The trouble with ‘value chains’: Porter’s misleading metaphor?
In December 2003 I gave an internal seminar Staffordshire University on the nature of customer value in the course of which I questioned the existence of ‘value chains’. Later I was asked by a few members of staff if I could supply a copy of the paper that went with the seminar. There was no such paper; I used the seminar to explore the nature of value. One of the themes of the seminar – the existence or otherwise of ‘value chains’ – had grown out of my work on the nature of metaphors and the definition of value. The purpose of this paper is to put some flesh on the bones of that work. 

Note to students: This document is not intended as an academic paper, or even as a working paper en route to a full academic paper. Consequently, if you are a student DO NOT copy the style or format of anything that follows. If you want to see how to format a piece of formal academic work, please go and have a look at any of my academic publications –you can get full details on this site under the heading ‘JR’s publications’.
Note to staff: This discussion paper is quite useful for persuading 1st year students that they have to stop simply accepting everything they are offered in textbooks as though it were perfect and without flaws, and begin to take a slightly more critical approach to learning. However the analysis is shallow and anybody wanting to see a more detailed critique of some of Porter’s ideas should have a look at:

McWilliams, A. & Smart, D., (1993), ‘Efficiency v. Structure-Conduct-Performance: Implications of Strategy Research and Practice’, Journal of Management, 19, 1, pp. 63-78  
John Ramsay 6.12.03

There is no such thing as a value chain
My interest in this subject started a year or so ago at a conference where I came across the world’s greatest living expert on the use of the word ‘value’ in the purchasing field. He was an American in the fifth year of a PhD on the subject, I sidled up to him in the corridor one day after listening to him deliver a paper on the subject and said:

‘Listen Steve, you’re the world’s greatest expert on value in purchasing. I’m confused - what precisely IS value?’

and his reply was

‘I used to think I knew, but now I’ve really no idea.’

He wasn’t joking, and it wasn’t just the usual problem that the more you know about a subject, the more you realise you don’t know. This was something different, the more he knew the less clear it was becoming. That kind of mystery excites my interest: here we have a very widely used terms in business:

Topic


Hits on Google

Value chain

481,000

Customer value 
128,000

(as @ 21.11.03)

yet experts have no real idea exactly what it refers to. I couldn’t resist it; and for the last 12 months or so I have been reading, thinking and writing about the nature of value in business.  

Overview
What follows consists of:

· a discussion of the effect of metaphors on the way we perceive the world. 
· a short discussion of an ontological question - what kind of thing do the words ‘customer value’ refer to? – is it physical or mental, abstract or concrete, monetary or psychic? 
· a discussion of the implications for Porter’s metaphor of  ‘value chains’.
· some brief observations of the ‘five forces’ framework.

The nature and effect of metaphors

A couple of years ago I did some work on metaphors in business. This resulted in two papers:

Ramsay, J. & Caldwell, N, (2002), 'If all you have is a hammer, everything looks like a nail: the risks of casual trope usage in purchasing discourse', Proceedings of 11th International IPSERA Conference, March, 2002, University of Twente, pp. 626-637

And 

Ramsay, J., (2004), ‘Trope control: techniques for improving the reliability of metaphors as explanatory tools’ British Journal of Management (forthcoming)  
What follows is an extract from part of an early pre-publication version of the BJM paper

The people of Athens made yearly sacrifices to the statue of the goddess of Persuasion, whose worship was said to have been established in the city by Theseus. The sacrifices gave public and formal expression to the citizens' delight in discourse and in the forcefulness of ideas persuasively presented. The power of words to move men's minds and influence their actions had for the Greeks something of magical and divine about it.

Dixon, 1971, p.7

The Greeks called the use of words to move mens' minds 'rhetoric', and identified four main rhetorical tools - logic, facts, metaphor and narrative. The word has become debased over the centuries and is now colloquially used to refer to empty or shallow talk, yet much of an academic's time is spent in rhetorical pursuits as originally defined. This paper focuses on the use of metaphor in academic work in Purchasing, and the problems generated by the use of that rhetorical tool.  

The debate about the use of metaphor in the social sciences proceeds in various fields, see, for example, Easton & Araujo, L. (1993), van den Bulte (1994) and Johnason & Mattsson, (1994) in Marketing; Alvesson (1994) and Pondy, Frost, Grant & Oswick (1996) in Organisation Theory. In the field of Purchasing, however, with one honourable exception [Saunders (1995)] there has been no discussion of the role of metaphor. Much of the work in other fields continues to explore the nature, structure and meaning of the figure of speech, but little is devoted to trying to solve the central problem raised by the use of the figure of speech. This paper will include an original contribution to that discussion in order to make it possible to achieve its central objective of adding to the existing, very short list of suggestions for ways of dealing with 'the problem' of metaphor. 

