw materials are formed into components that are assembled into final products, 

distributed, sold and serviced.‖  

The value chain has been popularly used for almost 30 years (Porter, 1980; Porter, 1985). As 

product and services become dematerialized and the value chain itself no having a physical 

dimension, the value chain could not fit with some industries today and uncover sources of value 

within those industries (Normann and Ramirez, 1994). Furthermore, many industries show 

strong collaborative behavior with inter-firm relationships becoming a crucial role in strategic 

performance (Peppard and Rylander, 2006). With this evolvement of the product and service, 

some companies in above-mentioned industries could force themselves to move from adopting 

value chain to value network to gain competitive advantage. 

Even through generic value chains may have worked well for some industries like automobile 

production and landline telecommunications during the last century, we could see that the 

innovations nowadays is changed rapidly and unexpectedly. With the constant tension between 

threat and opportunity, firms need to seize opportunities for managing risks, gaining additional 

influence over customer’s demand and generating new ways to create customer value. Pil and 

Holweg state that ―Breaking free of linear chain thinking and viewing value creation from a 

multidimensional grid perspective provides the greatest opportunities for innovation‖. The 

evolved concept of non-linear thinking is called value grid (Pil and Holweg, 2006:73). 

According to Solberg Søilen et al. (2012:1336), ―Pil and Holweg’s value grid concept mostly 

reflected how inappropriate the value chain model is, it also contains most of the non-linear 

components/ideas from value networks.‖  

The non-linear concept of value grid is a useful tool which encourages firms to move beyond 

their industry lines in order to identify opportunities and threats in a more explicit way. With the 

computerized reservation system and booming of internet using, airline industry has changed the 

way that they operate their business, especially how they provide the service to their customers 

in the new ways. Thus, this article will undertake how we apply the concept of value grid in the 

airline industry, specifically Scandinavian Airlines (SAS).   

THEORETICAL BACKGROUND 

The purpose of this session is to demonstrate to the non-linear thinking of value grid by Pil and 

Holweg in 2006 has been evolved from linear concept of the value chain by Porter in the 1980s. 

The intent is to clarify the relevance of value grid option for use in the current case study 

research.  

1. Value Chain 

The value chain (Porter, 1985) refers all the activities involved with transforming the inputs to 

products. The product is the medium for transferring the value between the firm and its 

customers. Arranging the activities of value creation in a total produced value in the product, 

where the value exceeds the total cost of production and customers still want to buy that product, 

is a part of strategic planning in the company. Furthermore, Porter (1985) mentions that a 

company can create value of product through the generic strategy which is a cost advantage or 

product differentiation.  

According to Porter (1985), value activities can be categorized into two main types which are 

primary activities and support activities. Primary activities are those create the value for 
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customers. The objective of primary activities is to produce value that exceeds the cost of 

production and earns the profit for the company. In primary activities, there are five generic 

categories, which are inbound logistic, operations, outbound logistic, marketing and sales, and 

service after sale, involved in competing in any industry. Supporting activities refers to 

procurement, technological development, human resource management, and firm infrastructure. 

In the value chain, all these activities are not independent. In fact, one activity’s process may 

affect the cost and performance of the other. Therefore, competitive advantages can also be 

derived from the linkages between activities. 

2. Value Network  

Sveiby (1997) mentions that Porter focuses only the financial value (margin) to measure the 

internal activities of the value chain from the firm’s activities, but he does not pay attention to 

intangible assets such as competencies, internal structures and relationship with environment that 

in fact are the main driving factors behind the financial outcomes (Solberg Søilen et al., 

2012:1336). The term value network, according to Stabell and Fjeldstad (1998), stresses that an 

essential factor of value to any particular customer is the network of customers that are 

connected. ―Stated in communication terms, the value of a communication service depends on 

whom it enables the customer to communicate with.‖ (Stabell and Fjeldstad, 1998:427) 

Peppard and Rylander (2006) state that the old linear models are account for the nature of 

alliances, competitors, complementors, and other members in the business networks. Adopting a 

contrasting network approach, firms focus not on the company or the industry, but the value-

creating system itself, within which different economic actors – supplier, partners, allies, and 

customers – work together to co-produce value. Where once individual firm battled against each 

other, today the war is waged between networks of interconnected firms. Organizations that 

understand the sources of value in the network and are able to exploit them will be the winners in 

tomorrow's more complex industries (Peppard & Rylander, 2006). 

