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Studying this chapter should provide you with the strategic
management knowledge needed to:

1 Explain why firms need to study and understand their internal organization.
Define value and discuss its importance.

2
3 Describe the differences between tangible and intangible resources.
4 Define capabilities and discuss their development.

5

Describe four criteria used to determine whether resources and capabilities are
core competencies.

6 Explain how firms analyze their value chain for the purpose of determining
where they are able to create value when using their resources, capabilities, and
core competencies.

7 Define outsourcing and discuss reasons for its use.
8 Discuss the importance of identifying internal strengths and weaknesses.

9 Discuss the importance of avoiding core rigidities.
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ZARA: THE CAPABILITIES BEHIND THE SPANISH

© Vividfour / Shutterstock.com; © istockphoto.com/tupungato

“FAST FASHION” RETAIL GIANT

\mancio Ortega built the
world’s largest fashion
empire through his Zara
branded products and
company-owned stores.
Through his management
approach, Ortega has become
the third richest man in the world
behind Microsoft’s Bill Gates and
Mexico’s Carlos Slim Held.
Headquartered in La Corufa
in Spain’s Galicia region, Ortega
founded the Inditex Group with Zara
as its flagship brand. Despite Spain’s
24 percent unemployment rate and
crippling debt, in 2012 Zara increased
its revenue 17 percent. Also, in 2012
Zara averaged a new store opening
every day, including its six thousandth
store launched on London'’s Oxford
Street. Although the influence of the
economic environment (an influence
from the external environment that
we examined in Chapter 2) affects
Zara's success, the way Zara uses its

resources and capabilities as the foun-
dation for core competencies (defined
in Chapter 1, core competencies are
capabilities that serve as a potential
source of competitive advantage for a
firm over its rivals) demonstrates the
value of understanding a firm’s internal
organization (this chapter’s subject).
Ortega built this successful busi-
ness based on two critical goals: Give
customers what they want, and get it
to them faster than anyone else. To do
“fast fashion” as it is called, there are
several critical capabilities that must be
in place. The first critical capability is
the ability to design quickly; the design
pace at Zara has been described as
“frantic”. The designers create about
three items of new clothing a day, and
pattern makers cut one sample for
each. Second are the commercial sales
specialists from each region where
Zara has stores. They provide input
on customer tastes and buying habits
which are reported through store man-

agers. Each specialist is trained to keep
an eye on what people are wearing,
which Ortega does personally as well
since founding Zara. As such, Zara has
a team approach to match quick and
creative design to information coming
in from the sales staff through regional
specialists and sector specialists to
operationalize new fashion ideas.

The supply chain is also managed
much more efficiently than those of
other companies. The logistics depart-
ment is the essence of the company;
rather than waiting for cloth to come
in after designing, it already has much
basic cloth and owns its own dyeing
operation to maintain control and
speed. Zara’s objective is to deliver
customized orders to every store in
its empire with a 24-hour turnaround
deadline for Europe, the Mideast,
and much of the United States, and
48 hours for Asia and Latin America.
The frequent shipments keep prod-
uct inventories fresh but also scarce
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since they send out very few items in each shipment. This approach compels customers to visit
stores frequently in search of what they want and, because of the scarcity, creates an incentive
for them to buy on the spot because it will likely not be in stock tomorrow. Accordingly, Zara's
global store average of 17 visits per customer per year is considerably higher than the average of
three visits per year for its competitors.

Until 2010 Zara did not have an online strategy. Unlike most retailers it has used very little
advertising because it has focused on a rather cheap but fashionable approach. The fashion
draws the interest of customers, and thereby created a huge following on Facebook, with
approximately 10 million followers. This compares favorably to other competitors such as Gap.
The rarity of the individual pieces of clothing gives customers a sense of individuality. This gives
Zara a stronger potential to pursue an online strategy relative to its competitors.

Most Zara stores are owned by the parent company, and many of its suppliers, although not
owned by the company, are considered long-time, relationship-oriented partners. As such, these
partners identify with the company and thereby are also loyal. This approach also sets it apart
and makes its strategy difficult to duplicate because all of the various facets and capabilities of
the company fit together through a unified culture. As noted above, Zara also operates its own
dyeing plant for cloth, giving it significant control over its products. Likewise, it sews many of
these garments in its own factories, and thus maintains a high level of quality control and an
ability to make quick changes. Overall, the company has a unique set of capabilities which fit
together well as it manages their activities to produce “fast fashion,” which creates demand
from their customers and loyalty from their partner suppliers.

Sources: E. Carlyle, 2013, The year’s biggest winner: Zara billionaire Amancio Ortega, Forbes, www.forbes.com, March 4;
R. Dudley, A. Devnath, & M. Townsend, 2013, The hidden cost of fast fashion, Bloomberg Businessweek, February 11, 15-17;
V. Walt, 2013, Meet the third-richest man in the world, Fortune, January 14, 74-79; 2012, Inditex, Asos post double-digit
sales gains, Women'’s Wear Daily, September 20, 6; B. Borzykowski, 2012, Zara eludes the pain in Spain, Canadian Business,

September 17, 67; K. Willems, W. Janssens, G. Swinnen, M. Brengman, S. Streukens, & N. Vancauteren, 2012, From Armani to
Zara: Impression formation based on fashion store patronage, Journal of Business Research, (65)10: 1487-1494.

As discussed in the first two chapters, several factors in the global economy, including the
rapid development of the Internets capabilities' and globalization in general have made it
increasingly difficult for firms to find ways to develop sustainable competitive advantages.
Increasingly, innovation appears to be a vital path to efforts to develop such advantages.* As the
Opening Case indicates, Zaras ability to produce new clothing designs quickly is definitely an
advantage for them; the continual appearance of fresh designs has led to 17 visits per customer
per year in its stores compared to the average of three visits per year in competitor stores.

Innovation is key at most organizations, like Zara, to maintain their competitive advan-
tage. For example, at General Motors, efforts are underway to reduce the “drag” the firm’s
bureaucracy creates on innovation. According to a company official, “GM still wastes millions
of dollars developing engines and vehicle variants that interest few customers.” To remedy
this problem, GM is making changes with the intention of having the “right people and the
right engineers on the right priorities and products, not just do the most vehicles possible.”*

People are an especially critical resource for helping organizations learn how to continu-
ously innovate as a means of achieving successful growth.” This is the case at 3M, where har-
nessing the innovative powers of the firm’s employees is the means for rekindling growth;
in 2012 3M was ranked third on Booz & Company’s list of most innovative behind Apple
and Google but did not spend the same proportion on R&D relative to its sales as many
other companies.® At 3M and other companies, people who are able to facilitate their firm’s
efforts to innovate are themselves a valuable resource with the potential to be a competitive
advantage.” A sign of the times is the fact that a global labor market now exists as firms seek
talented individuals to add to their fold. As Richard Florida argues, “[W]herever talent goes,
innovation, creativity, and economic growth are sure to follow.”

To identify and successfully use resources over time, those leading firms need to con-
stantly think about how to manage resources for the purpose of increasing the value their

M. Stasy
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goods or services create for customers as compared to the value rivals’ products create. As
this chapter shows, firms achieve strategic competitiveness and earn above-average returns
by acquiring, bundling, and leveraging their resources for the purpose of taking advantage
of opportunities in the external environment in ways that create value for customers.’

Even if the firm develops and manages resources in ways that create core competencies
and competitive advantages, competitors will eventually learn how to duplicate the benefits
of any firm’s value-creating strategy; thus all competitive advantages have a limited life."®
Because of this, the question of duplication of a competitive advantage is not if it will hap-
pen, but when. In general, a competitive advantage’s sustainability is a function of three
factors: (1) the rate of core competence obsolescence because of environmental changes,
(2) the availability of substitutes for the core competence, and (3) the imitability of the core
competence." For all firms, the challenge is to effectively manage current core competencies
while simultaneously developing new ones.”” Only when firms are able to do this can they
expect to achieve strategic competitiveness, earn above-average returns, and remain ahead
of competitors (see Chapter 5).

We studied the general, industry, and competitor environments in Chapter 2. Armed
with knowledge about the realities and conditions of their external environment, firms have
a better understanding of marketplace opportunities and the characteristics of the competi-
tive environment in which those opportunities exist. In this chapter, we focus on the firm
itself. By analyzing its internal organization, a firm determines what it can do. Matching what
a firm can do (a function of its resources, capabilities, and core competencies in the internal
organization) with what it might do (a function of opportunities and threats in the external
environment) is a process that yields insights the firm requires to select its strategies.

We begin this chapter by briefly describing conditions associated with analyzing the firm’s
internal organization. We then discuss the roles of resources and capabilities in developing
core competencies, which are the sources of the firm’s competitive advantages. Included in
this discussion are the techniques firms use to identify and evaluate resources and capa-
bilities and the criteria for identifying core competencies from among them. Resources by
themselves typically are not competitive advantages; in fact, resources create value when the
firm uses them to form capabilities, some of which become core competencies, and hope-
fully competitive advantages. Because of the relationship among resources, capabilities, and
core competencies, we also discuss the value chain and examine four criteria firms use to
determine if their capabilities are core competencies and, as such, sources of competitive
advantage.” The chapter closes with cautionary comments about outsourcing and the need
for firms to prevent their core competencies from becoming core rigidities. The existence
of core rigidities indicates that the firm is too anchored to its past, which prevents it from
continuously developing new capabilities and core competencies.

3-1 Analyzing the Internal Organization

3-1a The Context of Internal Analysis

One of the conditions associated with analyzing a firm’s internal organization is the reality
that in today’s global economy, some of the resources that were traditionally critical to firms’
efforts to produce, sell, and distribute their goods or services such as labor costs, access to
financial resources and raw materials, and protected or regulated markets, although still
important, are now less likely to become competitive advantages.” An important reason
for this is that an increasing number of firms are using their resources to form core com-
petencies through which they successfully implement an international strategy (discussed
in Chapter 8) as a means of overcoming the advantages created by these more traditional
resources.
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76 Part 1: Strategic Management Inputs

The Volkswagen Group has established “Strategy 2018” as its international strategy. The
firm, which sells its products in over 150 countries, employs 550,000 people to operate more
than 100 production plants around the world. By using its resources to form technological and
innovation capabilities, Volkswagen intends to create superior customer service and product
quality as core competencies on which it will rely to implement its international strategy.”