The Problem

The use of metaphor in any academic writing complicates the process of establishing and communicating understanding about empirical phenomena because the process of interpreting the meaning of any given metaphor is deeply unreliable, and the resulting misunderstandings may actively distort our perceptions of the empirical world. One of the key functions of metaphor is to help academics to communicate to others their insights into the nature of the world. In order to do this, it is essential that the understanding that the 'author' of the metaphor wishes to convey is correctly received, and the meaning correctly reconstructed or interpreted by those who are exposed to it - its 'readers'. Unfortunately, control of this interpretation process is extraordinarily difficult to achieve. Simple metaphors such as 'The relationship between that buyer and supplier is a roller-coaster' take some of the characteristics of a source domain (in this case a roller coaster) and overlap them with a target domain (in this case 'the relationship between that buyer and supplier') to create the 

metaphor.
  This may be illustrated thus:
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Porter, M., (1985), Competitive Advantage, The Free Press: New York, p. 37




Diagram 1

In the process some of the characteristics of the source domain are transferred to the target domain. The metaphor's author will (hopefully) have a clear idea in their own mind what the 'shape' of the overlap looks like, in other words which particular sub-set of the characteristics of the source domain they would like the reader to focus upon and transfer to the target domain. However, this process takes place in the reader's mind and is not susceptible to direct authorial control. In the roller-coaster example, the author's key chosen characteristic may have been the unexpected nature of the sensations generated in its riders by the undulations in the coaster's track, but is unlikely to have included steel or wooden rails, screaming children and the like. Even if the author delineates very clearly in an accompanying explanation the intended sub-set of characteristics, as soon as the metaphor reaches the reader's mind it will be broken down and reconstructed as the linguistic images in the metaphor interact with the reader's personal knowledge and experiences. This interpretation process is different for each reader because each has a unique set of experiences and knowledge to draw upon. The unreliable nature of this phenomenon is readily demonstrated using a recent metaphor (buyer-supplier-relationships-within-supply-chains-as-power-regimes) coined in 2000:

…supply chains can be conceived of as vast networks of dyadic (buyer and seller) power relationships. Taken as a whole, the supply chain that must be created to deliver any product or service can be conceived of as a particular power regime. The overall structure of each regime depends on the unique power relationships between buyers and sellers in all of its constituent parts. 

Cox et al, 2000, p. xii 

No detailed explanation was given in the original text for the sub-set of the characteristics of a 'regime' the authors intended readers to apply to the metaphor of supply chains. Indeed, no effort was made to specify what type of 'regime' was in their minds when creating the metaphor. As a result readers are given free rein to draw upon whatever images, concepts or feelings the word 'regime' resonates with from their own experiences. These might range from authoritarian Marxist political systems or rigid personal behaviour patterns through to diet regimes and the like. Here is what the metaphor meant to one of its authors:

We use the word 'regime' (perhaps somewhat unconsciously) to refer to a system of power relationships, in the same way that commentators talk about a political regime. The relationships in such a political regime are between various interest groups (business, trades unions, the media etc.) and the formal institutions of governance (depts. of state, parliament etc.). Each of these actors has certain power resources that it might use more or less successfully to achieve political/economic/social outcomes that it values. In our conception, a supply chain power regime consists of exchange relationships between firms, in which power resources might be used to achieve certain valued exchange outcomes. The word 'regime' is used to denote the fact that the interests of the actors in the system of exchange (supply chain or network) are more or less in conflict, and that power resources might be used to pursue those interests. The notion of a supply chain or a network, on the other hand, is simply about the physical process of buying, transforming and selling goods and service.

Sanderson, 2001 

We are entirely confident that no one reading this paper will have selected that precise sub-set of characteristics, and many will have chosen radically different interpretations referring to entirely different kinds of regime. Moreover, the meaning of any given metaphor to a reader may fluctuate from moment to moment as their mood changes, they experience new events or remember old ones and thus draw on different images and memories. Finally, it seems reasonable to suppose that if the authors of metaphors are asked at different points in time to describe precisely what their metaphors mean, their own understanding of the meanings may well change. Hence, as a consequence of its very structure and the nature of the interpretation process, the transmission, reading and interpretation of metaphors is a deeply unreliable affair. Once released into the world a metaphor resembles not so much a stable description as a shimmering collection of possible descriptions that individual readers select from in a internal, subjective process mediated by their personal experiences. 