3. Value Grid  

The concept of linear value chain has been critiqued a lots since it has become inappropriate as a 

tool to analyze industries and to uncover many sources of value (Peppard & Rylander, 2006) due 

to the fact that more products and services become dematerialized. Pil and Holweg (2006:27) 

state that company can move beyond the traditional value chain concept and industry line in 

order to map out novel of opportunities and threats by implementing the grid approach. In a 

value grid framework, there are a variety of new paths to strengthen performance of the 

organizations. There are three dimensions have been categorized in the value grid such as the 

vertical dimension, the horizontal dimension and the diagonal dimension, as seen in the figure 

below. 

Regarding the vertical dimension, these types of opportunities emerge from non-linear thinking 

of the traditional value chain. However, firms could benefit from this dimension comparing to 

the traditional value chain by seeking for competitive advantage through reducing cost, reducing 

lead time between activities and improving coordination between suppliers and customers. In 

this dimension firms need to focus on three areas: (1) opportunities to influence demand of 

customers bother upstream and downstream, (2) opportunities to modify information access in 

both directions upstream (with supplier and supplier’s supplier) and downstream (the end-user or 

customer), (3) opportunities to explore penetration points in multi tiers that not immediately 

adjacent (Pil and Holweg, 2006:73).   
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In horizontal dimension, companies try to exploit parallel value chains by looking for new 

opportunities within a single value chain as they seek new paths to influence demand, obtain 

critical information or penetrate the value chain at multiple points (Pil and Holweg, 2006:76). 

The horizontal dimension renders opportunities for firms to reach the economies of scale across 

the multiple sources of demand, and it enables firms to manage risk, seizing existing value, 

integrate sources of existing value and explore novel ways to create value (Pil and Holweg, 

2006).  

Last dimension of value grid is diagonal dimension which provides ―the opportunities for 

increasing control over inputs and customers by exploring the grid in an integrative fashion or 

looking upstream and downstream in other value chains‖ (Pil and Holweg, 2006:78). In diagonal 

dimension, two strategies are employed; they are pinch-point mapping, which involves 

identifying potential bottlenecks and threats) and demand enabling through looking for new 

opportunities to leverage key competitive advantages by examining value chains in other 

industries (Pil and Holweg, 2006).  

Pil and Holweg's value grid concept, which is similar but not identical to value networks, shows 

clear limitations in the value chain model (Solberg Søilen et al., 2012:1337). 

 

Figure 1: The Value Grid Framework (Pil and Holweg, 2006:74) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

INDUSTRY AND COMPANY BACKGROUND 

1. Airline Industry Background  

Airline industry and the transport markets have transformed over the last 40 years. The number 

of passengers has grown to tenfold and cargo volumes have grown fourteen fold, despite 

repeated shocks from recessions, terrorism and disease. Demand is unpredictable but, 

consistently returns to a rapidly growing trend. Supply has also changed significantly. There 

have been many new entrant airlines in the past three decades, while exit has been limited. As a 
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result, the number of commercial airlines, flying Western-built jets, has risen to over 1,000 

(International Air Transport Association—IATA, 2013). 

Change in business models leads to increase in productivity and usage, which in turn accelerates 

the competition. As liberalized market access became widespread over this period and many new 

airlines entered the industry. Consumers and the wider economy have reaped the benefits of a 

substantial increase in the choice of travel options by destinations, frequencies, and business 

models available at lower cost, higher safety, and a smaller environmental footprint per 

passenger mile traveled than ever before. Airline owners still struggle to recover their capital 

cost (IATA, 2013).  

Supplier and other diligence in the airways transport value chain do generate sufficient profits to 

wage investors a pattern takings, in some case with returns on capital well into double figures. 

Airlines stand out in the value chain as earning the lowest returns and bearing virtually the 

highest risk. However, the most profitable sectors in the value chain are relatively small 

compared to the capital invested in the airline (IATA, 2013).  

In airline industry, customers are categorized in two types of channels (travel agencies, 

aggregator websites, global distribution systems, and direct sales through airline websites) and 

end customers (individual end customers, lower-end business travelers, high-end business 

travelers, and air cargo customers). Suppliers in the industry that includes airframe 

manufacturers, aircraft engine manufacturers, financing sources, maintenance, repair and 

overhaul (MRO), jet fuel, labor, ground handling service, catering, customer management 

service, airports, and government-mandated services (IATA, 2013).   

