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Competitive advantage - Strategic positioning and capabilities

Competitive advantage refers to a firm’s ability to outperform its
rivals or, in other terms, «a firm’s potential to earn a higher rate of
profit than its direct competitors.» (Grant, 2019)
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Competitive advantage - Resources
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Physical (Plants, land,
equipement, etc.)
Financial (Cash, Credit)

Technology (Patents,
Copyrights, Trade Secrets)
Reputation (Brand)
Culture

Skills and Know-How
Motivation
Intercultural skills
Leadership
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Competitive advantage — From resources to organizational capabilities

List of resources is insufficient to
diagnose sources of competitive
advantage

We need to understand how
resources enable firms to
perform value creating activities
Value creating activities respond to
key success factors in a particular
industry

Organizational
Capability

“the capacity to deploy resources,
usually in combination, using
organizational processes, to effect a

desired end”
(Amit & Shoemaker, 1993, p. 35)
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Competitive advantage — From resources to organizational capabilities
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Theory pill

From Penrose to Barney

Resource-based view of the firm

The emphasis on resources and capabilities as the foundation of firm
strategy was popularized by C. K. Prahalad and Gary Hamel in their
1990 landmark paper “The Core Competence of the Corporation. The
potential for capabilities to be the roots of competitiveness”
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Core competence

Three characteristics of core competences:
* A core competence provides potential access to a wide variety of markets

* A core competence should make a significant contribution to the perceived
customer benefits of the end product

* A core competence should be difficult for competitors to imitate. And it will

be difficult if it is a complex harmonization of individual technologies and
production skills
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Competitive advantage — What do firms actually do?

In order to evaluate
capabilities and sources
of competitive
advantage we need to
understand what firms
actually do
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Competitive advantage — Value chain analysis

Firm Infrastructure \

A linked series of value
generating activities
that create competitive
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Competitive advantage — Value chain analysis

* Value Chain Analysis:
» organizes all activities a company performs in

» bringing products or services to the market

* The benefits of the Value Chain Analysis:
» Distinguish strategically relevant activities, that can lead to
* Costs
« Quality advantages
> |dentify what influences the product’s margin
» ldentify what activities lead to competitive advantage
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Competitive advantage — Value chain analysis

Value chain analyses should answer the following questions:

* What are the activities of a company’s value chain?

* Which of them are strategically important in the industry/strategic group?

* How well does the company perform on the activities?

* Which are the activities that generate profits and which cause losses?

°* Which are the activities that generate competitive advantages or core
competences”?

*  Which are the activities that should be outsourced?
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Competitive advantage — Value chain analysis
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Competitive advantage — Diagnosing organizational capabilities — Activity
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Example: Zara - Diagnosing organizational capabilities — Activity systems
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Example: Zara - Diagnosing organizational capabilities — Activity systems

Capability
1: Managing
cost efficient

production
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Example: Zara - Diagnosing organizational capabilities — Activity systems

Capability
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response to
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Example: Zara - Diagnosing organizational capabilities — Activity systems
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The importance of routines

* Organizational capability is based upon organizational routines: “regular and
predictable behavioral patterns [comprising] repetitive patterns of activity” that
determine

— what firms do
— who they are
— how they develop

* Like individual skills, organizational routines develop through learning by
doing—and, if not used, they wither

* There is a trade-off between efficiency and flexibility. A limited repertoire of
routines can be performed highly efficiently with near-perfect coordination. The
same organization may find it difficult to respond to novel situations
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Sustainable competitive advantage

Are these resources and
capabilities sources of
sustainable competitive
advantage?
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Sustainable competitive advantage

Resources, Capabilities, and Sustainable Competitive

Advantage
Value Rarlty Imltablllty Org’l support
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Sustainable competitive advantage

Valuable? Inimitable? Organizationa Competitive
| support? advantage?
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Sustainable competitive advantage

Valuable?
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Sustainable competitive advantage: A different perspective

ESTABLISHING A Relevance

COMPETITIVE
ADVANTAGE

Scarcity

Durability

THE PROFIT-EARNING SUSTAINING A
POTENTIAL
COMPETITIVE Transferability
OF ARESOURCE OR ADVANTAGE
CAPABILITY

Replicability

Property rights

A

APPROPRIATING A
COMPETITIVE
ADVANTAGE

Relative
bargaining power

Embeddedness I

UNIVERSITA Grant, R. (2022). Contemporary Strategy Analysis. Wiley (11th Edition), p. 109
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Sustainable competitive advantage: A different perspective
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Durability is accounted as a key
characteristic of resources and
capabilities determining the
pace of erosion of competitive
advantage.