The consequences of this feature of metaphors are profound. Firstly, if the precise meaning of any given metaphor is impossible to establish, and depends instead upon the subjective experiences of each individual reader, then there can be no logical or objective method of choosing between them. If, for example, the precise meanings of the competing metaphors of supply 'chains' and supply 'networks' in the Purchasing field are indeed impossible to establish, then there can be no objective method for purchasing academics and practitioners  to choose between them. As a result the current situation in which different authorities favour, use and promote different metaphors may persist indefinitely, and practitioners may never learn which metaphor is the more accurate or useful in practical terms. Secondly, if there is no way for the author of a metaphor to control the readers' selection of source domain characteristics, there is a real risk of inappropriate characteristics being chosen during the interpretation process, with consequent distorting effects on the readers' perceptions of the phenomenon being described. 

The distortion of reality

Critics of the supply chain metaphor for example may argue that the trope generates in its reader's minds a number of images or perceptions that may have no equivalents in given, real buyer-supplier interactions. For example, the metaphor might suggest that there are 'links' between companies, and that by 'pulling' on these links, buyers may be able to influence companies further 'down the chain' than their immediate suppliers. Although that may be true in some cases, the majority of buyers work for SME's and suffer from a dearth of purchasing power. For such buyers, the possibility of influencing their suppliers' suppliers will be, in general, no more than an unattainable fantasy. Nevertheless the metaphor suggests the existence of links and may encourage buyers to behave as though such links exist. At best this might result in embarrassing negotiations in which weak buyers exhort their suppliers to change the behaviour of the next level of  suppliers 'down the chain' only to be rebuffed and humiliated, thus further reducing their power. At worst misguided attempts to control supply chains in circumstances where the power needed to bring about such control is absent may result in a misdirection of purchasing management attention and resources that results in serious failures in the function's key tasks of maintaining and developing supplies of goods and services whilst minimising their employers' long-term input costs. 

The distortion of our perceptions of reality may become particularly insidious if metaphors die and become used as literal terms.
 In 'live' metaphors, such as 'If music be the food of love', the result of the overlapping of the source and target domains creates a figure of speech that is clearly not intended to be used as, or likely to be confused with, a literal term. Dead metaphors, in contrast, have become so familiar that users have forgotten their metaphorical nature entirely and use them as literal terms. 'The interface between two companies' is an example of one such metaphor. An 'interface' was a term referring to the surface of separation between chemical phases, and there is thus no literal, physical interface between companies and their suppliers. Similarly, some of those academics who favour the 'network,' metaphor for describing buyer-supplier interactions, appear to have forgotten that it is indeed a figure of speech, and use it as a literal term.
 As a result they may perceive or expect interdependencies and influences in buyer-supplier interactions where none exist in reality. 

The majority of the metaphors identified in the extract from the Physics text above are either dead or extinct.
 The poor design of metaphors may encourage this process of accidental reification. Because, by definition, their readers have no awareness that they are using a trope, dead metaphors carry a particularly high risk of facilitating the transfer of inappropriate characteristics from source to target domains. Any perceptual distortions generated by dead metaphors will be invisible to their readers and thus inaccessible to critical attack. 

Taken together, the reliability problems generated by metaphor appear daunting and have led to the development of anti-metaphor prejudices in a variety of different fields. 

Thus metaphors affect the way we perceive the world. Sometimes this is of no significance at all, but in the case of the value chain metaphor I would like to argue that the effect is unhelpful.

In 1985 Michael Porter coined the term ‘value chain’ and produced a diagram similar to this:  
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He defined this ‘thing’ thus:

Every firm is a collection of activities that are performed to design, produce, market, deliver and support its product. All these activities can be represented using a value chain…The value chain displays total value and consists of value activities and margin. Value activities are physically and technologically distinct activities a firm performs. These are the building blocks by which a firm creates a product valuable to its buyers.

Porter, M. E. (1985), Competitive Advantage: creating and sustaining Superior Performance, The Free Press, New York  pp. 36-38

I have no direct knowledge of where he got the idea from, but the diagram and the metaphor are very similar to those of the ‘supply chain’ as used in the logistics field and discussed above, and the shape of the diagram (an arrow pointing to the right) and the way others have written about it, both suggest some kind of ‘flow’ of  some ‘thing’ through the firm. At this point it is extremely useful to ask yourself this question:

Precisely which features of the metaphor’s target domain (the different departments of a firm) resemble those of the source domain (a physical chain)?
As soon as you do that, you begin to wonder what kind of chain was in Porter’s mind. Personally I have no idea. I fail to see any resemblance between a chain and the departments within a firm, other than the idea in the supply chain metaphor of resources being passed from department to department (like in a human bucket chain) on the way to the final customer. The value chain metaphor appears to be entirely misleading, unless of course, something such as value is indeed being passed from department to department. Is that possible? Clearly that depends upon what kind of phenomenon value is. 
The definition of value

The idea of value has been defined in an enormous number of different ways. Here are a few examples taken from different academic fields. (NB if anybody wants to follow up any of these I would be happy to supply the full references on request – to repeat this is not a formal academic paper.) 