2. Scandinavian Airlines  

SAS is Scandinavia’s leading airline and has an attractive offering to frequent travelers. In 

2014/2015, a total of 28.1 million passengers traveled with SAS to 119 destinations in Europe, 

the US and Asia. Membership in Star Alliance provides customers with access to a far reaching 

network. Altogether, Star Alliance offers more than 18,500 daily departures to 1,330 destinations 

in 192 countries around the world. 

SAS’s main market has always been in the Nordic Countries, which consists of Norway, 

Sweden, Finland and Denmark. During the history SAS has bought and expanded to new routes 

and markets. However, Core SAS had, as one of the objectives, to focus the attention on the 

home market – the Nordic Market (Mikkel, 2013).  

In parallel, the implemented structural changes have created a more efficient and flexible 

operating platform. The increased focus on passengers with high requirements on travel requires 

SAS to develop continuously, which also creates shareholder value and a robust Scandinavian 

infrastructure. SAS has chosen to focus on frequent travelers to, from and within Scandinavia. 

The most frequent travelers are also the people with the greatest demands on their travel 

experience, which is also our driver when strengthening our customer offering and increasing 

digitalization (SAS Annual Report, 2015).  

In an ideal world the peer group should consist of companies that are comparable to SAS in all 

areas of the business, which of course is not possible, as some might pursue the strategy as LCC 

and another as HCC. SAS’s biggest peers in the Nordic countries are Norwegian, Ryanair and 

Finnair, as they have the biggest market shares after SAS (Mikkel, 2013). 
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METHODOLOGY  

In this paper, we use secondary data from the previous literature reviews of the value chain 

analysis, value network perspective and value grid model since the value chain analysis, as we 

discussed in theoretical background, focuses first on the firm's core competences from an inside 

perspective. An analysis of the value chain aims to identify competitive advantages. By 

understanding the insight of the value grid model, we will study previous business model of SAS 

by extracting information from annual 2002, 2006, 2011, 2012 and 2015, where new strategies 

had been implemented. Furthermore, we are going to use current business model of 

Scandinavian Airlines (SAS) to imply to the strategies stated in the value grid model. After 

drawing the link between SAS’s business strategies and value grid model, we also give some 

recommendation that possibly could apply in the current business.   

 

EMPARICAL FINDING FOR BUSINESS MODEL OF SAS 

1. Previous Business Model of SAS 

In 2002, SAS launched the ―Turnaround 2005‖ program aimed at strengthening the 

competitiveness and profitability with ambitious make cost reductions of SEK 14 billion with 

2005. In 2005, SEK 14.2 billion was the result of cost reductions when the program was fully 

implemented (SAS Annual Report, 2005:6).  

In 2006, SAS initiated a new strategic plan, ―Strategy 2011‖, which had a clear focus on 

customers and employees, and aimed at getting better in at focusing key competence, and namely 

aviation. The overall strategy aimed to ensure that SAS could grow 20 percent in 2011 in terms 

of passengers (Mikkel, 2013).  

In 2011, SAS kicked off a new strategy, ―4Exsellence‖, referred to the four areas which are 

Commercial, Sales, Operational, and People that SAS wanted to be the top in these areas. With 

this strategy, SAS aimed to be Number 1 of the Nordic region’s most valued airline, reduce unit 

cost 3-5% annually, and reduce overall emissions by 20%. As result, SAS generated a total of 

SEK 5 billion in revenue and cost improvement in 2012-2013 and achieved an earning effect of 

SEK 2 billion by 2012 (SAS Annual Report, 2011:12).  

SAS upgraded to ―4ExellenceNextGeneration‖ in 2012. The strategy focuses on making SAS 

more flexible, less complex and exchange fixed costs for variable costs. As the result of strategy 

implementation, SAS could reach major achievement such as unit cost reduction 5.9%, pension 

commitments outstanding reduction by 60%, net debt reduction by about SEK 2 billion, and sale 

of non-core operations and assets completed with a liquidity effect of SEK 2.8 billion (SAS 

Annual Report, 2012).  

2. Current Business Model of SAS  

With the undergoing constant change of European civil aviation landscapes, it requires SAS to 

meet these changes to remain competitive in the region. To meet this trend and the changes in the 

industry, and to improve competitiveness, SAS is now focusing to three strategic priority areas.  

