
 
  

The Value Chain Advantage 

Idea In Short

Every company already runs a value chain, whether or not anyone has bothered to map it.
The activities that turn raw inputs into a product a customer will pay for and the support
functions that keep those activities running, determine cost, quality and speed all at once.
The decision facing executives is not whether to analyze this chain but how soon.
Companies that map their primary and support activities, price out each one and compare
the results against rivals gain a documented view of where money leaks out and where
genuine advantage sits. Michael Porter's 1985 framework remains the clearest way to do
this work and it scales from a five-person startup to a global streaming platform. Skip the
exercise and cost drivers, weak linkages and sustainability gaps stay hidden until a
competitor exploits them first.

A value chain sounds like an abstraction until you watch a product move through one. Raw
materials arrive at a warehouse, get transformed into something sellable, travel to a
customer and get supported after the sale, while a second set of activities, finance, staffing,
technology and purchasing, keeps that whole sequence functioning underneath. Business
strategist Michael Porter mapped this structure in his 1985 book "Competitive Advantage"
and four decades later it remains one of the more durable tools for finding out exactly where
a company creates value and where it merely spends money.1 The framework rewards the
companies willing to look past their income statement and into the specific activities
generating each line of it.

What Porter's Model Actually Maps

Porter's insight was that competitive advantage rarely comes from a single department or
decision. It comes from the accumulated performance of dozens of discrete activities, each
one either adding more value than it costs or quietly eroding margin without anyone
noticing. Separating a business into its component activities forces a level of specificity that
broad strategic language never achieves. A company can claim it competes on quality, but a
value chain breakdown will show whether that quality actually originates in sourcing, in
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manufacturing precision, or in the service function that resolves a complaint before it
becomes a lost customer. This distinction matters because resources are finite and a
company investing in the wrong activity will not close a real gap no matter how much money
it spends.

Porter split the model into two categories, primary activities that touch the product or
customer directly and support activities that make those primary functions possible. Both
categories together account for the full anatomy of value creation. Executives who master
this distinction stop treating their organization as a single unit of analysis and start treating it
as an assembly of interconnected processes, each with its own cost structure, quality
profile and strategic weight.

The Five Primary Activities

Primary activities form the visible spine of the business, the sequence a product or service
moves through from origin to sale. Each one touches the customer either directly or through
the product itself, which makes performance in this category immediately felt in revenue
and reputation. Porter grouped them into five categories that apply across manufacturing
and services alike.

1. Inbound logistics, covering the receiving, warehousing and handling of raw
materials and inputs before they enter production

2. Operations, the transformation of those inputs into a finished product or delivered
service through assembly, testing or processing

3. Outbound logistics, the warehousing, order processing and transportation that gets
the finished product to the customer

4. Marketing and sales, the advertising, pricing and sales activity that persuades
customers to buy

5. Service, the installation, repair, training and support that sustains the product's
value after the sale

Weakness in any one of these five areas shows up quickly because customers experience
the results directly. A company can have excellent operations and still lose customers to
slow outbound logistics, which is exactly why the five categories need separate scrutiny
rather than a single combined score.
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The Four Support Functions

Support activities do not touch the customer directly, which is precisely why they get
underfunded relative to their actual importance. They exist to make the five primary
activities faster, cheaper or more reliable and a weakness here eventually surfaces as a
weakness somewhere in the primary chain. Porter identified four support categories that
recur across nearly every industry, a structure the Corporate Finance Institute still uses as
the standard reference point for the model.2

Firm infrastructure covers executive management, legal, finance and the general
administrative structure that holds functional units together. Human resource management
spans recruiting, training, compensation and performance management across the entire
workforce. Technology development includes the equipment, software and technical
expertise that keep internal operations running and improving. Procurement governs how a
company sources materials, negotiates with vendors and manages supplier relationships, a
function whose quality directly shapes the cost base of inbound logistics and operations
alike. None of these four functions produce a product on their own, but a company with
weak procurement or underinvested technology development will feel the effects in every
primary activity downstream.