Marketing

1.

…buyers perceive value as a trade off between perceived quality and benefits in the product or service on the one hand and perceived cost on acquiring and using the product or service on the other.

Monroe , 1991, p. 87 

2.

…customer value is created when the perceptions of benefits received from a transaction exceed the total costs of ownership.  The same idea can be expressed as a ratio:




Perceptions of benefits

Customer value =
Total cost of ownership 

Christopher & Peck,  2003, p.43

3.

Value…is the relationship of a firm’s market offering and price weighed by the consumer against its competitor’s market offering and price. For a customer to perceive value a choice is necessary between the available market offerings in the context of price.

Kothandaraman & Wilson, 2001, p.380

and:

Customer value is the relationship between the degree of customer satisfaction with the products and services received and the satisfaction with the price paid. A company creates customer value added (CVA) when it provides products and services for customers that are of greater value than they could expect from those of competitive companies in similar markets….



Perceived worth of the company offer

CVA = 
Perceived worth of competitive offers

Laitamäki & Kordupleski, 1997, p.158

4.

 ‘[perceived customer value is] a customer’s perceived preference for and evaluation of those product attributes, attribute performances and consequences arising from use that facilitate (or block) achieving the customer’s goals and purposes in use situations.

Woodruff, 1997, p.142
and:
…perceived value is the consumer’s overall assessment of the utility of a product based on perceptions of what is received and what is given.

Zeithaml, 1988, p.14
5.
Value in business markets is the worth in monetary terms of the economic, technical, service and social benefits a customer firm receives in exchange for the price it pays for a market offering…we express value in monetary terms. Such as dollars per unit, guilders per liter, or kronor per hour. Economists may be interested in "utils", but we have never met a manager who did. (sic)…

Anderson & Narus, 1999, pp. 5

6.

…we understand value as the perceived trade-off between multiple benefits and sacrifices gained through a customer relationship by key decision makers in the supplier’s organization.

Walter et al, 2001, p.366

Accountants

7.

…the difference between sales income and bought-in goods and services…Value added is the wealth that a firm creates by its own efforts.

Wood, 1978, p. 737

Strategy

8.

"Creating value" is defined as achieving performance goals, which are above and beyond [emphasis in original] that which is expected; e.g. achieving 99.99% fill-rates versus 5% as agreed upon in the contract. 

Pappu & Mundy, 2002, p. 600

9.

...value is the amount buyers are willing to pay for what a firm provides them. Value is measured by total revenue, a reflection of the price a firm’s product commands and the units it can sell. A firm is profitable if the value it commands exceeds the costs involved in creating the product.


Porter, 1985, p.38  

10.

…value is simply quality, however the customer defines it, offered at the right price. 

Gale, 1994, p. 26 

11.

The integration of strategy processes and content, when undertaken in an appropriate manner and combined with superior executional capabilities generates [greater than average returns for shareholders] which we term 'value'… 

Day et al, 2003, p. 559

12.

...value is the amount buyers are willing to pay for what a firm provides them. Value is measured by total revenue, a reflection of the price a firm’s product commands and the units it can sell. A firm is profitable if the value it commands exceeds the costs involved in creating the product.


Porter, 1985, p.38  
Operations Management

13.

Since VDS is a system that delivers value to customers, the system was designed to improve the performance responsiveness, quality and cost to value ratio from the customer’s perspective.

Tung & Chan, (2003), p. 302

14.

For the owner, the value of a technology is related to the ‘net benefits’ which can be gained by ensuring its best possible use.

Bennett et al, (1999), p. 492

15.

customer value is linked to the use of a products or service thereby removing it from personal ‘values’;

customer value is perceived by customers rather than objectively determined by the seller; and

customer value typically involves a trade-off between what the customer receives (e.g. quality, benefits, worth) and what he or she gives up to acquire and use a product or service (e.g. price, sacrifices)

Dumond, (2000), p. 1062

Dead people
16.
The word value…has two different meanings, and sometimes expresses the utility of some particular object, and sometimes the power of purchasing other goods which the possession of that object conveys. The one may be called 'value in use'; the other, 'value in exchange'. 