Increasingly, those analyzing their firm’s internal organization should use a global
mind-set to do so. A global mind-set is the ability to analyze, understand, and manage an
internal organization in ways that are not dependent on the assumptions of a single coun-
try, culture, or context.” Because they are able to span artificial boundaries, those with a
global mind-set recognize that their firms must possess resources and capabilities that allow
understanding of and appropriate responses to competitive situations that are influenced by
country-specific factors and unique cultures. Using a global mind-set to analyze the inter-
nal organization has the potential to significantly help the firm in its efforts to outperform
rivals.” A global mind-set was used to develop Volkswagen Group’s “Strategy 2018

Finally, analyzing the firm’s internal organization requires that evaluators examine the
firm’s entire portfolio of resources and capabilities. This perspective suggests that individual
firms possess at least some resources and capabilities that other companies do not—at least
not in the same combination. Resources are the source of capabilities, some of which lead
to the development of core competencies; in turn, some core competencies may lead to

A global mind-set is i . . . .
g a competitive advantage for the firm.” Understanding how to leverage the firm’s unique

the ability to analyze,

understand, and manage bundle of resources and capabilities is a key outcome decision makers seek when analyzing
an internal organization the internal organization.” Figure 3.1 illustrates the relationships among resources, capabili-
'dne\gg;ter:it;;et;‘st ties, core competencies, and competitive advantages and shows how their integrated use can
assumptions of a single lead to strategic competitiveness. As we discuss next, firms use the assets in their internal
country, culture, or context. organization to create value for customers.

Figure 3.1 Components of an Internal Analysis

Strategic
Competi-
tiveness

Competitive
Advantage

Discovering
Core
Competencies

Core

Competencies

Four Criteria

Capabilities

Resources Value
e Tangible of Sustainable Chain
* Intangible Advantages Analysis
¢ Valuable I e Outsource I
® Rare
e Costly to Imitate
¢ Nonsubstitutable

© Cengage Learning

Copyright 2013 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Username: Feng Helen LiangBook: Strategic Management: Concepts and Cases: Competitiveness and Globalization, 11th Edition. No
part of any book may be reproduced or transmitted in any form by any means without the publisher's prior written permission. Use (other
than pursuant to the qualified fair use privilege) in violation of the law or these Terms of Service is prohibited. Violators will be prosecuted
to the full extent of the law.

Chapter 3: The Internal Organization: Resources, Capabilities, Core Competencies, and Competitive Advantages 77

3-1b Creating Value

Firms use their resources as the foundation for producing goods or services that will cre-
ate value for customers.”’ Value is measured by a product’s performance characteristics
and by its attributes for which customers are willing to pay. Firms create value by innova-
tively bundling and leveraging their resources to form capabilities and core competencies.
Firms with a competitive advantage create more value for customers than do competitors.”
Walmart uses its “every day low price” approach to doing business (an approach that is
grounded in the firm’s core competencies, such as information technology and distribu-
tion channels) to create value for those seeking to buy products at a low price compared to
competitors” prices for those products.”® The stronger these firms' core competencies, the
greater the amount of value they’re able to create for their customers.*

Ultimately, creating value for customers is the source of above-average returns for a
firm. What the firm intends regarding value creation affects its choice of business-level
strategy (see Chapter 4) and its organizational structure (see Chapter 11).* In Chapter 4’s
discussion of business-level strategies, we note that value is created by a product’s low cost,
by its highly differentiated features, or by a combination of low cost and high differentiation,
compared with competitors” offerings. A business-level strategy is effective only when it is
grounded in exploiting the firm’s capabilities and core competencies. Thus, the successful
firm continuously examines the effectiveness of current capabilities and core competencies
while thinking about the capabilities and competencies it will require for future success.®

At one time, the firm’s efforts to create value were largely oriented to understanding the
characteristics of the industry in which it competed and, in light of those characteristics,
determining how it should be positioned relative to competitors. This emphasis on industry
characteristics and competitive strategy underestimated the role of the firm’s resources and
capabilities in developing core competencies as the source of competitive advantages. In
fact, core competencies, in combination with product-market positions, are the firm’s most
important sources of competitive advantage.”’ A firm’s core competencies, integrated with an
understanding of the results of studying the conditions in the external environment, should
drive the selection of strategies.?® As Clayton Christensen noted, “Successful strategists need
to cultivate a deep understanding of the processes of competition and progress and of the
factors that undergird each advantage. Only thus will they be able to see when old advantages
are poised to disappear and how new advantages can be built in their stead”” By empha-
sizing core competencies when selecting and implementing strategies, companies learn to
compete primarily on the basis of firm-specific differences. However, while doing so they
must be simultaneously aware of how things are changing in the external environment.*

3-1c The Challenge of Analyzing the Internal Organization

The strategic decisions managers make about their firm’s internal organization are non-
routine,” have ethical implications,” and significantly influence the firm’s ability to earn
above-average returns.” These decisions involve choices about the resources the firm needs
to collect and how to best manage them.

Making decisions involving the firm’s assets—identifying, developing, deploying, and
protecting resources, capabilities, and core competencies—may appear to be relatively easy.
However, this task is as challenging and difficult as any other with which managers are
involved; moreover, the task is increasingly internationalized.” Some believe that the pres-
sure on managers to pursue only decisions that help the firm meet the quarterly earnings

expected by market analysts makes it difficult to accurately examine the firm’s internal ~ Value is measured by a
organization.” product’s performance
e . . L. . . Lo characteristics and by
The challenge and difficulty of making effective decisions are implied by preliminary ;. sitributes for which

evidence suggesting that one-half of organizational decisions fail.** Sometimes, mistakes  customers are willing to pay.
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78 Part 1: Strategic Management Inputs

are made as the firm analyzes conditions in its internal organization.”” Managers might,
for example, think a capability is a core competence when it is not. This may have been the
case at Polaroid Corporation as decision makers continued to believe that the capabilities
it used to build its instant film cameras were highly relevant at the time its competitors
were developing and using the capabilities required to introduce digital cameras. In this
instance, Polaroid’s decision makers may have concluded that superior manufacturing was
a core competence, as was the firm’s ability to innovate in terms of creating value-adding
features for its instant cameras. If a mistake is made when analyzing and managing a firm’s
resources, such as appears to have been the case some years ago at Polaroid, decision makers
must have the confidence to admit it and take corrective actions.*

A firm can improve by studying its mistakes; in fact, the learning generated by making
and correcting mistakes can be important to efforts to create new capabilities and core com-
petencies.” One capability that can be learned from failure is when to quit. Polaroid should
have obviously changed its strategy earlier than it did, and by doing so it may have been able
to avoid more serious failure. Another example is News Corp’s acquisition of MySpace in
2006. It poured over $580 million of investment for several years as it lost market share to
FaceBook, and the acquisition was eventually sold for only $34 million.*’

As we discuss next, three conditions—uncertainty, complexity, and intraorganizational
conflict—affect managers as they analyze the internal organization and make decisions
about resources (see Figure 3.2).

Managers face uncertainty because of a number of issues, including those of new pro-
prietary technologies, rapidly changing economic and political trends, transformations in
societal values, and shifts in customers’ demands.* Environmental uncertainty increases
the complexity and range.of.issues to examine when studying the internal environment.*?
Consider how uncertainty affects how to use resources at coal companies such as Peabody
Energy Corp and Arch Coal Corp.

Peabody is the world’s largest private-sector coal company. The firm’s coal products
fuel approximately 11 percent of all U.S. electricity generation and 2 percent of worldwide
electricity. But the firm faces a great deal of uncertainty with respect to how it might best
use its resources today to prepare for its future. One reason for this is that at least for some,
coal is thought of as a “dirty fuel” Partly to reduce the uncertainty the firm faces because of
this, Peabody is using some of its resources to build a “clean” coal-fired plant and has signed
agreements to develop clean coal in China. As a proponent of strong emissions standards,
Peabody’s leaders argue for more use of “clean coal” Besides having to deal with increas-
ingly advanced technological improvements such as clean coal, demand situations around
the world are also creating uncertainty. China, for instance, one of the U.S’s largest coal

Figure 3.2 Conditions Affecting Managerial Decisions about Resources, Capabilities, and Core Competencies

Uncertainty Uncertainty exists about the characteristics of
the firm’s general and industry environments and
customers’ needs.

Complexity Complexity results from the interrelationships among

(LI conditions shaping a firm.

Intraorganizational Conflicts Intraorganizational conflicts may exist among
managers making decisions as well as among those
affected by the decisions.
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export markets, is increasing its own capacity in clean coal. Although India has continu-
ingly increasing demand as it builds more coal-fired generating plants, pressure is growing
to reduce their plants’ CO, emissions. Tougher environmental regulations in Europe and a
sluggish economy there have crippled coal demand in that region. Likewise, cheaper natural
gas is continuing to displace coal in power generation in the United States.*

Also, biases about how to cope with uncertainty affect decisions made about how to
manage the firm’s resources and capabilities to form core competencies.** Additionally,
intraorganizational conflict may surface when decisions are made about the core com-
petencies a firm should develop and nurture. Conflict might surface in Peabody or Arch
Coal about the degree to which resources and capabilities should be used to form new core
competencies to support newer “clean technologies.”

In making decisions affected by these three conditions, judgment is required. Judgment
is the capability of making successful decisions when no obviously correct model or rule
is available or when relevant data are unreliable or incomplete. In such situations, decision
makers must be aware of possible cognitive biases, such as overconfidence. Individuals who
are too confident in the decisions they make about how to use the firm’s resources may fail
to fully evaluate contingencies that could affect those decisions.*

When exercising judgment, decision makers often take intelligent risks. In the current
competitive landscape, executive judgment can become a valuable capability. One reason is
that, over time, effective judgment that decision makers demonstrate allows a firm to build
a strong reputation and retain the loyalty of stakeholders whose support is linked to above-
average returns.*®

Finding individuals who can make the most successful decisions about using the orga-
nization’s resources is challenging. Being able to do this is important because the quality
of leaders” decisions regarding resources and their management affect a firm’s ability to
achieve strategic competitiveness. Individuals holding these key decision-making positions
are called strategic leaders. Discussed fully in Chapter 12, for our purposes in this chapter
we can think of strategic leaders as individuals with an ability to make effective decisions
when examining the firm’s resources, capabilities, and core competencies for the purpose of
making choices about their use.

Next, we consider the relationships among a firm’s resources, capabilities, and core
competencies. While reading these sections, keep in mind that organizations have more
resources than capabilities and more capabilities than core competencies.