What The Analysis Reveals

Mapping the nine categories is only step one. The real payoff comes from analyzing what
the map exposes and six benefits recur consistently across companies that take the
exercise seriously.

Cost Drivers

Breaking operations into discrete activities makes it possible to attach a real cost figure to
each one rather than working from a blended, company-wide number that hides where
money actually goes. That specificity allows a business to target the activities generating
disproportionate expense instead of applying blanket cost cuts that damage functions
performing well. It also builds accountability, since a manager responsible for a specific
activity can see precisely how their costs compare to the value that activity delivers.
Companies that skip this step tend to cut evenly across departments during a downturn,
which punishes efficient teams as much as inefficient ones. A granular cost map avoids that
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mistake entirely.

Linkages Between Activities

No activity in the chain operates in isolation and the output of one nearly always becomes
the input for another. Product design decisions shape manufacturing cost. Manufacturing
decisions shape service and warranty expense. Recognizing these linkages prevents a
classic error, optimizing one activity in a way that quietly damages another. A company that
redesigns a product for lower assembly cost, without checking whether that redesign raises
field failure rates, has not actually improved its value chain. Tracing these connections also
reveals where a single fix can ripple outward and improve several activities at once, which is
where the highest-leverage investments usually sit.

Strengths And Weaknesses

Comparing a company's activity-level performance against competitors surfaces genuine
strengths worth reinforcing and genuine weaknesses worth fixing, rather than the vague self-
assessment most strategy discussions default to. An activity that consistently beats rivals on
cost or speed is a candidate for further investment, since it represents a defensible source
of advantage. An activity that consistently lags is a candidate for a fix, a partnership, or in
some cases outsourcing altogether. This comparison also clarifies which capabilities are
genuinely difficult for competitors to copy, which matters more for long-term advantage
than any single cost saving.

Market Positioning

Value chain analysis clarifies which customer needs a company is actually equipped to
serve well, which is a more reliable foundation for positioning than aspiration alone. Some
customer segments prioritize price above all else, while others will pay a premium for
customization, speed or reliability and a company's own value chain determines which of
those segments it can serve profitably. Harvard Business School's discussion of the value
stick, the framework connecting willingness to pay, price, cost and willingness to sell,
makes a similar point about tracing where value actually accrues along a chain of
transactions.3 Positioning built on this kind of evidence holds up under competitive pressure
in a way that positioning built on marketing language does not.

Benchmarking Against Rivals
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Once a company understands its own cost and performance at the activity level, comparing
those figures against industry leaders becomes possible in specific, measurable terms
rather than general impressions of who is ahead. Metrics like manufacturing cost per unit,
defect rates and issue-resolution time give a company concrete targets rather than a vague
ambition to be more competitive. McKinsey's research into supply chain technology
investment shows the scale of what disciplined benchmarking can capture, with early
technology adopters cutting logistics costs and lifting service levels well beyond slower-
moving peers.4 Benchmarking only works, though, when it is tied to a specific activity rather
than treated as a company-wide comparison, since averaging across activities hides exactly
the gaps a company needs to find.

Environmental Sustainability

Every activity in the chain, from raw material sourcing through product disposal, carries an
environmental footprint and value chain analysis is one of the more direct ways to find
where that footprint concentrates. The United Nations has documented how sustainable
production commitments only translate into real progress when companies target specific
high-impact activities rather than issuing broad pledges.5 A company that finds most of its
emissions concentrated in outbound logistics can redesign shipping routes and packaging
with far more precision than one working from a single company-wide carbon figure. This
activity-level view turns sustainability from a general aspiration into a set of specific,
fundable projects with measurable outcomes.

Running The Six-Step Method

Applying this framework consistently requires a sequence rather than a one-time workshop
and six steps cover the full cycle from mapping to execution.