Firstly, SAS prioritizes to the frequent travelers to, from and within Scandinavia. To do so, SAS 

has to strengthen the customer offering and increase digitalization, which is central to the 

strategy and entails substantial possibilities for SAS’s continued product improvements. In this 

strategy, SAS focuses on renewing new website, EuroBonus, and check-in services, which allow 

for a more individualized offering, improve on-board customer service and enable SAS to create 
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more relevant and independent offering. Furthermore, SAS completed the investment in long-

haul routes in the fourth quarter in 2015 with the launch of the Miami route for the frequent 

travellers (SAS Annual Report, 2015).  

Secondly, SAS focuses on enhancing the efficiency of the operational platform. In this strategy, 

SAS pays more attention on flight operations, government user fees and wet leasing, ground 

handling service, technical maintenance, commercial, administrative, structural measures, and 

restructuring costs (SAS Annual Report, 2015).  

Lastly, securing the right capabilities in the company is another strategy of SAS. To create the 

right preconditions for our employees and to attract new talents, SAS is focusing on four areas: 

strengthen employee commitment, develop leadership, secure talent supply and create attractive 

workplace. In 2015, SAS introduced an application where personnel can answer local questions 

on motivation and working environment.  For leadership development, SAS initiates the Forum 

50 network where key persons from various parts of operations meet to increase to raise 

awareness of business understanding. Also, SAS has worked with strengthening communicative 

leadership and completed a Lean training program for leaders. In order to secure the talent 

supply, SAS creates a mentor program for newly pilots to ensure competence levels and smooth 

integration into SAS (SAS Annual Report, 2015).  

VALUE GRID ANALYSIS  

The value chain of Michael Porter (1985) that has presented in the theoretical framework focuses 

on created value through generic strategies, a cost advantage or a product differentiation. By 

studying detail on the different activities in the Porter’s value chain, it helps firms to allocate 

their resource or optimize the cost of production in order to obtain the competitive advantage 

which in turn helps the firm in recognizing new opportunities. However, according to Armistead 

and Clark (1993), the typology and underlying value creation logic are less suitable to the 

analysis of activities in a number of service industries. Furthermore, Peppard and Rylander 

mention that there are a lot of critiques on the concept of linear value chain; it now becomes 

unsuitable tool to analysis the industry and to uncover many source of value of the firms. 

Non-linear concept has been considered to place the traditional value chain concept and industry 

line. According to Pil and Holweg, this model could map out the novel of opportunities and 

threats by implementing the grid approach, resulting in a three dimensional grid: the vertical, the 

horizontal and the integrative diagonal dimensions (Pil & Holweg, 2006:73). As a result, we are 

going to discuss how value grid could be applied in the airline industry by focusing on 

Scandinavian Airlines (SAS) case study as following:  

1. Vertical Dimension  

Firms seek competitive advantage with value chains by managing an orderly flow of goods and 

service across supplier and customer relationships. By thinking nonlinearly within the chain, 

firms just try to reduce the lead time at each link in the chain by using the concepts such as just-

in-time manufacturing and supply; in turn, it could help cutting coordination cost and improving 

information flows. To do this, firms 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 and Holweg, 2006:73).  
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Figure 2: The Value Grid of SAS  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

With understanding from empirical study on SAS and among three areas of the vertical 

dimension approach of value grid, we observe that two areas have been applied in the current 

strategy of SAS. First one is the influencing customer demand both upstream and downstream.  

To do so, SAS works continuously on efficiency enhancement and this entailed saving cost about 

SEK 4.3 billion from 2013 (SAS annual report, 2015).  By enhancing the efficiency of the 

operation platform, SAS is focusing on enhancing procedural efficiency and increasing 

productivity by scheduling flight crew among other measures. The introduction of iPads for 

cabin crew means that it can enhance the efficiency of base procedures, give cabin crew better 

tools and improve the on-board customer experience. Furthermore, SAS is investing in the 

aircraft fleets. In autumn 2015, they bought four A330Es and in October 2016, they buy 30 

Airbus A320neo which could save more fuel cost. SAS also decided to retain ground handling 

services at primary airports. In 2017, SAS will have implemented a new digital platform that 

allows the launch of new services and, at the same time, we will start installing the market’s 

fastest Wi-Fi on the short and medium-haul fleet (SAS annual report, 2015). 

Second area of the first dimension of value grid that has been applied by SAS is modifying 

downstream information access. In this strategy, SAS has been modernizing the entire IT 

platform to become more efficient and to be able to quickly offer its customers services that 

facilitate their travel and daily life across the travel chain. The focus is on renewing our digital 

customer interface in the form of the new website, EuroBonus and check-in services. The new 

digital platform allows for a more individualized offering, improved on-board customer service 

and enables us to create more relevant and independent offerings. SAS are now entering a new 
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phase where the investments in the new digital platform will become clearer for our customers 

(SAS annual report, 2015). 