3-2 Resources, Capabilities, and
Core Competencies

Resources, capabilities, and core competencies are the foundation of competitive advantage.
Resources are bundled to create organizational capabilities. In turn, capabilities are the
source of a firm’s core competencies, which are the basis of establishing competitive advan-
tages.”” We show these relationships in Figure 3.1. Here, we define and provide examples of
these building blocks of competitive advantage.

3-2a Resources

Broad in scope, resources cover a spectrum of individual, social, and organizational phe-
nomena. By themselves, resources do not allow firms to create value for customers as the
foundation for earning above-average returns. Indeed, resources are combined to form
capabilities.*® Subway links its fresh ingredients with several other resources including the
continuous training it provides to those running the firm’s fast food restaurants as the
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foundation for customer service as a capability; customer service is also a core competence
for Subway. As its sole distribution channel, the Internet is a resource for Amazon.com.
The firm uses the Internet to sell goods at prices that typically are lower than those offered
by competitors selling the same goods through what are more costly brick-and-mortar
storefronts. By combining other resources (such as access to a wide product inventory),
Amazon has developed a reputation for excellent customer service. Amazon’s capability in
terms of customer service is a core competence as well in that the firm creates unique value
for customers through the services it provides to them. Amazon also uses its technological
core competence to offer AWS (Amazon Web Services), services through which businesses
can rent computing power from Amazon at a cost of pennies per hour. In the words of the
leader of this effort, “AWS makes it possible for anyone with an Internet connection and a
credit card to access the same kind of world-class computing systems that Amazon uses to
run its $34 billion-a-year retail operation”*

Some of a firm’s resources (defined in Chapter 1 as inputs to the firm’s production pro-
cess) are tangible while others are intangible. Tangible resources are assets that can be
observed and quantified. Production equipment, manufacturing facilities, distribution cen-
ters, and formal reporting structures are examples of tangible resources. As indicated in the
Strategic Focus, Kinder Morgan’s pipelines are a tangible resource. Intangible resources are
assets that are rooted deeply in the firm’s history and have accumulated over time. Because
they are embedded in unique patterns of routines, intangible resources are difficult for
competitors to analyze and imitate. Knowledge, trust between managers and employees,
managerial capabilities, organizational routines (the unique ways people work together),
scientific capabilities, the capacity for innovation, brand name, the firm’s reputation for its
goods or services and how it interacts with people (such as employees, customers, and sup-
pliers), and organizational culture are intangible resources.” As illustrated in the Strategic
Focus, the marketing routines and brand Coca-Cola uses to facilitate consumer demand for
its products are examples of intangible resources.

Tanai The four primary categories of tangible resources are financial, organizational, physical,
angible resources are . . . . .
ssets that can be observed  and technological (see Table 3.1). The three primary categories of intangible resources are

and quantified. human, innovation, and reputational (see Table 3.2).

Intangible resources

include assets that are Tangible Resources

rooted deeply in the firm's As tangible resources, a firm’s borrowing capacity and the status of its physical facilities are
::ﬁfr:’m chfeﬁs‘ljéiszer visible. The value of many tangible resources can be established through financial state-
diffeult for competitors to ments, but these statements do not account for the value of all the firm’s assets, because they
analyze and imitate. disregard some intangible resources.” The value of tangible resources is also constrained

Table 3.1 Tangible Resources

Financial Resources + The firm’s capacity to borrow
+ The firm’s ability to generate funds through internal operations

Organizational Resources - Formal reporting structures

Physical Resources « The sophistication of a firm's plant and equipment and the
attractiveness of its location

» Distribution facilities

« Product inventory

Technological Resources « Availability of technology-related resources such as copyrights,
patents, trademarks, and trade secrets

Sources: Adapted from J. B. Barney, 1991, Firm resources and sustained competitive advantage, Journal of Management, 17:101; R. M.
Grant, 1991, Contemporary Strategy Analysis, Cambridge: U.K.: Blackwell Business, 100-102.
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Table 3.2 Intangible Resources
Human Resources » Knowledge
» Trust
« Skills

Innovation Resources + Ideas
« Scientific capabilities
« Capacity to innovate

Reputational Resources « Brand name

customers

« Abilities to collaborate with others

+ Perceptions of product quality, durability, and reliability
» Positive reputation with stakeholders such as suppliers and

Sources: Adapted from R. Hall, 1992, The strategic analysis of intangible resources, Strategic Management Journal, 13: 136-139: R. M.
Grant, 1991, Contemporary Strategy Analysis, Cambridge: U.K.: Blackwell Business, 101-104.

Stratagic rocys

SUCCESS

Emphasis on Value Creation through Tangible (Kinder Morgan)

and Intangible (Coca-Cola Inc.) Resources

Some firms have valuable resources which allow them to ulti-
mately create value as they manage these resources through their
capabilities. As outlined in the chapter, tangible resources can be
categorized into financial, organizational, physical, and techno-
logical, whereas intangible resources are human, innovation, and
reputational.

Kinder Morgan is a company that has vast tangible resources
through its system of oil and gas pipelines throughout the United
States and into Canada. Richard Kinder, CEO of Kinder Morgan,
manages the Kinder Morgan Corporation, which is the third larg-
est energy firm headquartered in the United States in terms of
overall valuation. In regard to specific physical tangible resources,
Kinder Morgan has 75,000 miles of pipe and 180 storage terminals
capable of handling 2.5 million barrels of oil and 55 billion cubic
feet of gas per day. It has a number of publicly traded entities
which total $100 billion in enterprise value (equity plus debt).
Kinder Morgan also has assets in Canada to facilitate transport-
ing gas liquids to Alberta to dilute thick tar sands, which are then
carried to tankers on the Pacific Coast. Much of this natural gas
comes from as far south as Texas. Furthermore, additional physi-
cal assets were picked up in an acquisition of El Paso, another
pipeline company, which allows natural gas to be liquefied and
transported to energy-starved markets such as Japan and Korea.
The liquid natural gas is a nice play because gas prices in Japan
and Korea can be $12 per thousand cubic feet, where the same
gas in the United States may cost less than $4 per thousand cubic
feet, creating a nice profit potential.

Interestingly, Kinder Morgan also has financial assets, as many
firms do, but some of these assets come through creative tax

Bulk terminals in Tampa, Florida are some of Kinder Morgan’s
above-ground tangible resources.

approaches to earnings distribution. Most pipelines in the United
States have the availability of a corporate structure known as a
master limited partnership (MLP). MLPs have income-producing
assets which are handled by the general partner and distributed
to the limited partners. As such, all profits and tax liabilities are
passed on to the unit holders such that the corporations involved
pay no income tax. This has created an incentive to acquire assets
where a corporate tax is paid and incorporating them into the
MLP framework such that corporate taxes are no longer paid,
although the unit limited partners do pay taxes. Although the
resources noted above create the potential for value, the capabili-
ties to choose the right resources and pipelines to buy as well
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ipabilities and the foresight needed to
1is, of course, relevant to the ultimate
2d. In this case, the U.S. shale drilling
icant increase in gas, propane, and oil
rket and has created a huge opportu-
er Morgan because they can charge

i or barrel of oil passing through their

r storage tanks.

+ has many assets; however, many of
vith Coca-Cola are of the intangible
-Cola has its brand name and the ability
way that creates continual value for
a-Cola has many ad agencies to help
message to its consumers. Although
at the center of Coca-Cola’s marketing
ica-Cola’s team has been able to cre-

s to support its image. It also created a
iywhere in the World", which was heard
npics. Furthermore, its online videos
Bowl featuring its polar bears, which
ola advertising dating back to 1922,

n views. This shareable, online content
drink earnings a 5 percent bump in
wurse, a firm must be able to manage its
1 brand through distinctive marketing
rere by Coca-Cola.
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Coca-Cola also has resources that are focused on tangible
financial abilities. Coke accounts for 17 percent of juice-related
volume sold in the world’s top 22 markets, compared with 9 per-
cent for PepsiCo. It has massive storage tanks in Florida insulated
and full of fresh-squeezed juice chilling at 30 °F to 34 °F. Coke and
Cutrale (Coca-Cola's Brazilian juice partner) buy almost one-third
of the 145 million boxes of oranges grown by more than 400
Florida growers. Coca-Cola markets its juice in the United States
through the Minute Maid brand, which it bought in 1960. The
“secret” formula in juices is the complex algorithm of business
analytics to manage the flow from the farm to the distribution
center, including the large tanks of frozen juice concentrate which
is the base material used in the beverage. The financial analytics
to manage this process are a distinct tangible resource that Coca-
Cola uses to manage the flow of these products. Again, it takes
distinct capabilities to manage both the intangible, reputational
resources, as well as the tangible financial analytics that manage
the flow of juices in Coke's worldwide operations.

Sources: 2013, Super Bowl: Classic vs. fresh, Fast Company, February, 22; J. Kirby, 2013,
Creative that cracks the code, Harvard Business Review, (91)3: 86-89; Z. R. Mider, 2013, It
pays to own a pipeline, Bloomberg Businessweek, January 28, 26-28; D. Stanford, 2013,
Coke has a secret formula for orange juice, too, Bloomberg Businessweek, February 4,
19-21; N. Zmuda, 2013, Behind the scenes of Coca-Cola’s Super Bowl in 2013 ad plans,
Advertising Age, February 4, 24; C. Helman, 2012, Richard Kinder's energy kingdom,
Forbes, December 10, 76-84; T. Shufelt, 2012, Why Kinder is winning the pipeline race,
Canadian Business, October 1, 21; T. Stynes & A. Sider, 2012, Kinder Morgan sells assets
as part of El Paso deal, Wall Street Journal, August 21, B3.
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because they are hard to leverage—it is difficult to derive additional business or value from
a tangible resource. For example, an airplane is a tangible resource, but “You can’t use the
same airplane on five different routes at the same time. You can’t put the same crew on five
different routes at the same time. And the same goes for the financial investment you've
made in the airplane”*

Although production assets are tangible, many of the processes necessary to use these
assets are intangible. Thus, the learning and potential proprietary processes associated with
a tangible resource, such as manufacturing facilities, can have unique intangible attributes,
such as quality control processes, unique manufacturing processes, and technologies that
develop over time.”

