MGMT 480 – Ch #6
Learning Objectives:

1) To learn the three approaches to evaluating competitive advantage.

2) To learn methods of making performance comparisons.

SWOT Analysis:  In SWOT analysis, opportunities and threats are environmental conditions that exist outside the firm.   If they are a part of the remote environment, then they must be adapted to.  If they are among the firm’s “contending forces” (chapter 4), then they may be influence by the firm.  Strengths and weaknesses are an overview of the firm’s competitive advantages and disadvantages.  These are tasks the firm carries out, and which are under its control.  When the firm performs those tasks better than its competitors, then it has a competitive advantage.  When it’s worse, then it has a competitive disadvantage.  
1) Opportunities.  These are major favorable circumstances that exist in the firm’s external environment.
2) Threats. These are major unfavorable circumstances that exist in the firm’s external environment.
3) Strengths.  These are tasks that the firm can perform better than its competition.
4) Weaknesses.  These are tasks that the firm can perform worse than its competition.
Value Chain Analysis: This tool looks at competitive advantages/disadvantages and identifies the functional area where they exist and are managed.  It’s important to know where these advantages and disadvantages lie and who is responsible to manage them so that the firm can better adapt to it external environment and maximize its profitability.
1) See Exhibit 6-3 (page 146).
2) Primary activities.  These are mostly line management functions.
3) Support activities.  These are mostly staff functions.
Resource-Based View of the Firm:

1) Tangible assets, intangible assets, capabilities.  Tangible assets are those that have a physical presence and are owned by the firm.  They can be touched, like brick-and-mortar facilities.  Intangible assets are those that are owned by the firm, but which lack a physical form.  Examples are copyrights, trademarks, and patents.  Capabilities are knowledge-based competitive advantages.  That knowledge may lie with individuals or may be a part of the organization’s intellectual capital.
2) What makes a resource valuable

a) Critical resources.  Resource value is highest when it’s critical to performance in an industry.  When one firm controls critical resources, like Coca-Cola’s secret formula, it maintains advantages over its competitors.
b) Resource scarcity, imitability.  When one firm possesses scarce competitive advantages, it may have advantages over other firms in its industry.  If those resources cannot be easily imitated, then it may have advantages over other firms in its industry.  Tangible assets are the least scarce and easiest to imitate/copy.  Intangible assets are scarcer, but may be eventually successfully imitated.  Capabilities are completely inobservable and the most difficult to imitate.  This makes capabilities potentially more sustainable over time as sources of competitive advantages, unlike tangible & intangible resources.
c) Appropriability.  The degree to which a firm possess exclusive control over a key resource.
d) Durability.  How prone the resource is to wearing out.  Tangible resources, like a machine, will wear out as it is used.  Intangible resources may expire and lose legal protection, like a patent.  Capabilities may become obsolete because of changes in technology or knowledge.  However, capabilities do not wear out with use.  Rather, the more a capability, like technology, is used, the greater the development of improved successor capabilities and technologies.  So, capabilities have the greatest potential for durability.
Internal Analysis: Making Meaningful Comparisons:

1) Comparison with past performance.  A company can compare its current performance against it past performance to determine whether it’s improving or not.
2) Benchmarking – comparison with competitors.  This comparison answers more than whether or not a firm is improving.  It also tells whether or not it’s better than its competition in executing tasks.
3) Comparison with success factors in the industry.  Some factors are more important than others in a particular industry.  In the apparel industry, speed in adapting to new fashion trends and low cost manufacturing are most important for profitability.  Therefore, improving performance in these areas, having strengths, is of heightened priority.  Other strengths will be of lesser importance. 