The more durable a resource, the

greater its ability to support a

competitive advantage over time:

— For many resources, such as

capital equipment and
proprietary technology, the
pace of technological
innovation is shortening
their life spans

— Brands instead can be
remarkably resilient
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Framework

Establishing competitive advantage

* Relevance * Valuable

* scarcity * Rare
Sustaining competitive advantage
« Durability

* [mitable

* Translerability

+ Replicability

Appropriating competitive advantage

« Appropriability « Organization

Comparison

Similar: both are concerned with

creating value for customers

Identical: scarcity = rareness

Mo equivalent criterion in VRIO

Similar: imitating a resource or
capability requires either buying
it {i.e., transferring it) or

I'l'|]||1'.’l||.|i|.: It

Similar: being organized (o
capture value implies the ability

to appropriate value

Grant, R. (2022). Contemporary Strategy Analysis. Wiley (11th Edition), p. 109
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Task: Sources of competitive advantage

Considering the analysis you have done, define the sources of competitive
advantage by analyzing a firm’s resources and competences (VRIO).

Download or draw the template, work on the model and upload a PDF with the
analysis applied to a firm you know and like

-
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https://docs.google.com/presentation/d/1irVU2xXIaMKJSyNaKRS1rAAQaZeyYsoBSEPXAsIkgGo/edit?slide=id.g38281e84b7f_0_5#slide=id.g38281e84b7f_0_5

Sustainable competitive advantage — The problem of abstract categorization

* Managers ‘label activities in abstract terms

* Masking the activities that underpin bases of competitive advantage

* In the absence of identifying those activities managers will focus on activities
that matter to them

A
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Sustainable competitive advantage - Challenges

Capability / Rigidity Paradox

Hypercompetition /
Disruptive Innovation

Differentiation / Conformity
Paradox

e,

/s | UNIVERSITA
: ﬁﬂl i | DEGLI STUDI
Al'n'f™ ' | DI BERGAMO . . :
28002 Strategic Management — Giovanna Campopiano 27




Sustainable competitive advantage - Challenges

Capability / Rigidity Paradox

Hypercompetition /
Disruptive Innovation

Differentiation / Conformity
Paradox
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Sustainable competitive advantage — The competence trap

* Capabilities require constant investment and learning

*  Companies would like to benefit from existing capabilities (efficiency oriented,
‘exploitative’ learning)

* Internal budget allocation mechanisms often favor existing capabilities and
crowed out new initiatives

* Over time organizational capabilities potentially become core rigidities

Inte
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Sustainable competitive advantage - Challenges

Capability / Rigidity Paradox

Hypercompetition /
Disruptive Innovation

Differentiation / Conformity
Paradox
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Sustainable competitive advantage — Hypercompetition

Characteristics

* Markets with little scope for differentiation

* Fast cycles of innovation that quickly erode advantage
° Large number of players

* Extensive price competition

Implications
* Challenges to achieving sustainable competitive advantage

* Advantage in ability to change

*  ‘Dynamic Capabilities’: capabilities that allow the modification and adaptation

of lower-level operational and functional capabilities
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Example: disc drive industry - Hypercompetition

Hard Disk
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3000}

2000} - P

1000 -

700
600

500
400

300

200+

T TTTTT

. ' | J . . (Source: Christensen, C. (1993) The rigid disk

= ] 1 L ——L L L 4 ' drive industry: A history of commercial and
76 77 78 79 80 81 82 83 84 85 86 87 88 89 90 technological turbulence, Business History
Year Review 67, 4, 559)

uuuuu '™

) UNIVERSITA
ﬁnc ﬂ DEGLI STUDI
n n

ml'n! I
W DI BERGAMO Strategic Management — Giovanna Campopiano 32




Sustainable competitive advantage - Challenges

Capability / Rigidity Paradox

Hypercompetition /
Disruptive Innovation

Differentiation / Conformity
Paradox
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Sustainable competitive advantage — Differentiation/Conformity paradox