Intangible Resources
Compared to tangible resources, intangible resources are a superior source of capabilities
and subsequently, core competencies.’ In fact, in the global economy, “the success of a
corporation lies more in its intellectual and systems capabilities than in its physical assets.
[Moreover], the capacity to manage human intellect—and to convert it into useful products
and services—is fast becoming the critical executive skill of the age™

Because intangible resources are less visible and more difficult for competitors to under-
stand, purchase, imitate, or substitute for, firms prefer to rely on them rather than on tangible

M. Stasy
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resources as the foundation for their capabilities.
In fact, the more unobservable (i.e., intangible) a
resource is, the more valuable that resource is to
create capabilities.” Another benefit of intangible
resources is that, unlike most tangible resources,
their use can be leveraged. For instance, sharing
knowledge among employees does not diminish
its value for any one person. To the contrary, two
people sharing their individualized knowledge
sets often can be leveraged to create additional
knowledge that, although new to each individual,
contributes potentially to performance improve-
ments for the firm.

Reputational resources (see Table 3.2) are
important sources of a firms capabilities and core
competencies. Indeed, some argue that a posi-
tive reputation can even be a source of competi-
tive advantage.”” Earned through the firm’s actions
as well as its words, a value-creating reputation is
a product of years of superior marketplace compe-
tence as perceived by stakeholders.” A reputation indicates the level of awareness a firm has been
able to develop among stakeholders and the degree to which they hold the firm in high esteem.”

A well-known and highly valued brand name is a specific reputational resource.®® A
continuing commitment to innovation and aggressive advertising facilitates firms’ efforts to
take advantage of the reputation associated with their brands.® Harley-Davidson has a repu-
tation for producing and servicing high-quality motorcycles with unique designs. Because
of the desirability of its reputation, the company also produces a wide range of accessory
items that it sells on the basis of its reputation for offering unique products with high qual-
ity. Sunglasses, jewelry, belts, wallets, shirts, slacks, belts, and hats are just a few of the large
variety of accessories customers can purchase from a Harley-Davidson dealer or from its
online store.* However, reputation is also being facilitated more quickly now through social
media. As one analyst wrote, “your brand is nothing more than the sum of conversations
being had about it. That is why social media is so powerful”® One study showed that Hokey
Pokey, a popular “super premium” ice cream retailer with a dozen outlets in India, improved
its brand equity “by using social media platforms to connect with its target consumers and
create an engaging brand experience”** As noted in the Strategic Focus, Coca-Cola is using
social media effectively to build its reputational resources.

3-2b Capabilities
The firm combines individual tangible and intangible resources to create capabilities. In
turn, capabilities are used to complete the organizational tasks required to produce, dis-
tribute, and service the goods or services the firm provides to customers for the purpose
of creating value for them.® As a foundation for building core competencies and hopefully
competitive advantages, capabilities are often based on developing, carrying, and exchang-
ing information and knowledge through the firm’s human capital.*® Hence, the value of
human capital in developing and using capabilities and, ultimately, core competencies can-
not be overstated.” At IBM, for example, human capital is critical to forming and using the
firm’s capabilities for long-term customer relationships and deep scientific and research
skills, and the breadth of the firm’s technical skills in hardware, software, and services.*®
As illustrated in Table 3.3, capabilities are often developed in specific functional
areas (such as manufacturing, R&D, and marketing) or in a part of a functional area

©iStockPhoto.com/Co

Developing capabilities in specific functional areas can give
companies a competitive edge. The effective use of social media
to direct advertising to specific market segments has given some
firms an advantage over their rivals.
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(e.g., advertising). Table 3.3 shows a grouping of organizational functions and the capabili-
ties that some companies are thought to possess in terms of all or parts of those functions.

3-2c Core Competencies

Defined in Chapter 1, core competencies are capabilities that serve as a source of competitive
advantage for a firm over its rivals. Core competencies distinguish a company competitively
and reflect its personality. Core competencies emerge over time through an organizational
process of accumulating and learning how to deploy different resources and capabilities.*
As the capacity to take action, core competencies are “crown jewels of a company; the activ-
ities the company performs especially well compared to competitors and through which the
firm adds unique value to the goods or services it sells to customers.”

Innovation is thought to be a core competence at Apple. As a capability, R&D activi-
ties are the source of this core competence. More specifically, the way Apple has combined
some of its tangible (e.g., financial resources and research laboratories) and intangible (e.g.,
scientists and engineers and organizational routines) resources to complete research and
development tasks creates a capability in R&D. By emphasizing its R&D capability, Apple is
able to innovate in ways that create unique value for customers in the form of the products
it sells, suggesting that innovation is a core competence for Apple.

Excellent customer service in its retail stores is another of Apple’s core competencies. In

this instance, unique and contemporary store designs (a tangible resource) are combined
with knowledgeable and skilled employees (an intangible resource) to provide superior ser-
vice to customers. A number of carefully developed training and development procedures
are capabilities on which Apple’s core competence of excellent customer service is based.
The procedures that are capabilities include “.. intensive control of how employees interact

Table 3.3 Example of Firms’ Capabilities

Functional Areas Capabilities Examples of Firms

Distribution « Effective use of logistics management techniques m

Management Information - Effective and efficient control of inventories through point-of-
Systems purchase data collection methods

Management « Ability to envision the future of clothing
. Zara

Research & Development « Innovative technology « Caterpillar
- Development of sophisticated elevator control solutions « Otis Elevator Co.
» Rapid transformation of technology into new products and « Chaparral Steel
processes » Thomson Consumer
- Digital technology Electronics

© Cengage Learning
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Samsung Bests Apple in Smartphone Sales by Its Imitation Capability

Samsung is a large, diversified business group located in South
Korea and accounts for 17 percent of South Korea's gross domestic
product (GDP). The overall business group employs 370,000 peo-
ple in more than 80 countries. Samsung’s largest separate business
is Samsung Electronics, which has grown to over $141 billion in
sales in 2012. In particular, it has had strong strategic success in
smartphones; in 2012 it overtook Apple, with 29 percent market
share versus Apple’s 22 percent. It realized a 7 percent gain in
smartphone market share relative to other competitors compared
to its position in 2011. Samsung got into the electronics business
like other Korean conglomerates such as LG and Hyundai by start-
ing small, making components for other firms in the industry.
Getting into the semiconductor industry requires a semi-
conductor fab (i.e, a silicon wafer fabrication plant) which costs

$2 to $3 billion. Once you have the infrastructure in place, you can Samsung has pursued a competitive strategy based on both
begin selling semiconductor components to other companies. innovation and imitation.
The knowledge that comes from developing key components
allows strong insight into how the industry works. “Indeed, part position in cell phones was eroded. Not only was it blindsided
of Samsung’s secret sauce is that it controls and manufactures by smartphones earlier, but it was overtaken by Samsung on cell
many of the building blocks of its phones! The firm leverages this phones. Sony Ericsson's partnership dissolved, and Palm disap-
foothold to develop an advantage that other companies have peared into Hewlett-Packard. BlackBerry is on the edge of failure
little chance of matching. In 2012, Samsung Electronics devoted as well. Samsung Electronics strives for manufacturing efficiency
$21.5 billion to capital expenditures, more than twice the invest- and excellence and stellar new product development across a
ment spent by Apple. range or product lines. It also has established a new institute in
To get into smartphones, Samsung built upon an existing Silicon Valley to develop its own software, one area where it is

innovation, the iPhone. Over time, it built a more advanced prod- behind. Samsung’s Galaxy line of smartphones uses the Android
uct that sold better than the iPhone. Samsung has pursued a operating system created by Google.
‘copycat” strategy by innovating where it has an advantage and Although Samsung produces key components for other pro-
imitating every place else. The proof of the imitation strategy is ducers, including Apple, it suggests that it has a walled-off business
found in a recent court ruling that went against Samsung in a case where one side does not talk to the other to know what the other is
where Apple claimed patent infringement. Although Samsung doing. However, because they manufacture components for many
has copied some design aspects of the iPhone, it has been in high other firms, “they can see three years ahead,"one analyst commented.
technology screens for quite a long time, having been a maker of Of course, there are upstart Chinese firms that might become the
televisions and other LED screen technology applications. Product next Samsung, just as Samsung has displaced Sony in consumer

5 improvements in the smartphone came through Samsung’s core electronics. As such, Samsung’s chairman, D. J. Lee, continues to sug-

% competence, “‘producing big, beautiful screens”” Furthermore, gest that, “We are in danger. We are in jeopardy. However, this per-

g Samsung has cultivated an ability to quickly understand the petual crisis mentality has helped them to maintain their lead.

ijl functions and imitate—and where possible given its strengths, Source: M. Chafkin, 2013, Samsung: For elevating imitation to an art form, Fast

g improve on—competitors’ products. Because it has the ability to Company, March, 108; S. Grobart, 2013, Think colossal: How Samsung became

o manufacture products quickly as a contract manufacturer, it has the world’s no. 1 smartphone maker — and its plans to stay on top, Bloomberg

g . X X . Businessweek, April 1-April 7, 58-64; R. Hof, 2013, Report: Samsung gains in grab for

% the skill to produce incremental pI’OdUCt Improvements qUICkly' Google’s mobile ad revenues, Forbes, www.forbes.com, April 3;Y. Kim, F. Bellman, &

% Interestingly, Samsung has risen with this strategic approach, S. Grundberg, 2013, Samsung covets low-end of smartphone market, too, Wall Street

‘;; which is focused on manufacturing its own components as well Journal, March 22, B5; M. Lev-Ram, 2013, Samsung's road to meHe domination,.

n X . . . Fortune, February 4, 98-102; J. Osawa, M. Lee, & D. Wakabayashi, 2013, Samsung in

% as other competltors’ components, while others have failed in talks to invest in Sharp, in deal that could lead to purchase of LCD panels, Wall Street

b= the smartphone market. Motorola split up its handset business Journal, March 6, B3; O. Shenkar, 2010, Copycats: How Smart Companies Use Imitation to

2 and sold part of it to Google. Nokia’s longstanding number one Gain a Strategic Edge, Cambridge: Harvard Business School Press.
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with customers, scripted training for on-site tech support and consideration of every store
detail down to the pre-loaded photos and music on demo devices””

Interestingly, even though Apple has excellent innovation capabilities, Samsung has
overtaken Apple in smartphone sales, as illustrated in the Strategic Focus. It has done so
largely through imitating Apple’s products and by adding additional features such as larger
screens, one of Samsung Electronics’ core competencies. Samsung also has core competen-
cies in manufacturing its own components and components for other competitors, which

o give it insight into future innovations and allow it to produce new products quickly. It also
o seems to retain these capabilities by continually maintaining a crisis mentality.”
{

Learn about Samsung, . . .
sompettorotanple.  3-3  Building Core Competencies

] brain.
PITSEREE DT Two tools help firms identify their core competencies. The first consists of four specific cri-

teria of sustainable competitive advantage that can be used to determine which capabilities
are core competencies. Because the capabilities shown in Table 3.3 have satisfied these four
criteria, they are core competencies. The second tool is the value chain analysis. Firms use
this tool to select the value-creating competencies that should be maintained, upgraded, or
developed and those that should be outsourced.

