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‘I[ Competitive advantage
Aug 4th 2008
From Economist. com

“Competitive Advantage” 1is the title of a book by Michael Porter which
became a bible of business thinkers in the late 1980s. With its echo of
the ideas of comparative advantage expounded by David Ricardo, a
19th-century economist, it provided managers with a framework for strategic

thinking about how to beat their rivals.
Porter argued that:

Competitive advantage is a function of either providing comparable buyer value more
efficiently than competitors (low cost), or performing activities at comparable cost but in
unique ways that create more buyer value than competitors and, hence, command a

premium price (differentiation).

You win either by being cheaper or by being different (which means being

perceived by the customer as better or more relevant). There are no other

ways.
(P AR

Behind Porter’ s idea lay a novel way of looking at the firm as a series
of activities which link together into what he called “a value chain” .
For many, this was the theory’ s eurekamoment. Writers since have developed
further concepts based on the metaphor of a linked chain of activities or
groups of activities (or their close equivalent, processes). Each of the
links in the chain adds value—that is, something that a customer is prepared
to pay for. Even a company’ s support activities, such as its training and
compensation systems, can be links in the chain and sources of competitive

advantage in their own right.

“Competitive Advantage” was published in 1985 as “the essential
companion” to Porter’ s earlier work, “Competitive Strategy” (1980).

“Competitive Strategy” considered competition at the industry level,
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whereas “Competitive Advantage” looked at it from a firm’ s-eye view.
“My quest” , said Porter, “was to find a way to conceptualise the firm
that would expose the underpinnings of competitive advantage and its

sustainability.”

The ideas in “Competitive Advantage” persuaded corporate chiefs to
undertake more internal reflection. Previously their firm’ s identity had
been largely described in terms of its relationship to others: its market
share, for instance, or its relative size. Porter made corporate
navel-gazing respectable. In practice, many firms had difficulty in
identifying all the discrete Porterian activities in their organisation,
even 1n cases where they were confident that they knew what they were looking

for—and many were not
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One of the prominent features of communication in the modern world is that it takes place
on a scale that is increasingly global. Messages are transmitted across large distances with
relative ease, so that individuals have access to information and communication which originate
from distant sources. Moreover, with the separation of space and time brought about by
electronic media, the access to messages stemming from spatially remote sources can be
instantaneous (or  virtually so). Distance has been overcome by rapidly increasing networks of
electronic communication. Individuals can communicate with each other, even if they are
situated, in terms of the practical contexts of their day-to-day lives, in different parts of the
world.

The reordering of space and time has been brought about by the development of the media.
It is part of a broader set of processes, which have transformed the modern world. These

processes are commonly described today as globalization. The term is not a precise one,



and 1t is used in differing ways in the literature. In the most general sense, globalization refers to
the growing connectedness of different parts of the world, a process which gives rise to complex
forms of reciprocal communication and dependency. Defined in this way,’globalization” may
seem indistinguishable from related terms such as “internationalization” and
“transnationalization”, and these terms are often used with almost the same meaning in the
literature. These various notions refer to phenomena that are closely connected.

However, the process of globalization, as defined here, involves more than the expansion

of activities beyond the boundaries of particular nation-states. (A)Globalization arises only

when activities take place in a context which is global or nearly so (rather than merely regional,

for example);activities are organized, planned or coordinated on a global scale: and activities

involve some degree of dependency on each other, such that local activities situated in different

parts of the world are shaped by one another. One can speak of globalization in this sense only

when the growing mutual connectedness of different regions becomes systematic and reciprocal
to some degree, and only when the scope of reciprocal connectedness is effectively global.

(B) There can be no doubt that the organization of economic activity and concentrations of

economic power have played a crucial role in the process of globalization. But all forms of

power economic, political and symbolic have both contributed to and been affected by this
process. If one retraces globalization, one finds that these various forms of power overlap with
one another in complex ways, sometimes reinforcing and sometimes conflicting with one

another, creating a shifting reciprocal action between forms of power.
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@ The mechanism through which customers control the investments of a firm is the

resource allocation process — the process that determines which initiatives get staff and money and
which don’t.  Resource allocation and innovation are two sides of the same coin:  Only those new
product development projects that do get adequate funding, staffing, and management attention have
a chance to succeed; those that are starved of resources will languish. Hence, the patterns of
innovation in a company will mirror quite closely the patterns in which resources are allocated.

Good resource allocation processes are designed to weed out proposals that customers
don’t want. When these decision-making processes work well, if customers don’t want a product,
it won’t get funded; if they do want it, @it will. This is how things must work in great companies.
They must invest in things customers want — and the better they become doing this, the more
successful they will be.

Resource allocation is not simply a matter of top-down decision making followed by

implementation. Typically, 3senior managers are asked to decide whether to fund a project only

after many others at lower levels in the organization have already decided which types of project

proposals they want to package and send on to senior management for approval and which they

don’t think are worth the effort. Senior managers typically see only a well-screened subset of the
innovative ideas generated.

And even after senior management has ® funding for a particular project, it is
rarely a “done deal.” Many crucial resource allocation decisions are made after project approval —
indeed, after product launch — by mid-level managers who set priorities when multiple projects and
products compete for the time of the same people, equipment, and vendors. As management
scholar Chester Barnard has noted:

“From the point of view of the relative importance of specific decisions, those of

executives properly call for first attention.  But from the point of view of aggregate

importance, it is not decisions of executives, but of (Dnon-executive participants in

organizations which should enlist major interest.”
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