2. Horizontal Dimension  

Within the vertical dimension, firms often seek new opportunities within a single value chain as 

they look for ways to influence demand, obtain critical information or penetrate the value chain 

at multiple points.  In the horizontal dimension, it by contrast resides in multiple value chain (Pil 

and Holweg, 2006:77). The value grid’s horizontal dimension goes beyond economies of scale 

and scope in that it enables firms to manage risk, seize existing value, integrate sources of 

existing value and explore ways to create value.  

Through the empirical finding, we observe that there are two strategies of horizontal dimension 

which are managing risk and integrating value have been implemented by SAS. First strategy is 

managing risk by looking across value chains provides SAS an opportunity to expand its 

investment in long-haul routes in the fourth quarter with the launch of the Miami route. Through 

efficient use of capital, the aircraft fleet has been expanded from 12 to 16 aircraft and we have 

upgraded all long-haul aircraft to the new, highly appreciated cabin interiors (SAS annual report, 

2015). The purpose on this investment is to respond to strategy of being the first choice for 

frequent travelers. The strategy could spread the demand and development risks for a component 

across multiple value chains and level demand by operating in value chains with orthogonal 

demand and risk patterns.  

Second strategy is integrating value through the establishment of EuroBonus.  EuroBonus, the 

premier loyalty & frequent flyer program in the Nordic countries. On becoming a member, you 

can start accumulate points on your flights, hotel stays, car rentals and even on your everyday 

purchases. The points can be redeemed at either SAS or our many partners. As the result, SAS’s 

EuroBonus program is at the core of establishing strong customer relationships, while 

simultaneously setting us apart from competitors. Through product investments and EuroBonus 

improvements, the number of EuroBonus members increased 0.5 million in 2015/2016 and now 

totals 4.7 million (SAS Annual Report, 2015).  

3. Diagonal Dimension  

The last dimension of value grid is diagonal dimension which is exploiting value chain across 

tiers. In this dimension, firms look for opportunities for increasing control over inputs and 

customers by exploring the grid in an integrative fashion (Pil and Holweg, 2006). There are two 

strategies that take advantage of the diagonal dimension, pinch-point mapping and demand 

enabling.  

In the diagonal dimension, we notice that there is only one strategy focusing on increasing 

control over inputs which fit to SAS called pinch-point mapping. In this strategy, SAS does not 

rely on only one supplier of aircraft, but it operates with aircrafts from three main aerospace 

companies which are Boeing, Airbus and Bombardier (wet leased aircraft). These Boeing and 

Airbus are top aerospace companies which stand on number 1 and number 2 in terms of 

turnover, respectively; and Bombardier stands is on top 15 in aerospace companies (PWC, 2014). 

This implies that SAS have done the pinch-point mapping strategy on selecting aircraft suppliers 

in order to avoid risks i.e. safety risk and bankruptcy of supplier, that could happen in the future.  
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CONCLUSION 

As seen in the case of SAS, applying theoretical framework of value grid in the airline industry 

can enhance the value of a firm’s activities. Some areas of three dimensions have been employed 

in SAS. Companies seek competitive advantage with value chains by managing an orderly flow 

of goods and service across supplier and customer relationships; however, by thinking 

nonlinearly within the chain, SAS has adopted some strategies to modify downstream 

information access by modernizing IT platforms that could increase level satisfaction to 

customers and also to enhance efficiency of the operational platform which could influence 

customer’s demand.  

Managing risk and integrating the sources of existing value strategies were found to be useful for 

finding new opportunities when considering the company’s situation from the horizontal 

dimension of the value grid model. These strategies are adding more value to the company by 

increasing customer’s needs and satisfaction.  The last dimension of the value grid model, 

diagonal dimension, illustrated that the pinch-point mapping strategy has been employed by SAS 

to control over their suppliers, aircraft engine manufacturers. It is considering as high investment 

for airline companies to buy aircraft; hence, the company must be careful in selecting the right 

suppliers. Another strategy of this dimension, demand enabler is seen to be used by SAS since it 

is difficult for airline companies like SAS to seek new opportunities in other industries. In 

conclusion, applying the value grid provided a new perspective to look for opportunities, even 

though it could be argued that the benefits of the value grid model in this case turned out to be 

marginal.     
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