3-3a The Four Criteria of Sustainable
Competitive Advantage

Capabilities that are valuable, rare, costly to imitate, and nonsubstitutable are core competen-
cies (see Table 3.4). In turn, core competencies can lead to competitive advantages for the
firm over its rivals. Capabilities failing to satisfy the four criteria are not core competencies,
meaning that although every core competence is a capability, not every capability is a core
competence. In slightly different words, for a capability to be a core competence, it must be
valuable and unique from a customer’s point of view. For a core competence to be a potential
source of competitive advantage, it must be inimitable and nonsubstitutable by competitors.”

A sustainable competitive advantage exists only when competitors cannot duplicate the
benefits of a firm’s strategy or when they lack the resources to attempt imitation. For some
period of time, the firm may have a core competence by using capabilities that are valuable
and rare, but imitable. For example, some firms are trying to develop a core competence
and potentially a competitive advantage by out-greening their competitors. (Interestingly,
developing a “green” core competence can contribute to the firm’s efforts to earn above-
average returns while benefitting the broader society.) Since 2005, Walmart has used its

Table 3.4 The Four Criteria of Sustainable Competitive Advantage

Valuable Capabilities « Help a firm neutralize threats or exploit opportunities
Rare Capabilities « Are not possessed by many others
Costly-to-Imitate Capabilities « Historical: A unique and a valuable organizational culture or
brand name
+ Ambiguous cause: The causes and uses of a competence are
unclear

« Social complexity: Interpersonal relationships, trust, and
friendship among managers, suppliers, and customers

Nonsubstitutable Capabilities » No strategic equivalent

M. Stasy

© Cengage Learning

Copyright 2013 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Username: Feng Helen LiangBook: Strategic Management: Concepts and Cases: Competitiveness and Globalization, 11th Edition. No
part of any book may be reproduced or transmitted in any form by any means without the publisher's prior written permission. Use (other
than pursuant to the qualified fair use privilege) in violation of the law or these Terms of Service is prohibited. Violators will be prosecuted
to the full extent of the law.

Chapter 3: The Internal Organization: Resources, Capabilities, Core Competencies, and Competitive Advantages 87

resources in ways that have allowed it to reduce its stores’ carbon footprint by more than
10 percent and the carbon footprint of its trucking fleet by several times this percentage.
It is also influencing its supply chain vendors to foster this same goal. For example, it has
aligned with Patagonia, an outdoor apparel firm with a strong record in sustainability, “to
launch the Sustainable Apparel Coalition, whose members now produce more than 30% of
all clothing sold globally. The goal is to develop the tools to measure, monitor, and reduce
the impact the apparel industry has on the environment””*

The length of time a firm can expect to create value by using its core competencies is a
function of how quickly competitors can successfully imitate a good, service, or process. Value-
creating core competencies may last for a relatively long period of time only when all four of
the criteria we discuss next are satisfied. Thus, either Walmart or Patagonia would know that it
has a core competence and possibly a competitive advantage in terms of green practices if the
way the firm uses its resources to complete these practices satisfies the four criteria.

Valuable

Valuable capabilities allow the firm to exploit opportunities or neutralize threats in its
external environment. By effectively using capabilities to exploit opportunities or neutral-
ize threats, a firm creates value for customers.” For example, Groupon created the “daily
deal” marketing space and reached $1 billion in revenue faster than any other company in
history. However, many imitators appeared very quickly and often with lower fixed costs,
which allowed them to survive in the space even though they were not the first mover.
Groupon may succeed but shorter development cycles, especially for such online firms,
makes it harder for successful startups to create enduring competitive advantage. “In other
words, they are increasingly vulnerablete.the same:capital-market pressures that plague big
companies—but before they’ve developed lasting corporate assets””®

Rare

Rare capabilities are capabilities that few, if any, competitors possess. A key question to be
answered when evaluating this criterion is, “How many rival firms possess these valuable
capabilities?” Capabilities possessed by many rivals are unlikely to become core competen-
cies for any of the involved firms. Instead, valuable but common (i.e., not rare) capabilities
are sources of competitive parity.”” Competitive advantage results only when firms develop
and exploit valuable capabilities that become core competencies and that differ from those
shared with competitors. The central problem for Groupon is that its capabilities to produce
the “daily deal” reached competitive parity quickly. Similarly, Walmart has developed capa-
bilities to foster their sustainability/green initiatives which are valuable, but Target, another
big-box retailer, may duplicate them and as such they may not be rare.

Costly to Imitate

Costly-to-imitate capabilities are capabilities that other firms cannot easily develop.

Capabilities that are costly to imitate are created because of one reason or a combinationof . . ...
pabilities

three reasons (see Table 3.4). First, a firm sometimes is able to develop capabilities because  jiow the firm to exploit

of unique historical conditions. As firms evolve, they often acquire or develop capabilities  opportunities or neutralize

that are unique to them.” thrgats in its external

A firm with a unique and valuable organizational culture that emerged in the early stages environment

of the company’s history “may have an imperfectly imitable advantage over firms founded = Rare capabilities are

in another historical period;”” one in which less valuable or less competitively useful values Egﬁﬁ!gﬁ;gﬁiﬁ fany,

and beliefs strongly influenced the development of the firm’s culture. Briefly discussed in o

Chapter 1, organizational culture is a set of values that are shared by members in the organi- f:::llgi-lti:i::“:?ete

zation. We explain this in greater detail in Chapter 12. An organizational culture is a source  ;papilities that other firms

of advantage when employees are held together tightly by their belief in it and the leaders  cannot easily develop.
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who helped to create it.** With its emphasis on cleanliness,
consistency, and service and the training that reinforces the
value of these characteristics, McDonald’s culture is thought
by some to be a core competence and a competitive advan-
tage. The same appears to be the case for CarMax, one of
Fortune magazine’s 100 Best Companies to Work For. CEO
Tom Folliard visited 70 stores in 2012 and hosted grand
openings, employee town hall meetings, and steak cookouts.
CarMax epitomizes “the small-company culture” even as it
“has grown to 119 stores and 18,000 employees.”® Folliard
states that “T've always believed the saying, ‘if you take care
of your associates, they’ll take care of your customers, and
the rest will take care of itself” %

A second condition of being costly to imitate occurs
when the link between the firm’s core competencies and
its competitive advantage is causally ambiguous.® In these
instances, competitors can't clearly understand how a firm
uses its capabilities that are core competencies as the foun-
dation for competitive advantage. As a result, firms are
uncertain about the capabilities they should develop to
duplicate the benefits of a competitor’s value-creating strategy. For years, firms tried to
imitate Southwest Airlines’ low-cost strategy but most have been unable to do so, primarily
because they can’t duplicate this firm’s unique culture.

Social complexity is the third reason that capabilities can be costly to imitate. Social com-
plexity means that at least some, and frequently many, of the firm’s capabilities are the prod-
uct of complex social phenomena. Interpersonal relationships, trust, friendships among
managers and between managers and employees, and a firm’s reputation with suppliers and
customers are examples of socially complex capabilities. Southwest Airlines is careful to
hire people who fit with its culture. This complex interrelationship between the culture and
human capital adds value in ways that other airlines cannot, such as jokes on flights by the
flight attendants or the cooperation between gate personnel and pilots.

ZUMA Press, Inc./Alamy

Even though it has well over 100 stores and 18,000
employees, CarMax has developed a small-company
culture that is difficult for competitors to imitate.

Nonsubstitutable
Nonsubstitutable capabilities are capabilities that do not have strategic equivalents. This
final criterion “is that there must be no strategically equivalent valuable resources that are
themselves either not rare or imitable. Two valuable firm resources (or two bundles of firm
resources) are strategically equivalent when they each can be separately exploited to imple-
ment the same strategies”® In general, the strategic value of capabilities increases as they
become more difficult to substitute. The more intangible and hence invisible capabilities
are, the more difficult it is for firms to find substitutes and the greater the challenge is to
competitors trying to imitate a firm’s value-creating strategy. Firm-specific knowledge and
trust-based working relationships between managers and nonmanagerial personnel, such
as existed for years at Southwest Airlines, are examples of capabilities that are difficult to
identify and for which finding a substitute is challenging. However, causal ambiguity may
make it difficult for the firm to learn as well and may stifle progress, because the firm may
not know how to improve processes that are not easily codified and thus are ambiguous.®
In summary, only using valuable, rare, costly-to-imitate, and nonsubstitutable capabili-
ties has the potential for the firm to create sustainable competitive advantages. Table 3.5
capabilities are shows the competitive consequences and performance implications resulting from combi-
capabilities that do not nations of the four criteria of sustainability. The analysis suggested by the table helps man-
have strategic equivalents. agers determine the strategic value of a firm’s capabilities. The firm should not emphasize

Nonsubstitutable
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Table 3.5 Outcomes from Combinations of the Criteria for Sustainable Competitive Advantage

Is the Capability

Is the Capability
Rare?

Is the Capability Is the Capability

Nonsubstitutable?

Competitive
Valuable?
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Performance

Costly to Imitate?

Yes/no

« Temporary
competitive
advantage

Consequences

« Competitive
disadvantage

Implications

« Below-average
returns

« Average returns
to above-
average returns
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capabilities that fit the criteria described in the first row in the table (i.e., resources and
capabilities that are neither valuable nor rare and that are imitable and for which strategic
substitutes exist). Capabilities yielding competitive parity and either temporary or sustain-
able competitive advantage, however, will be supported. Some competitors such as Coca-
Cola and PepsiCo and Boeing and Airbus may have capabilities that result in competitive
parity. In such cases, the firms will nurture these capabilities while simultaneously trying to
develop capabilities that can yield either a temporary or sustainable competitive advantage.

3-3b Value Chain Analysis

Value chain analysis allows the firm to understand the parts of its operations that create
value and those that do not.* Understanding these issues is important because the firm
earns above-average returns only when the value it creates is greater than the costs incurred
to create that value.”

