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M1.4: Value Chain & Types of Integration
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Value chain tool
The value chain tool is one of the most popular tools to decompose a firm's value creation activities. And we will show that it can also be used for tech firms.
Industry value chains
We can use value chains not only for firms but also to map entire industry value chains. We can compare how competitors are positioned, where profits are made within the industry and more
Types of integration
Industry value chains are great tools to analyse company expansions, mergers & acquisitions which fall under one of the types of integration:
· Horizontal integration
· Vertical integration, including forward and backward integration
This time we will conclude our focus vertical eCommerce and use in-depth examples from the Asset & Service sharing as well as Content & Media verticals.
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With that, the Key Objectives of this submodule are to understand:
· Value Chain tool
· Industry value chains 
· Types of integration
· Horizontal integration
· Vertical integration
· Forward integration
· Backward integration 
· Focus verticals
· Conclude eCommerce with Amazon’s key value propositions
· Asset & Service Sharing example Airbnb
· Content & Media example Netflix
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[bookmark: _q1e0i3wpkz41]Resource 1: Apple News+ Value Chain
Contents
The Value Chain
Aggregator apps
Apple News: Monetisation
Value Chain example: Apple News+
· Step 1: Creation of articles & managing “suppliers”
· Step 2: Content sourcing
· Step 3: Content distribution & presentation
· Step 4: Generate traffic and engagement
· Step 5: Service to users, publishers, advertisers
Value creation
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Apple News: Monetisation
Value Chain example: Apple News+
Step 1: Creation of articles & managing “suppliers”
Step 2: Content sourcing
Step 3: Content distribution & presentation
Step 4: Generate traffic and engagement
Step 5: Service to users, publishers, advertisers
Value creation


[bookmark: _ityo9elo6a3e]

[bookmark: _6tzf4x3cq3ol]Resource 2: The Value Chain tool: example Airbnb
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Value Chain steps:
These are the major steps of Airbnb’s value chain.
(1) Acquisition of customers on supply and demand side
(2) Verification and on-boarding of customers
(3) Search, matching and booking
(4) Guiding of actual experience and feedback
(5) Improvements based on data and reviews, staying in touch
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[bookmark: _mb8l4d1xo6j6]Resource 3: The Value Chain tool (in detail): example Airbnb
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[bookmark: _lay24t49h3d4]Resource 4: Netflix: content journey (over the years)
Contents:
Content costs: Supply chain and commercial economies of scale
· Managing content costs
<2007: Revenue sharing & commercial economies of scale
2007-2010: The big transition
>2010: Building an exclusive streaming content library
>2013: Netflix Originals
>2016: Is there a glut of shows?
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Content costs: Supply chain and commercial economies of scale
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1. 1998-2007 DVD-rental-by-mail: Revenue sharing & commercial economies of scale


2. 2007-2013 Streaming: 2007-2010: The big transition


3. 2013-present Netflix originals: Building an exclusive streaming content library
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Value Chain Airbnb (high level)
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Value Chain Airbnb (high level)
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Industry Value Chain: eCommerce
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Industry Value Chain: example Wayfair

(2a) Manufacturing OR
(1) Sourcing components ) (2b) Sourcing (3) Warehousing

(4) Marketing & Sales (5) Transport &

I
1
1
" i
final product (incl after-sales) : delivery
I
I

Wayfair Sourced from Wayfair
v commodity vendors

Wayfair focusses “only” on
the Sales value creation

step within the eCommerce
industry chain

All other steps are conducted by others, i.e. Wayfair outsources these steps




image19.png
Industry Value Chain: eCommerce

2a) Manufacturing OR
() E (5) Transport &

delivery

(1) Sourcing components ) (2b) Sourcing (3) Warehousing
final product

Transport is an entire industry in itself
providing important services to the
eCommerce industry.

Note, we are not showing inbound transport
which plays a much lesser role in the value
proposition to the end-customer (fast delivery
upon ordering is a key value proposition for
most customers).
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Horizontal Integration (1): Merger/Acquisitions with/of Competitors
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Horizontal Integration (2): Expansion within one value creation step
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Horizontal Integration (3): Expanding within the wider industry

Click & Collect AmazonFresh Pickup
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Amazon Vertical Integration over time
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Industry Value Chain eCommerce: Sales & Marketing
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Industry Value Chain eCommerce: vertical integration
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Industry Value Chain eCommerce: bargaining power
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Netflix content journey & unit cost: Backward integration
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Value Chain
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1997 Netflix founded by Reed Hastings (who sold his
previous company) and Marc Randolph

Value proposition: DVD-by-mail (frst ocal, then expanding)
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The Value Chain

Developed by Michael Porter and used throughout the world for nearly 30
years, the value chain is a powerful tool for disaggregating a company into
its strategically relevant activities in order to focus on the sources of
competitive advantage, that is, the specific activities that result in higher
prices or lower costs.
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Value Chain vs Business Model Canvas
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Value Chain Airbnb (high level)

Input side Value creation and value proposition Output side Improvement cycle

(5)
(1) Acquisition of (2) Verification and (3) Search, (4) Guiding of Improvements
customers on supply and on-boarding of matching and actual experience based on data
demand side customers bool and feedback and reviews,
staying in touch

(6) Safety & trust framework, security, privacy, policies

(7) Hospitality standards, terms of service

Value Chain

(8) R&D: IT infrastructure, website, app, data and experimentation-driven

(9) Brand, aggregate value proposition, ads, campaigns

(10) Other: Investor relations & funding, legal, regulatory




