Business Strategy – Lecture 3 
Competitive Advantage - Definition
A competitive advantage is an advantage over competitors gained by offering consumers greater value, either by means of lower prices or by providing greater benefits and service that justifies higher prices.

One way of doing this is to identify your strengths.
· Main categories: tangible/intangible

· Physical assets are tangible

· The skills needed to make use of them are intangible

· Many assets cross categories

· Relationships can be the most valuable assets of all
These might be based on:

· Michael Porter’s breakthrough book 


Competitive Advantage (1985)

· Looked for internal strengths

· Invented a key analytical tool: The Value Chain 

· Talked about capabilities

· Examples: relationships, reputation, innovation (Harrison 2003: 102-108)

· Hamel & Prahalad’s bestseller 


Competing for the Future (1994)

· Similar ideas, different attitude

· Talked about competencies

· Examples: delivering consistent quality, responding fast to customer orders (Harrison 2003: 76-78)
Which is more important?

· The experts disagree, 


so you can decide

· Where there is debate, there is freedom to make up your own mind

· When you do your research, you gain confidence in your own opinions

· When you work through a case analysis, you begin to see how ideas relate to evidence

· Evidence can be used to suggest which ideas are most useful
Analysing Internal Strengths

· Look inside the organisation and assess your resource advantages

· Use the Value Chain: review the way resources are deployed

· Given existing technology and markets, are you effectively turning resource advantages into competitive advantage?

· Add dynamism by bringing in leadership and learning

· Aim for the future, not for the benchmarks
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What makes a resource strategic?

· Value – can create this for customers

· Rarity – competitors may not have it

· Hard to copy or substitute

If all three qualities are present, we have a

· strategic resource

· core competence

· distinctive capability

and can use it to build and sustain…
Even if others have it ..

· It can still be valuable

· It could even be necessary :   essential for survival

· A competence of this kind is called a threshold competence 


(Johnson, Scholes and Whittington 2005: 119-120)
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Strategic Leadership

· Create organisational vision

· Establish core values and culture

· Develop a management structure

· Foster organisational learning and development

· Serve as a steward for the organisation

· Build team relationships
Think Relationships

· Link the whole chain together

· Unite the system

· Require orchestration and leadership

· Are hard to copy

Relationships between firms 

· Improve flows of goods and information through the system

· Change the rules of the competitive game
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So, strategic thinking is:

· Deployment of resources

· Strategic competences

· Value chain and value system

Now, let’s think about how to build competitive strategies into your management
Competitive Strategies
Following on from his work analysing the competitive forces in an industry, Michael Porter suggested four "generic" business strategies that could be adopted in order to gain competitive advantage. The four strategies relate to the extent to which the scope of businesses' activities are narrow versus broad and the extent to which a business seeks to differentiate its products.

The four strategies are summarised in the figure below:
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The differentiation and cost leadership strategies seek competitive advantage in a broad range of market or industry segments. By contrast, the differentiation focus and cost focus strategies are adopted in a narrow market or industry

Strategy - Differentiation
This strategy involves selecting one or more criteria used by buyers in a market - and then positioning the business uniquely to meet those criteria. This strategy is usually associated with charging a premium price for the product - often to reflect the higher production costs and extra value-added features provided for the consumer. Differentiation is about charging a premium price that more than covers the additional production costs, and about giving customers clear reasons to prefer the product over other, less differentiated products.

Examples of Differentiation Strategy: Mercedes cars; Bang & Olufsen
Strategy - Cost Leadership
With this strategy, the objective is to become the lowest-cost producer in the industry. Many (perhaps all) market segments in the industry are supplied with the emphasis placed minimising costs. If the achieved selling price can at least equal (or near) the average for the market, then the lowest-cost producer will (in theory) enjoy the best profits. This strategy is usually associated with large-scale businesses offering "standard" products with relatively little differentiation that are perfectly acceptable to the majority of customers. Occasionally, a low-cost leader will also discount its product to maximise sales, particularly if it has a significant cost advantage over the competition and, in doing so, it can further increase its market share.