The value chain is a template that firms use to analyze their cost position and to iden-
tify the multiple means that can be used to facilitate implementation of a chosen strategy.*®
Today’s competitive landscape demands that firms examine their value chains in a global
rather than a domestic-only context.* In particular, activities associated with supply chains
should be studied within a global context.”

We show a model of the value chain in Figure 3.3. As depicted in the model, a firm’s
value chain is segmented into value chain activities and support functions. Value chain
activities are activities or tasks the firm completes in order to produce products and then
sell, distribute, and service those products in ways that create value for customers. Support
functions include the activities or tasks the firm completes in order to support the work
being done to produce, sell, distribute, and service the products the firm is producing. A
tirm can develop a capability and/or a core competence in any of the value chain activities
and in any of the support functions. When it does so, it has established an ability to create
value for customers. In fact, as shown in Figure 3.3, customers are the ones firms seek to
serve when using value chain analysis to identify their capabilities and core competen-
cies. When using their unique core competencies to create unique value for customers that
competitors cannot duplicate, firms have established one or more competitive advantages.
This appears to be the case for Samsung as it relies on several core competencies, described
earlier in a Strategic Focus, to quickly produce high-quality electronic products that are sold
at lower prices than those of their competitors to customers throughout the world.

Value chain activities
are activities or tasks the
firm completes in order to
produce products and then
sell, distribute, and service
those products in ways that
create value for customers.

Support functions

include the activities or

tasks the firm completes in

order to support the work

being done to produce,

sell, distribute, and service |
the products the firm is

producing.
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Figure 3.3 A Model of the Value Chain
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The activities associated with each part of the value chain are shown in Figure 3.4, while
the activities that are part of the tasks firms complete when dealing with support functions
appear in Figure 3.5. All items in both figures should be evaluated relative to competitors’
capabilities and core competencies. To become a core competence and a source of competi-
tive advantage, a capability must allow the firm (1) to perform an activity in a manner that
provides value superior to that provided by competitors, or (2) to perform a value-creating
activity that competitors cannot perform. Only under these conditions does a firm create
value for customers and have opportunities to capture that value.

Creating value for customers by completing activities that are part of the value chain
often requires building effective alliances with suppliers (and sometimes others to which
the firm outsources activities, as discussed in the next section) and developing strong posi-
tive relationships with customers. When firms have such strong positive relationships with
suppliers and customers, they are said to have “social capital”” The relationships themselves
have value because they produce knowledge transfer and access to resources that a firm
may not hold internally.”* To build social capital whereby resources such as knowledge are
transferred across organizations requires trust between the parties. The partners must trust
each other in order to allow their resources to be used in such a way that both parties will
benefit over time and neither party will take advantage of the other.” Trust and social capi-
tal usually evolve over time with repeated interactions, but firms can also establish special
means to jointly manage alliances that promote greater trust with the outcome of enhanced
benefits for both partners.”

Evaluating a firm’s capability to execute its value chain activities and support functions
is challenging. Earlier in the chapter, we noted that identifying and assessing the value of
a firm’s resources and capabilities requires judgment. Judgment is equally necessary when
using value chain analysis because no obviously correct model or rule is universally avail-
able to help in the process.
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Figure 3.4 Creating Value through Value Chain Activities
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What should a firm do about value chain activities and support functions in which its
resources and capabilities are not a source of core competence? Outsourcing is one solution
to consider.

3-4 Outsourcing

Concerned with how components, finished goods, or services will be obtained, outsourcing

is the purchase of a value-creating activity or a support function activity from an external

supplier. Not-for-profit agencies as well as for-profit organizations actively engage in out-

sourcing. Firms engaging in effective outsourcing increase their flexibility, mitigate risks,

and reduce their capital investments.” In multiple global industries, the trend toward out-

sourcing continues at a rapid pace.”® Moreover, in some industries virtually all firms seek the

value that can be captured through effective outsourcing. As with other strategic manage-

ment process decisions, careful analysis is required before the firm decides to outsource.””  outsourcing is the
And if outsourcing is to be used, firms must recognize that only activities where they cannot g“eract?sseacc’;ii;’a '(‘)Jr‘:
create value or where they are at a substantial disadvantage compared to competitors should J /

support function activity
be outsourced.”® from an external supplier.
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What should a firm do about value chain activities and support functions in which its
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Figure 3.5 Creating Value through Support Functions
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Outsourcing can be effective because few, if any, organizations possess the resources
and capabilities required to achieve competitive superiority in all value chain activities and
support functions. For example, research suggests that few companies can afford to develop

. internally all the technologies that might lead to competitive advantage.” By nurturing a

o smaller number of capabilities, a firm increases the probability of developing core compe-

( tencies and achieving a competitive advantage because it does not become overextended.
In addition, by outsourcing activities in which it lacks competence, the firm can fully con-
centrate on those areas in which it can create value. Many times firms establish cooperative
relationships with outsourcing partners as illustrated in Chapter 9 on cooperative strategy.
The consequences of outsourcing cause additional concerns. For the most part, these

Learn more about new
dimensions in outsourcing.

www.cengagebrain.com

concerns revolve around the potential loss in firms’ innovative ability and the loss of jobs
within companies that decide to outsource some of their work activities to others. Thus,
innovation and technological uncertainty are two important issues to consider when mak-
ing outsourcing decisions. However, firms can also learn from outsource suppliers how
to increase their own innovation capabilities."” Companies must be aware of these issues
and be prepared to fully consider the concerns about opportunities from outsourcing sug-
gested by different stakeholders (e.g., employees). The opportunities and concerns may
be especially significant when firms outsource activities or functions to a foreign supply
source (often referred to as offshoring)."> Bangalore and Belfast are hotspots for technology

M. Stasy
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outsourcing, competing with major operations
in other nations such as China. Yet many firms,
including Apple and General Electric, are mov-
ing activities back to the United States or keeping
them home instead of moving them to a foreign
location."” This is due in part to increasing wages
in countries like China, but also because of abun-
dant energy with low natural gas prices in the
United States.

3-5 Competencies,
Strengths, \
We akn esses 7 an d This Belfast outsourcing center provides support for a U.S.-based

Str ate glc telecom firm. Outsourcing can help firms lower costs and focus on

Decisions

By analyzing the internal organization, firms are able to identify their strengths and weak-
nesses in resources, capabilities, and core competencies. For example, if a firm has weak
capabilities or does not have core competencies in areas required to achieve a competitive
advantage, it must acquire those resources and build the capabilities and competencies
needed. Alternatively, the firm could decide to outsource a function or activity where it is
weak in order to improve its ability to use its remaining resources to create value."”

In considering the results of examining the firm’s internal organization, managers
should understand that having a significant quantity of resources is not the same as having
the “right” resources. The “right” resources are those with the potential to be formed into
core competencies as the foundation for creating value for customers and developing com-
petitive advantages as a result of doing so. Interestingly, decision makers sometimes become
more focused and productive when seeking to find the right resources when the firm’ total
set of resources is constrained.'”®

Tools such as outsourcing help the firm focus on its core competencies as the source of
its competitive advantages. However, evidence shows that the value-creating ability of core
competencies should never be taken for granted. Moreover, the ability of a core competence
to be a permanent competitive advantage can't be assumed. The reason for these cautions
is that all core competencies have the potential to become core rigidities."® Typically, events
occurring in the firm’s external environment create conditions through which core com-
petencies can become core rigidities, generate inertia, and stifle innovation. “Often the flip
side, the dark side, of core capabilities is revealed due to external events when new competi-
tors figure out a better way to serve the firm’s customers, when new technologies emerge, or
when political or social events shift the ground underneath”™"”

Historically, Borders Group Inc. relied on its large storefronts that were conveniently
located for customers to visit and browse through books and magazines in a pleasant atmo-
sphere as sources of its competitive success. Over the past decade or so, though, digital
technologies (part of the firm’s external environment) rapidly changed customers’ shopping
patterns for reading materials. Amazon.com’s use of the Internet significantly changed the
competitive landscape for Borders and similar competitors such as Barnes & Noble. It is
possible that Borders’ core competencies of store locations and a desirable physical envi-
ronment for customers became core rigidities for this firm, eventually leading to its filing
of bankruptcy in early 2011 and subsequent liquidation."”® Managers studying the firm’s

David Silverman/Getty Images

those areas in which they can create value.
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internal organization are responsible for making certain that core competencies do not

become core rigidities.

After studying its external environment to determine what it might choose to do (as
explained in Chapter 2) and its internal organization to understand what it can do (as
explained in this chapter), the firm has the information required to select a business-level
strategy that it will use to compete against rivals. We describe different business-level strate-

gies in the next chapter.

SUMMARY

B In the current competitive landscape, the most effective orga-
nizations recognize that strategic competitiveness and above-
average returns result only when core competencies (identified
by studying the firm’s internal organization) are matched with
opportunities (determined by studying the firm’s external
environment).

B No competitive advantage lasts forever. Over time, rivals use
their own unique resources, capabilities, and core compe-
tencies to form different value-creating propositions that
duplicate the focal firm’s ability to create value for customers.
Because competitive advantages are not permanently sustain-
able, firms must exploit their current advantages while simul-
taneously using their resources and capabilities to form new
advantages that can lead to future competitive success.

B Effectively managing core competencies requires careful analy-
sis of the firm’s resources (inputs to the production process)
and capabilities (resources that have been purposely inte-
grated to achieve a specific task or set of tasks). The knowledge
the firm’s human capital possesses is among the most signifi-
cant of an organization’s capabilities and ultimately provides
the base for most competitive advantages. The firm must
create an organizational culture that allows people to integrate
their individual knowledge with that held by others so that,
collectively, the firm has a significant amount of value-creating
organizational knowledge.

B Capabilities are a more likely source of core competence and
subsequently of competitive advantages than are individual
resources. How a firm nurtures and supports its capabilities

so they can become core competencies is less visible to rivals,
making efforts to understand and imitate the focal firm's capa-
bilities difficult.

Only when a capability is valuable, rare, costly to imitate, and
nonsubstitutable is it a core competence and a source of com-
petitive advantage. Over time, core competencies must be
supported, but they cannot be allowed to become core rigidi-
ties. Core competencies are a source of competitive advantage
only when they allow the firm to create value by exploiting
opportunities in its external environment. When this is no
longer possible, the company shifts its attention to forming
other capabilities that satisfy the four criteria of a sustainable
competitive advantage.

Value chain analysis is used to identify and evaluate the com-
petitive potential of resources and capabilities. By studying
their skills relative to those associated with value chain activi-
ties and support functions, firms can understand their cost
structure and identify the activities through which they can
create value.

