Today 

I. The business or strategic plan ideas  


II. Review – Competitive advantage – what is it?  

a. sustained competitive advantage  


III. Companies – why are they successful (when they are)?

a. companies they studied with 10 year sustained competitive advantage
b. companies they work for 


IV. Two potentially complementary ways of thinking about competitive advantage

a. Walker – offense & defense
i. resources and capabilities  


b. Prahalad & Hamel – core competences


c. Reasons why the strategy field doesn’t focus on “core competences” or “distinctive competences”  


d. What do we think is the usefulness?  


V. How would we analyze the companies they brought up?  



VI. Starbucks   
Bus 290 – Strategy, Resources, and Capabilities 
Today – 
1. Review a bit from last time 

2. Discuss the concepts of competitive advantage – 

You clearly had ideas about them, but I realized after the class that I went through them so fast that I was basically assuming that what you understood about competitive advantage was what the test says, and it may not be.  
3. Think about both the companies you studied for your papers and the companies where you work.
4.  Deal with two potentially compatible basic models of how to obtain competitive advantage and with the idea of resources and capabilities. 
a. Walker’s 

b. Prahalad & Hamel’s  


5. See if the models help us understand the companies  

a. I don’t know if we’ll get to spend much time on defending your competitive position today; we’ll talk a good deal more about that Saturday when we discuss industry analysis and external threats. 


6. Your plans – the next steps 

7. Look at Starbucks.  See if you can plan your businesses to be as successful as Starbucks.    
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Key points on strategy from last time – 
Strategy = “The big choices about how a business pursues its goals.”


not a plan – a lot of good strategy is ‘emergent’  - people make decisions as they go along

a. What a strategy (the big choices) does 


i. A description of and a way of thinking about how the resources and capabilities of the business relate to the marketplace.  The better the match to market needs, the greater the performance.  A way anyone can think about the organization’s positioning. 


ii. Framework for resource allocation internally – important decisions by people charged with making them. 


iii. A discipline on management thinking 




One point I want to go over more slowly this time than last time, because it’s central,  is competitive advantage.  I asked what the goal of strategy should be and several of you shouted out ‘competitive advantage’ and 
‘sustainable competitive advantage,’ and I thought ‘great, they already know it,’ and maybe you all do.  But it a course on strategic thinking, it’s really important that we not only talk about competitive advantage but think carefully about what we mean by it and how the concept’s meaning should affect us.  
Just as it doesn’t define strategy with precision, the text doesn’t define competitive advantage clearly either.  
Can we define competitive advantage?  

Federal Express – 

Invented its industry. 

focuses on doing things in new ways

Brand name is considered premium for delivery 

Has achieved a series of ‘firsts,’  e.g., first guaranteed Saturday delivery, development of the most advanced aircraft.  first comprehensive tracking services 

In the most recent quarter, the corporation as a whole produced a 25% increase in operating income on a 10% increase in revenue

Is this competitive advantage?  
Competitive advantage has to mean superior 
return

         the money invested
If we don’t think in those terms, anybody can say they have competitive advantage.  
Superior to who?  

superior to others in the industry.  

Dell slides 
a. Sometimes, powerful trends mask the fact that some firms have much higher economic contribution than others. 

i. PCs in mid 1990s.  
ii. But when the things get tough, the firms with the big contribution survive.  

There are still lots of questions about who really has competitive advantage.  

Basically, you say someone has competitive advantage today if you think that after adjusting for the amount they are investing, 

evaluating Federal Express
In terms of reported profitability, FedEx was behind UPS for many years. 

ground delivery is so much cheaper than air, it was more profitable.  
But also – FedEx was investing a huge amount in Asia. 
who had competitive advantage?  
We want sustainable competitive advantage.  

Do we think FedEx has it now?  
Other good, longer range ways of evaluating competitive advantage exist. 
Tobin’s Q – 

Firm’s total market value (what people will pay for it) 
   The total replacement value of its assets

The market is saying that firms with higher Tobin’s q have competitive advantage that the market believes can be sustained.  
The last thing we said at the end of class last time was that to achieve sustainable competitive advantage, you need to think about how to create lots of value for acceptable cost, then 


i. An offense – how you will sustain your leadership in creating value at the right price. 


ii. A defense – either 

1. make it hard for others to copy you


2. make it hard for customers to switch 
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II. The companies you studied  
    Put on board.


i. Some well-known companies where you work  
AMD, HP, IBM, Oracle, Cisco, Lockheed Martin, 

What are their value drivers, cost drivers?  

How much does that help us understand them?  

[image: image1]
I find the value drivers/cost drivers format compresses a lot of very important ideas into 7 pages, and I wouldn’t advise you to memorize the lists.  Some of them we will look at in more detail later in the course.  
But at this point in the course they provide a useful 
summary of ways companies can achieve competitive advantage.  
Only 3 are non-obvious, crucial to strategic thinking, and won’t be studied later 

Scale economies

Scope economies

Learning curve.  

Learning curve can be important even in situations where there aren’t conventional economies of scale.  For example, franchised dry cleaning or fast food in a new region.   

Look at the list of value, cost drivers as a checklist as you work on your plans.  

Remember, though, that the advantages are only valuable in the long run if they are hard to copy.  

But thinking in terms of lists like this is an example of how strategy can be made over-scientific.  It can push people away from the really customer-driven innovation that Apple does.  

Arun – Does the discussion of Cisco capture what happens there?  



7:00
ii. To get to value drivers and to think about how you will defend the competitive position they create, it helps to think in terms of resources and capabilities.  Definitions pp. 43-44.

1. resource – a relatively stable, observable asset – stuff the firm owns or hires

a. machines

b. land

c. a store

d. a brand.  


e. usually can be bought and sold. 


2. capability – firm’s ability, using its organization and people, to accomplish tasks at a high level of expertise (repeatedly).  

a. usually can’t be bought/sold unless you sell a whole business. 


3. Helpful in analyzing the setup of a new business or the implementation of a new strategy.  

iii. Core competences.  

1. competences = a fancy name for capabilities, used often for big capabilities.  

2. you hadn’t read the article before.  How many had heard the term?  

3. This is one of the most influential articles in the history of business.  What do Prahalad & Hamel say is a core competence?  

A big big big bundle of simpler resources and capabilities that together gives you strong ability to do a huge number of things.  

4. Is this useful?  



5. Does this help you understand the companies with long-term competitive advantage?  


6. Why isn’t more of this in the text?  

a. Hard to define well enough to do quantitative research
7:40

BREAK
III. Doing your plan  


i. Schedule from syllabus 

Mistake in syllabus – Second Saturday session is July 22, not 24
I have put on web site a new version with correction of some typos and improved formatting.  

1. Resource Inventory/Gap analysis – July 10/17. 

2. Competitor and industry analysis – July 22/24 (24 on syllabus)


3. How your business will attain sustained competitive advantage or other desired market position.  


ii. Resource inventory is – 

1. What will it take to create the business or new strategy I want to introduce?  What do I have?  


2. Gap analysis – what will be hard?  







8:55

II. Starbucks – leave the basic model on the board to here.  

a. Why is Starbucks successful?  



b. We talk about isolating mechanisms that prevent imitation.  Does Starbucks benefit from that?  
       No 
The reason I study Starbucks at this point is that this is a company that has huge competitive advantage (now) and it shouldn’t.  




c. Does value driver analysis help us understand Starbucks’ success?  


d. Does core competence analysis? 


e. Is Starbucks’ advantage sustainable?  

profit





price





Economic contribution





cost 





value
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