Examples Nissan, Tesco and Dell Computers

Strategy - Differentiation Focus
In the differentiation focus strategy, a business aims to differentiate within just one or a small number of target market segments. The special customer needs of the segment mean that there are opportunities to provide products that are clearly different from competitors who may be targeting a broader group of customers. The important issue for any business adopting this strategy is to ensure that customers really do have different needs and wants - in other words that there is a valid basis for differentiation - and that existing competitor products are not meeting those needs and wants. 

Examples of Differentiation Focus: any successful niche retailers; (e.g. The Perfume Shop); or specialist holiday operator (e.g. Carrier)

Strategy - Cost Focus
Here a business seeks a lower-cost advantage in just on or a small number of market segments. The product will be basic - perhaps a similar product to the higher-priced and featured market leader, but acceptable to sufficient consumers. Such products are often called "me-too's".

Examples of Cost Focus: Many smaller retailers featuring own-label or discounted label products.

Tasks

Using the examples of businesses given above explain why each fits into the category into which it has been put.

The value chain 

A value chain is a chain of activities. Products pass through all activities of the chain in order and at each activity the product gains some value. The chain of activities gives the products more added value than the sum of added values of all activities. It is important not to mix the concept of the value chain with the costs occurring throughout the activities. A diamond cutter can be used as an example of the difference. The cutting activity may have a low cost, but the activity adds to much of the value of the end product, since a rough diamond is significantly less valuable than a cut diamond.

The value chain categorizes the generic value-adding activities of an organization. The "primary activities" include: inbound logistics, operations (production), outbound logistics, marketing and sales (demand), and services (maintenance). The "support activities" include: administrative infrastructure management, human resource management, information technology, and procurement. The costs and value drivers are identified for each value activity. The value chain framework quickly made its way to the forefront of management thought as a powerful analysis tool for strategic planning. Its ultimate goal is to maximize value creation while minimizing costs.

The concept has been extended beyond individual organizations. It can apply to whole supply chains and distribution networks. The delivery of a mix of products and services to the end customer will mobilize different economic factors, each managing its own value chain. The industry wide synchronized interactions of those local value chains create an extended value chain, sometimes global in extent. Porter terms this larger interconnected system of value chains the "value system." A value system includes the value chains of a firm's supplier (and their suppliers all the way back), the firm itself, the firm distribution channels, and the firm's buyers (and presumably extended to the buyers of their products, and so on).

Capturing the value generated along the chain is the new approach taken by many management strategists. For example, a manufacturer might require its parts suppliers to be located nearby its assembly plant to minimize the cost of transportation. By exploiting the upstream and downstream information flowing along the value chain, the firms may try to bypass the intermediaries creating new business models, or in other ways create improvements in its value system.

The Supply-Chain Council, a global trade consortium in operation with over 700 member companies, governmental, academic, and consulting groups participating in the last 10 years, manages the de facto universal reference model for Supply Chain including Planning, Procurement, Manufacturing, Order Management, Logistics, Returns, and Retail; Product and Service Design including Design Planning, Research, Prototyping, Integration, Launch and Revision, and Sales including CRM, Service Support, Sales, and Contract Management which are congruent to the Porter framework. The "SCOR" framework has been adopted by hundreds of companies as well as national entities as a standard for business excellence, and the US DOD has adopted the newly-launched "DCOR" framework for product design as a standard to use for managing their development processes. In addition to process elements, these reference frameworks also maintain a vast database of standard process metrics aligned to the Porter model, as well as a large and constantly researched database of prescriptive universal best practices for process execution.
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Task
1. Why are supply chains important to a business?

2. In what ways can a business build relationships with its suppliers/

3. In what ways can a business convince its potential buyers that its products contain the expected or more levels of values within them?