When the firm cannot create value in either a value chain
activity or a support function, outsourcing is considered. Used
commonly in the global economy, outsourcing is the purchase
of a value-creating activity from an external supplier. The firm
should outsource only to companies possessing a competitive
advantage in terms of the particular primary or support activ-
ity under consideration. In addition, the firm must continu-
ously verify that it is not outsourcing activities from which it
could create value.

REVIEW QUESTIONS

1. Why is it important for a firm to study and understand its inter- 3.

nal organization?

2. What is value? Why is it critical for the firm to create value?
How does it do so?

What are the differences between tangible and intangible
resources? Why is it important for decision makers to under-
stand these differences? Are tangible resources more valuable
for creating capabilities than are intangible resources, or is the
reverse true? Why?
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4. What are capabilities? How do firms create capabilities?

5. What four criteria must capabilities satisfy for them to become
core competencies? Why is it important for firms to use these
criteria to evaluate their capabilities’ value-creating potential?

6. What is value chain analysis? What does the firm gain by suc-
cessfully using this tool?

EXPERIENTIAL EXERCISES

EXERCISE 1: WHAT MAKES A GREAT
OUTSOURCING FIRM?

The focus of this chapter is on understanding how firm resources
and capabilities serve as the cornerstone for competencies and, ulti-
mately, a competitive advantage. However, when firms cannot create
value in either a value chain or support activity, outsourcing becomes
a potential strategy. According to the International Association of
Outsourcing Professionals (IAOP) (http://www.iaop.org/) at their lat-
est longitudinal survey the results suggested some interesting trends:

1. Outsourcing service providers are taking increased steps to
diversify their services as offerings are becoming more globally
commoditized.

2. Firms are offering more low-end and high-end services in
search of improving margins.

3. There is a resurgent trend toward nearshoring, where service pro-
viders are relocating around the globe to be closer to their clients.

4. This is changing dramatically both the scale and scope of
operations for outsourcing firms.

The IAOP annually announces its Global Outsourcing 100, which
represents the world’s best outsourcing service providers. The eval-
uation process mirrors that employed by many top customers and
considers four key criteria: (1) size and growth in revenue, employ-
ees, centers, and countries served; (2) customer experience as dem-
onstrated through the value being created at the company’s top
customers; (3) depth and breadth of competencies as demonstrated
through industry recognition, relevant certifications, and invest-
ment in the development of people, processes, and technologies;
and (4) management capabilities as reflected in the experience and
accomplishments of the organization’s top leaders and investment
in management systems that ensure outsourcing success.

With a team, pick one of the Top 100 Global best outsourcing
firms to analyze from the list on the IAOP Web site at (http://www.
iaop.org/). Prepare a brief presentation formed around the contents
of the chapter that addresses at a minimum the following questions:

B Why was this company chosen to be in the top 100? What has
been the company’s history as regards outsourcing as a source
of revenue?

B How does the firm describe, or imply, its value proposition?

7. What is outsourcing? Why do firms outsource? Will outsourc-
ing's importance grow in the future? If so, why?

8. How do firms identify internal strengths and weaknesses? Why
is it vital that managers have a clear understanding of their
firm’s strengths and weaknesses?

9. What are core rigidities? What does it mean to say that each
core competence could become a core rigidity?

B What unique competitive advantage does the firm exhibit?

B Do you consider this to be a sustainable competitive advan-
tage? Utilize the four criteria of sustainable competitive advan-
tage as your guide.

EXERCISE 2: WHAT IS YOUR CORE COMPETENCY?
In this chapter, the concepts of resources, capabilities, and core
competencies were introduced as the foundation for establish-
ing a competitive advantage. Resources (tangible and intangible)
alone do not create value for customers but are bundled to cre-
ate organizational capabilities, which are the basis for a firm's core
competencies.

According to Prahalad and Hamel (Harvard Business Review, May-
June 1990) there are four guidelines to identifying core competencies:

1. They support the delivery and production of a variety of
services and products (thereby giving access to a variety of
markets).

2. They always make a significant contribution to perceptions of
services and products (i.e., they impact something that your
client cares about).

3. They are often difficult for competition to imitate (because
they are generally developed with a significant investment of
time and resources).

4. They tend to be relatively stable over time.

However, while we normally think of core competency as a con-
cept to be applied to existing organizations, it can equally be effec-
tive in application to one personally. If done well the result can be
a strategic advantage as you enter the hiring process in that you
will be able to define your core competency on your resume and
at interviews.

Some interesting research in this area is being done at the
University of Victoria Co-Operative Education Program and Career
Services. Their work highlights some areas that are the key to devel-
oping personal core competencies, as follows:

B Personal management
B Communication

B Managing information
B Research and analysis
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studentsalumni/resources/competencykit/core.php. However
numerous other avenues can provide you with a criteria map or
create your own that best describes you.

This is an individual assignment. You are to create a personal
core competency profile that assesses your individual assets (both
tangible and intangible) as well as how those have or are develop-
ing into specific capabilities. Lastly identify 3-5 core competencies
you currently possess. Your analysis will be due in a written report
to your professor.

—

ORGANIZATIONAL CULTURE CREATES
STRATEGIC COMPETITIVENESS
Zappos.com, an online shoe retailer, has been listed in Fortune
magazine’s 100 best companies to work for over the past two years
because employees feel empowered and respected. Recognized as
a thriving company due to its unique organizational culture, from
its untimed and unscripted call centers to “bald and blue” days,
Zappos gives its employees the opportunity to shine in the work-
place. Tony Shay, CEO, believes that Zappos is making the world a
better place by allowing employees to be happy and to look at their
job as a place to be for life. By receiving job security and benefits
on par with competitors, Zappos employees remain dedicated to
promoting branding opportunities with every customer. As a result,
Amazon.com willingly purchased Zappos for $1.2 billion, and with
both companies sharing such a strong passion for customer service,
Zappos was excited to begin growing together. In 2010, Zappos
experienced so much growth that it restructured the company
into ten separate companies. The goal is to position Zappos as the
online service leader.

Be prepared to discuss the following concepts and questions
in class:

Concepts

M Value

B Resources, capabilities, and core competencies
W Sustainable competitive advantage

B Value chain

B Outsourcing

Questions

1. How is Zappos' organizational culture creating value?

2. What resources and resulting capabilities and core competen-
cies do you see within the Zappos organization that gives it
strategic competitiveness?

3. Will Zappos’ competitive advantage be sustainable?

4. What value chain activities performed by Zappos help to cre-
ate value for its customers?

5. Why do you think Zappos is not outsourcing its call centers?

1. E. Rueda-Sabater & D. Derosby, 2011, The
evolving Internet in 2025: Four scenarios,
Strategy & Leadership, 39(1): 32-38.

2. C. Gilbert, M. Eyring, & R. N. Foster, 2012,
Two routes to resilience. Harvard Business
Review, 90(12): 65-73; H. A. Ndofor, D. G.
Sirmon, & X. He, 2011, Firm resources,
competitive actions and performance:
Investigating a mediated model with
evidence from the in-vitro diagnostics

industry, Strategic Management Journal, 32:

640-657.

3. K. Wilson &Y. L. Doz, 2012, 10 rules for
managing global innovation, Harvard
Business Review, 90(10): 84-90;

D. Dunlap-Hinkler, M. Kotabe, & R.
Mudambi, 2010, A story of breakthrough
versus incremental innovation:
Corporate entrepreneurship in the
global pharmaceutical industry, Strategic
Entrepreneurship Journal, 4: 106-127.
S.Terlep, 2011, GM’s latest change agent
tackles designs, red tape, Wall Street
Journal, www.wsj.com, June 15.

R. Bapna, N. Langer, A. Mehra, R. Gopal, &
A. Gupta, 2013, Human capital investments
and employee performance: An analysis
of IT services industry, Management
Science, 59(3): 641-658; R. E. Ployhart &

T. P. Moliterno, 2011, Emergence of the

human capital resource: A multilevel
model, Academy of Management Review,
36: 127-150; A. Leiponen, 2008, Control of
intellectual assets in client relationships:
Implications for innovation, Strategic
Management Journal, 29: 1371-1394.

6. 2012, 3M ranks as one of the top innovators
on Booz & Company list for third straight
year, www.3m.com, press release,
November 1.

7. M. A. Hitt, R. D. Ireland, D. G. Sirmon, &

C. A. Trahms, 2011, Strategic entrepreneurship:
Creating value for individuals,
organizations, and society, Academy of
Management Perspective, 25: 57-75;

Copyright 2013 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the éBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Username: Feng Helen LiangBook: Strategic Management: Concepts and Cases: Competitiveness and Globalization, 11th Edition. No
part of any book may be reproduced or transmitted in any form by any means without the publisher's prior written permission. Use (other
than pursuant to the qualified fair use privilege) in violation of the law or these Terms of Service is prohibited. Violators will be prosecuted
to the full extent of the law.