Smith, 1776, p. 28
We have an ontological question facing us. What kind of phenomenon is ‘value’, and could it be ‘passed’ from department to department? Well, to judge from the verbs used in some of the definitions above, that looks like a possibility.  It would appear that products can ‘have’ or possess value and companies can ‘deliver’ it to customers who can ‘receive’ it, or sometimes ‘perceive’ it after sellers have ‘provided’ or ‘offered’ it. Wider reading of the literatures shows that it can apparently even ’reside’ somewhere and ‘drive’ other things. All of these verbs suggests that value has some at least near-concrete manifestations that might indeed allow it to be passed from department to department, as though along a chain. However this interpretation of the nature of value is unsustainable. 
Imagine a company that is currently successfully selling a product, when along comes a competitor with a superior offering. The first company’s sales dry up. So, their product used to ‘have’ value, but now it possess none? Or imagine two buyers in the same purchasing department both considering dealing with a new potential supplier. One of the buyers, in a previous job, had a very bad experience with the supplier in question and regards them as deeply untrustworthy, the other buyer had no such experience. As a result one buyer can consider the supplier’s output to be attractive, and the other will not. 

One way of describing these events is to say that value can apparently move instantaneously from inside one company’s output to inside another’s, and precisely the same product, service or company can simultaneously ‘possess’ and ‘fail to possess’ value. 

But the words used in this description give the impression that value is a substance of some kind, that it is at least semi-concrete, or a characteristic of concrete things, and can move or. be moved. around. This does not seem very satisfactory. Surely it would be more helpful to describe the same events in terms of changes in the mental states of the customers/buyers concerned? 

What happened was that buyers originally perceived the first company’s products as attractive, but when the improved alternative came along their minds perceived the newcomer as more attractive. And so on. In other words value is not in the product or the company, but in the minds of the customers, as stimulated by concrete things like products and companies. Value appears to be an abstract mental phenomenon and therefore it cannot be delivered, or offered, or received, or described using any of those any of those other verbs that imply the existence of a concrete object that is being manipulated. Consequently it cannot be passed along from department to department. QED. Resources can be passed, materials move about, but mental phenomena stay in inside minds. They may be transmitted  or communicated between minds.


Where does that leave Porter’s ‘value chain’ metaphor? 

My suspicion , and it is only that, is that Porter’s misleading metaphor helped confuse people into vaguely assuming that value was a semi-concrete phenomenon. Hence all that talk of ‘delivering’ value to customers and so in that now permeates the Marketing and Strategy literatures. If my analysis above is correct, however, then there is no such thing as a value chain, and the only ‘things’ flowing through companies are resources and information. 

Porter’s forces

One final thought while we are on the subject of Porter. Those of you who use Porter’s ideas in your teaching material will certainly have come across his ‘five forces’ model. Porter offers at least two different versions of the ‘model’ (actually he calls it a ‘framework’) viz.:

1979 Version
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1985 Version2
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Porter, M., (1985), Competitive Advantage, The Free Press: New York, p. 5




You may find it diverting to ask yourself a couple of questions about these diagrams. In the 1979 version, why do the arrows point in different directions? In the 1985 version what does that arrow in the centre box actually represent? Is it not actually possible to replace the diagrams with a simple five item list of the factors that affect profitability in markets? Is it possible to remove all of the arrows and still retain almost all of the meaning? Try doing the same with a really simple model of part of a market such as a demand curve…..

I would like to leave you with two questions to ponder:

a. Are the arguments above correct?

b. Is information a ’thing’?

If anybody has any contributions to the debate, it would be deeply groovy if you could post them on this bulletin board:

http://www.staffs.com/~sgc1/forums/list.php?f=1
Regards

John Ramsay

PS for students with short-term memory problems please note that this is NOT a formal academic paper and if you copy its format in formally assessed academic work you may FAIL. By the way, just in case anybody thinks I am simply being disrespectful, can I point out that I believe that Michael Porter is a genius? He managed to take the structure–conduct-performance model from conventional neo-classical microeconomics and use it to generate a personal fortune by selling a version to businesses and governments. That kind of ability demands genuine respect. 
�  See Tsoukas 1993, Alvesson 1994 and Gentner 1983 for definitions of the component parts of metaphors.


�  See van den Bulte (1994) for a detailed classification of different metaphors. 


�  See Gadde, L. & Hakansson, H., (2001)for example.


�  An extinct metaphor is one in which the original source domain is so ancient that it has almost been lost. For example, the literal term 'muscles' was originally a Latin metaphor comparing the structures attached to our bones with little mice (the Latin musculi)  





