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Goals and Agenda

Goals for this talk:

® To understand what competitive advantage is

® To examine cost and differentiation as sources
of competitive advantage

® Torecognize the dynamic character
of competitive advantage
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Goals and Agenda

Outline of this talk:
@ The nature of competitive advantage

The static analysis of competitive advantage:
the sources of cost and differentiation advantage

@ The dynamics of competitive advantage

U
What Is Competitive Advantage?

Competitive Advantage
is a firm’s ability to outcompete its rivals
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What Is Competitive Advantage?

Competitive Advantage
is a firm’s ability to outcompete its rivals

This is revealed in it’s ability to outperform rivals
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Traditionally, competitive advantage
equated with superior profitability

However: this may be too narrow a measure

Firm may forgo profit to expand
market share

U
What Is Competitive Advantage?

What performance measure do we use to identify
and measure competitive advantage?

Traditionally, competitive advantage
equated with superior profitability

However: this may be too narrow a measure

Firm may be a not-for profit

4
What Is Competitive Advantage?

Competitive advantage is a firm’s ability
to create more value than its rivals

@ This takes account of customers’ willingness to pay
rather than actual revenues
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Traditional Sources
of Competitive Advantage

Competitive advantage equates
to superior profitability

N4
Traditional Sources
of Competitive Advantage

Similar product
. atlower cost

COMPETITIVE
ADVANTAGE

Price premium
for unigue product
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Traditional Sources
of Competitive Advantage

Economies of scale

Economies of learning

Lower input costs

Process technology

Capacity utilization
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Design
Quality

Performance

Brand

Customer service

DIFFERENTIATI Customization
ADVANTA
...... Endorsement
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Establishing Differentiation Advantage

COST DIFFERENTIATION
ANTAGE ADVANTAGE
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Establishing Differentiation Advantage

DIFFERENTIATION
ADVANTAGE

More important

Sustained competitive advantage

@ More likely to be conferred by differentiation than by cost advantage.
Cost advantage easily imitated and vulnerable to external factors
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Establishing Differentiation Advantage

Achieving differentiation advantage

@ Product Integrity

The total balance and integration of the attributes of a product

INTERNAL INTEGRITY EXTERNAL INTEGRITY

Consistency among
product features

Fit between the product
and customers’ objectives,
values, and lifestyle
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Establishing Differentiation Advantage

Achieving differentiation advantage

@ Product Integrity

The total balance and integration of the attributes of a product

@ Linking the firm'’s potential to create differentiation
with the customer’s realization of value

Link the firm’s value chain with that of the customer
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Establishing Differentiation Advantage

HARLEY-DAVIDSON
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Establishing Differentiation Advantage

Supplier of experience Service & Repair
Riding

Customer Services 4‘ Accessories

Dealer Services Learning to ride

Marketing Insurance

Painting Financing

Assembly Customization
Component Manufacturing Selection: model, features

Design Engineering Dealer visit

R&D Initial information

HARLEY-DAVIDSON CUSTOMER

N 4
The Dynamics
of Competitive Advantage

COMPETITIVE
ADVANTAGE

—

Dynamic concept

L
The Dynamics

of Competitive Advantage

How does competitive advantage emerge?

CHANGE

External sources of change

® Changing customer demand

@ Technological change
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The Dynamics
of Competitive Advantage

How does competitive advantage emerge?

CHANGE

External sources of change Internal sources of change

Strategic innovation

Resource heterogeneity: Some firms
Change favors some are faster than others
firms over others in exploiting change
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