Resource and

' _ Institutional Theory
Capability Based View

of the Firm
Firms perform well if they Ficgg]esrgteerfgr:rgir%]vﬁgrigr?c?y
have d'St'n_C_t'_Ve resources recognizable routines and
and capabilities that are a processes
source of competitive
advantage Ability to categorize
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Example: Businesses in the Sharing Economy — Differentiation/Conformity paradox

e Stakeholders (competitors, customers, investors) evaluate the ‘type’ of firm
* Unfamiliarity with a business propositions increases perception of risk

Research shows that conformity with established ‘categories’ positively affects
investment decisions share price performance

airbnb

DDDDDD Source: Zhao et al. (2017) Optimal distinctiveness: Broadening the interface between institutional

S N, R theory and strategic management. Strategic Management Journal, 38, 93-113.
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The emergence of competitive advantage

How does competitive
advantage emerge?

External sources of change, e.g.,
* Changing customer demand

* Changing prices of inputs

* Technological change

Internal sources
of change

Some firms capable of
strategic innovations (e.g.,
new business models or
locating “blue oceans”)

Some firms are faster
and more effective
in exploiting change

Resource heterogeneity
among firms creates
winners and losers

UNIVERSITA Grant, R. (2022). Contemporary Strategy Analysis. Wiley (11th Edition), p. 143
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The emergence of competitive advantage

* The competitive advantage that arises from external change depends on firm’
ability to respond to change.

° Any external change creates entrepreneurial opportunities that will accrue
to the firms that exploit these opportunities most effectively.

* Entrepreneurial responsiveness involves one of two key capabilities:
— Anticipation
— Agility
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The emergence of competitive advantage

* Competitive advantage may also be generated internally through
innovation which creates competitive advantage for the innovator while
undermining previously established competitive advantages

° Business model innovation has been used to describe the introduction of
novel approaches to creating and/or capturing value within an industry
— New industry models—reconfigurations of the conventional industry
value chain such as Dell's direct sales model for PCs or Zara's vertically
integrated fast-fashion model

— New revenue models—changing the value proposition, the target
audience or pricing strategy. For example, Virgin America introduced a
novel customer offering comprising low airfares and a differentiated
in-flight experience

— New enterprise models—involve reconfiguring enterprise boundaries
and partner relationships. Apple's iPhone with outsourced manufacture
and network of application providers created a new model of the
smartphone business
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The emergence of competitive advantage

* Blue Ocean Strategy is an alternative approach to identifying the potential for
strategic innovation is that developed by Insead's Kim Chan and Renee
Mauborgne.

* Their blue ocean strategy involves a quest for “uncontested market space”

* Creating untapped market space doesn’t necessarily require finding new
market opportunities well beyond existing industry boundaries, blue oceans
can be created also within existing markets

* The challenge is “to create new rules of the game by breaking the existing
value/cost trade-off”

EXPANDED EDITION OF THE
INTERNATIONAL BESTSELLER

BLUE
OCEAN

STRATEGY

How to Create Uncontested Market Space
and Make the Competition Irrelevant

W. CHAN KIM | RENEE MAUBORGNE
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The emergence of competitive advantage

These “blue oceans” may be entirely new industries created by technological
innovation (such as artificial intelligence and nanotechnology), but are more likely
to be the creation of new market space within existing industries using
existing technologies. This may involve:

°* New customer segments for existing products, for example, Tesla's
Powerwall battery for electrical storage in the home

* Reconceptualization of existing products, for example, Mark Zuckerberg's
reconceptualization of a printed Facebook of class members as an online,
interactive, and social platform

°* Novel combinations of product attributes and reconfigurations of
established value chains that establish new positions of competitive
advantage, for example, Dell's integrated system for ordering, assembling,
and distributing PCs, which permitted unprecedented customer choice and
speed of fulfillment
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The emergence of competitive advantage

* The strategy canvas is a framework for also developing blue ocean
strategies.
— The horizontal axis shows the different product characteristics along which
the firms in the industry compete
— The vertical axis shows the amount of each characteristic a firm offers its
customers

* There are four types of choice:

— Raise: What factors should be raised well above the industry’s standard?

— Eliminate: Which factors that the industry has long competed on should
be eliminated?

— Reduce: Which factors should be reduced well below the industry’s
standard?

— Create: Which factors should be created that the industry has never
offered?
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The emergence of competitive advantage

* The strategy canvas is a framework for developing blue ocean strategies.

High

e Cirque du Soleil
» Traditional circus
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