Strategy Class three

Mark Twain Bancshares and Positional Advantage

SS&P chapter 3: Competitive Advantage

Introduction

Value creation is at the heart of any successful business strategy. In order to create and capture value it is necessary that a firm have a sustainable competitive advantage. 

Value and Competitive Advantage

It is important to note that a firm must both create and capture value. In order to do so sustainably, there must be something special about the firm in question.  Otherwise, a rival could replicate what the firm does, and the ensuing competition would remove much of the value capture. 

There is no universal key to success. Many firms create and capture value, and their methods are extremely varied. 

Two main routes to Competitive Advantage

Two types of advantage: Position and Capabilities. 

Positional advantage

Takes one of three forms:

· Positional advantage from an attractive industry structure.  For example, a duopoly is generally more profitable for both firms than a more competitive structure. 

· Positional advantage from heterogeneity within the industry.  For example, a firm that has a dominant position in an otherwise fragmented industry ought to be more profitable. 

· Positional advantage from a network of relationships.  A firm may derive positional advantage from its relationships with buyers, suppliers, or competitors. 

Some examples (discussed further in the text):

· Brand name

· Customer relationships

· Government protection and support

· Status

· Distribution Channels

· Geographic incumbency

· Installed base and de facto standards

· Gatekeepers in the flow of goods and info

Some general characteristics of positional advantage are exemplified by this list.  First, many positional advantages accrue to firms that ‘move first’.  Second, positional advantage is defined relative to actual and potential competitors. 

Capability-based advantage

Capabilities are the group of special skills that a given firm has.  A capability may be specific know-how related to a given process (eg an ability to make check paper), or more general (eg the ability to miniaturize). The best place to start looking for capabilities is the set of distinctive competences that the firm possesses. Capabilities tend to be hard to find, and strategy literature is divided on exactly what constitutes a capability.  A serious pitfall is maintaining objectivity.  It is easy to overstate a firm’s capabilities. 

Sustainable competitive advantage

Competitive advantage is not necessarily enduring.  A firm’s competitive advantage may erode over time. 

Capability as sustainable competitive advantage 

If competitive advantage is based upon capability, a sustainable advantage requires either that imitation is difficult or that the firm can improve its capabilities before its rivals catch up.  Some can be difficult to imitate even when they are known due to causal ambiguity – the difficulty to recognize what gives the firm a capability-based advantage (eg the difficulty of replicating Sony’ capability at miniaturization).  Such causal ambiguity has at least two underlying determinants: complexity of the structures, routines, and individual attributes that combine to produce the capability; and the tacit nature of the capability based advantage. 

Position as sustainable competitive advantage

An advantageous position can be sustainable, but often it is not. The text goes through several examples, but this is pretty simple stuff.  Either the firm can maintain its position, or it can’t. 

The relationship of position to capabilities

Position and capabilities usually interact to produce competitive advantage for a firm.   Nonetheless it is useful for a manager to understand whether their firm’s competitive advantage is based primarily on position or capability. 

The cost-quality frontier and competitive advantage
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A firm’s competitive advantage can often be represented by its cost-quality position. It is important to note that the quality is ‘perceived’, not actual. 

The region inside the frontier indicates all of the quality and cost combinations given currently available technology. The frontier is a downward-sloping curve as there is a trade-off between perceived quality and low cost.  Higher quality products cost more to produces than lower.  The concave shape reflects an assumption that additional cost has a diminishing effect.  As you increase perceived quality, any given quality improvement becomes increasingly costly. 

Mark Twain Bancshare / Class discussion
Mark twain provides an example of positional advantage.   The advantage the bank had was the (very) localized customer base.  

A competitive advantage must be sustainable.  A sustainable advantage is one that is immune from your competitors’ actions.  If you don’t screw up and the world doesn’t change too much, then the advantage will persist no matter what your competitors do.  Existing or potential rivals with the same capabilities need to make significant (unrecoverable) investments in time or capital to match the firm’s achieved cost o quality. 

An example of a positional advantage that is not sustainable was the first frequent flier program.  When introduced it was designed to gain advantage through a more loyal customer base – but not sustainable as every other airline merely introduced their own programs and removed the advantage.  At Mark Twain on the other hand, the advantage would be very difficult to imitate.  The bank has such a dense local network of business people that any entering bank would find it difficult to break in without spending a great deal.   In effect, the bank has such a strong network of relation between the firm and its client base that it can block any rivals’ access to these clients.  This ‘lock in’ is especially strong, as there are strong ties among the clients in question.  If it were possible for the network to organize independently of Mark Twain then it could move en masse to a rival. This is very unlikely. 

Some examples of positional advantage:

· Industry membership

· Scale

· Brand

· Status / reputation

· Distribution channels

· Geographic incumbency

· Installed base

· Network gatekeepers, coordinators

Mark Twain exhibits a network position as competitive advantage.  They are able to obtain information of better quality (due to the screening of members and discipline of existing members) and depth (due to trust) as their network consists of strong, overlapping ties in the local community.  Another type of network positional advantage would be a very large diverse network (in which case the organization would be able to acquire more information and opportunities to the extent that their networks reach out to a large, diverse set of contacts).  
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