Map The Chain

Start by listing every activity involved in delivering the product or service, from the first
supplier contact through the last customer interaction and sort each one into the primary or
support category it belongs to. This step also means tracing the connections between
activities, since the output of procurement feeds inbound logistics and the output of
operations feeds outbound logistics in turn. A visual flowchart at this stage gives the whole
organization a shared reference point rather than leaving the map in one executive's head.
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Determine Value Added

With the map complete, assess how much value each activity contributes to what the
customer actually experiences, whether through quality, durability, convenience or a feature
customers will pay more to have. Ranking activities from highest to lowest value contribution
reveals which ones justify further investment and which ones may not be earning their cost.

Evaluate Costs

Attach real costs to each activity, covering labor, materials, equipment, technology and
management overhead and build an activity-level cost structure rather than relying on
department-wide budgets. This step usually surfaces at least a few activities whose
expense nobody had previously isolated from the surrounding function.

Analyze The Findings

Compare the value and cost figures side by side for each activity to identify three categories
worth acting on:

high-value activities worth further investment, low-value activities dragging on
margin and activities where cost now exceeds the value delivered

That third category deserves particular scrutiny, since it often points toward elimination or
outsourcing rather than incremental improvement.

Strategize Improvements

Turn the analysis into specific plans, with targets, budgets and timelines, for lifting
underperforming activities and scaling high-value ones further. Vague direction to "improve
efficiency" rarely survives contact with a budget cycle, while a specific target tied to a
named activity does.

Implement And Track
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Execute the plan and monitor the metrics tied to each activity closely enough to catch
problems before they compound. Regular repetition of this six-step cycle, rather than a
single pass, is what turns value chain analysis into a durable source of advantage instead of
a one-time diagnostic.

Netflix Applies The Model

Netflix offers a clear illustration of how this framework plays out at scale. Its inbound
logistics consist of licensing agreements with studios and production partnerships that
supply both third-party and original content. Its operations run through proprietary
production infrastructure, including studio facilities and post-production technology built
specifically for a streaming catalog rather than theatrical release. Outbound logistics happen
entirely through cloud infrastructure, streaming licensed and original content globally
without the physical distribution a traditional media company would need. Marketing and
sales rely heavily on data analytics that generate the personalized recommendations driving
much of the platform's engagement, while service runs through around-the-clock technical
support paired with a constant stream of new titles meant to keep subscribers from
canceling.

The support activities behind this chain include continuous investment in production
technology, aggressive recruiting of creative and engineering talent, the legal work required
to secure streaming rights across dozens of countries and partnerships with cloud providers
that make global delivery possible without owning physical infrastructure. Piecing these
activities together lets Netflix make specific strategic moves, launching a lower-priced
advertising-supported tier or expanding regional-language production, that trace directly
back to gaps or strengths its own value chain analysis exposes. A company that had only
looked at Netflix's overall subscriber growth would have missed the specific activities,
personalization technology and content licensing chief among them, actually driving that
growth.

The lesson generalizes well beyond streaming. A value chain broken into its component
activities, priced and compared honestly against competitors, tells a company far more
about where its advantage actually lives than any single financial metric can.

1How information gives you competitive advantage
2Value chain
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33 business strategy examples to inspire your own
4Succeeding in the AI supply-chain revolution
5Goal 12: responsible consumption and production

Summary

A value chain is not a diagram to file away after a strategy offsite. It is a working model of
how a company actually creates value and it only pays off when leadership revisits it as
customer expectations, input costs and technology shift. The five primary activities and four
support functions Porter identified in 1985 still describe how products and services get
made and sold and the six-step process for analyzing them, mapping, valuing, costing,
diagnosing, strategizing and tracking, gives executives a repeatable way to find both
savings and differentiation. Netflix shows what happens when a company treats its value
chain as a living system rather than a static org chart. The companies still treating cost
control and competitive positioning as separate exercises are the ones most likely to
discover, too late, that a rival already found the gap first.
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