Chapter 3: The Internal Organization: Resources, Capabilities, Core Competencies, and Competitive Advantages 97

C. D. Zatzick & R. D. Iverson, 2007, High- 15.  Facebook, 2013, Volkswagen home page, T. R. Holcomb, 2007, Creating value in
involvement management and work force www.volkswagen.com, March 20. the face of declining performance: Firm
reduction: Competitive advantage or 16.  A. Arino, 2011, Building the global strategies and organizational recovery,
disadvantage? Academy of Management enterprise: Strategic assembly, Global Strategic Management Journal, 28: 271-283.
Journal, 49: 999-1015. Strategy Journal, 1: 47-49; M. Javidan, 23. 2012, Why Walmart can pull off “everyday

8. R. Florida, 2005, The Flight of the Creative R. M. Steers, & M. A. Hitt (eds.), 2007, The low prices” but everyone else keeps failing,
Class, New York: HarperBusiness. Global Mindset: Amsterdam: Elsevier Ltd; www.businessinsider.com, September

9. L. Ngo & A. O'Cass, 2012, In search T. M. Begley & D. P. Boyd, 2003, The need 3; K. Talley, 2011, Wal-Mart results to grab
of innovation and customer-related for a corporate global mindset, MIT Sloan investor interest, Wall Street Journal,
performance superiority: The role of market Management Review, 44(2): 25-32. www.wsj.com, May 13.
orientation, marketing capability, and 17.  A.Diaz, M. Magni, & F. Poh, 2012, From 24.  V.Rindova, W. J. Ferrier, & R. Wiltbank,
innovation capability interactions, Journal of oxcart to Wal-Mart: Four keys to reaching 2010, Value from gestalt: How sequences
Product Innovation Management, 29(5): 861 emerging-market consumers, McKinsey of competitive actions create advantage
877; M. Gruber, F. Heinemann, M. Brettel, & S. Quarterly, October, 58-67; O. Levy, S. Taylor, for firms in nascent markets, Strategic
Hunbeling, 2010, Configurations of resources & N. A. Boyacigiller, 2010, On the rocky Management Journal, 31: 1474-1497.
and capabilities and their performance road to strong global culture, MIT Sloan 25. A.QO’Cass & P. Sok, 2012, Examining the
implications: An exploratory study on Management Review, 51: 20-22; O. Levy, S. role of within functional area resource—
technology ventures, Strategic Management Beechler, S. Taylor, & N. A. Boyacigiller, 2007, capability complementarity in achieving
Journal, 31:1337-1356; D. G. Sirmon, M. A. What we talk about when we talk about customer and product-based performance
Hitt, & R. D. Ireland, 2007, Managing firm “global mindset”: Managerial cognition outcomes, Journal of Strategic Marketing,
resources in dynamic markets to create in multinational corporations, Journal of 20(4): 345-363; D. G. Sirmon, M. A. Hitt,
value: Looking inside the black box, Academy International Business Studies, 38: 231-258. J-L. Arregle, & J. T. Campbell, 2010, The
of Management Review, 32: 273-292. 18.  R.A.D’Aveni, G. B. Dagnino, & K. G. Smith, dynamic interplay of capability strengths

10.  F. Polidoro, Jr. & P. K. Toh, 2011, Letting 2010, The age of temporary advantage, and weaknesses: Investigating the bases of
rivals come close or warding them off? The Strategic Management Journal, 31:1371- temporary competitive advantage, Strategic
effects of substitution threat on imitation 1385; E. Danneels, 2008, Organizational Management Journal, 31: 1386-1409.
deterrence, Academy of Management antecedents of second-order competences, 26. F.Aime, S. Johnson, J. W. Ridge, & A. D. Hill,
Journal, 54: 369-392; A. W. King, 2007, Strategic Management Journal, 29: 519-543. 2010, The routine may be stable but the
Disentangling interfirm and intrafirm 19. S.A.Zahra &S. Nambisan, 2012, advantage is not: Competitive implications
causal ambiguity: A conceptual model Entrepreneurship and strategic thinking of key employee mobility, Strategic
of causal ambiguity and sustainable in business ecosystems, Business Horizons, Management Journal, 31: 75-87.
competitive advantage, Academy of 55(3): 219-229; H. Hoang & F. T. Rothaermel, 27.  D.J.Teece, 2012, Dynamic capabilities:
Management Review, 32: 156-178. 2010, Leveraging internal and external Routines versus entrepreneurial action,

1. M. Semadeni &B. S. Anderson, 2010, experience: Exploration, exploitation, Journal of Management Studies, 49(8): 1395—
The follower’s dilemma: Innovation and and R&D project performance, Strategic 1407; K. Z. Zhou & F. Wu, 2010, Technological
imitation in the professional services Management Journal, 31: 734-758. capability, strategic flexibility, and product
industry, Academy of Management 20. D.G.Sirmon, M A. Hitt, R. D. Ireland, & innovation, Strategic Management Journal,
Journal, 53: 1175-1193; U. Ljungquist, 2007, B. A. Gilbert, 2011, Resource orchestration 31: 547-561.

Core competency beyond identification: to create competitive advantage: Breadth, 28. M. H.Kunc &J. D. W. Morecroft, 2010,
Presentation of a model, Management depth, and life cycle effects, Journal of Managerial decision making and firm
Decision, 45: 393-402. Management, 37(5): 1390-1412; P. L. Drnevich performance under a resource-based

12. M. G.Jacobides, S. G. Winter, & S. M. & A. P. Kriauciunas, 2011, Clarifying the paradigm, Strategic Management Journal,
Kassberger, 2012, The dynamics of wealth, conditions and limits of the contributions 31: 1164-1182; J. Woiceshyn & L. Falkenberg,
profit, and sustainable advantage, Strategic of ordinary and dynamic capabilities 2008, Value creation in knowledge-based
Management Journal, 33(12): 1384-1410. to relative firm performance, Strategic firms: Aligning problems and resources,

13. L. A. Costa, K. Cool, &|. Dierickx, 2013, Management Journal, 32: 254-279; Academy of Management Perspectives,

The competitive implications of the R. Adner & R. Kapoor, 2010, Value creation in 22(2): 85-99; M. R. Haas & M. T. Hansen,
deployment of unique resources, Strategic innovation ecosystems: How the structure 2005, When using knowledge can hurt
Management Journal, 34(4): 445-463; of technological interdependence affects performance: The value of organizational
M. A. Peteraf & J. B. Barney, 2003, firm performance in new technology capabilities in a management consulting
Unraveling the resource-based tangle, generations, Strategic Management Journal, company, Strategic Management Journal,
Managerial and Decision Economics, 24: 31:306-333. 26:1-24.

309-323; J. B. Barney, 2001, Is the resource- 21. M. A Hitt, R. D. Ireland, D. G. Sirmon, & C. A. 29. C.M. Christensen, 2001, The past and
based “view” a useful perspective for Trahms, 2011, Strategic entrepreneurship: future of competitive advantage, Sloan
strategic management research? Yes, Creating value for individuals, Management Review, 42(2): 105-109.
Academy of Management Review, 26: 41-56. organizations, and society, Academy of 30. S.K.Parker &C. G. Collins, 2010, Taking

14.  T.N.Garavan, 2012, Global talent Management Perspectives, 25(2): 57-75; stock: Integrating and differentiating
management in science-based firms: D. G. Sirmon, S. Gove, & M. A. Hitt, multiple proactive behaviors, Journal of
An exploratory investigation of the 2008, Resource management in dyadic Management, 36: 633-662; O. Gottschalg
pharmaceutical industry during the global competitive rivalry: The effects of resource & M. Zollo, 2007, Interest alignment and
downturn, International Journal of Human bundling and deployment, Academy of competitive advantage, Academy of
Resource Management, 23(12): 2428-2449; Management Journal, 51: 919-935. Management Review, 32: 418-437.

P. Clements & J. McGregor, 2012, Better, 22.  J.S.Harrison, D. A. Bosse, & R. A. Phillips, 31, Y.Y.Kor & A. Mesko, 2013, Dynamic

faster, cheaper: Pick any three, Business
Horizons, 55(2): 201-208; G. Zied & J. McGuire,
2011, Multimarket competition, mobility
barriers, and firm performance, Journal of
Management Studies, 48: 857-890.

2010, Managing for stakeholders,
stakeholder utility functions, and
competitive advantage, Strategic
Management Journal, 31: 58-74; J. L.
Morrow, Jr., D. G. Sirmon, M. A. Hitt, &

managerial capabilities: Configuration
and orchestration of top executives’
capabilities and the firm's dominant logic,
Strategic Management Journal, 34(2):
233-244; D. P. Forbes, 2007, Reconsidering

Copyright 2013 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).

Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Username: Feng Helen LiangBook: Strategic Management: Concepts and Cases: Competitiveness and Globalization, 11th Edition. No
part of any book may be reproduced or transmitted in any form by any means without the publisher's prior written permission. Use (other
than pursuant to the qualified fair use privilege) in violation of the law or these Terms of Service is prohibited. Violators will be prosecuted
to the full extent of the law.

98

32.

338

34.

35.

36.

37.

38.

39.

the strategic implications of decision
comprehensiveness, Academy of

Management Review, 32: 361-376. 40.

J. Surroca, J. A. Tribo, & S. Waddock, 2010,
Corporate responsibility and financial
performance: The role of intangible 41.
resources, Strategic Management Journal,
31: 463-490; T. M. Jones, W. Felps, &

G. A. Bigley, 2007, Ethical theory and
stakeholder-related decisions: The role

of stakeholder culture, Academy of
Management Review, 32:137-155.

M. S. Gary & R. E. Wood, 2011, Mental
models, decision rules, and performance
heterogeneity, Strategic Management
Journal, 32: 569-594; Y. Deutsch, T. Keil, &

T. Laamanen, 2007, Decision making in
acquisitions: The effect of outside directors’
compensation on acquisition patterns,
Journal of Management, 33: 30-56.

C. B. Bingham & K. M. Eisenhardt, 2011,

Rational heuristics: The 'simple rules’ that 42.

strategists learn from process experience,
Strategic Management Journal, 32(13):
1437-1464; S. W. Bradley, H. Aldrich, D. A.
Shepherd, & J. Wiklund, 2011, Resources,
environmental change and survival:
Asymmetric paths of young independent
and subsidiary organizations, Strategic
Management Journal, 32: 486-509;

A. Phene & P. Almieda, 2008, Innovation 43.

in multinational subsidiaries: The role of
knowledge assimilation and subsidiary

capabilities, Journal of International Business ~ 44.

Studies, 39: 901-919.

Y. Zhang & J. Gimeno, 2010, Earnings
pressure and competitive behavior:
Evidence from the U.S. electricity industry,
Academy of Management Journal, 53: 743
768; L. M. Lodish & C. F. Mela, 2007, If brands
are built over years, why are they managed

over quarters? Harvard Business Review, 45,

85(7/8): 104-112.

P. M. Madsen & V. Desai, 2010, Failing to
learn? The effects of failure and success

on organizational learning in the global
orbital launch vehicle industry, Academy of
Management Journal, 53: 451-476; P. C. Nutt,
2002, Why Decisions Fail, San Francisco:
Berrett-Koehler Publishers.

J. P. Eggers, 2012, All experience is not

created equal: Learning, adapting and 46.

focusing in product portfolio management,
Strategic Management Journal, 33(3):
315-335.

J. D. Ford & L. W. Ford, 2010, Stop blaming
resistance to change and start using it,
Organizational Dynamics, 39: 24-36.

K. Muehlfeld, P. Rao Sahib, & A.Van
Witteloostuijn, 2012, A contextual theory

of organizational learning from failures

and successes: A study of acquisition 47.

completion in the global newspaper
industry, 1981-2008, Strategic Management
Journal, 33(8): 938-964; Y. Zhang, H. Li,

Y. Li, & L.-A. Zhou, 2010, FDI spillovers in an
emerging market: The role of foreign firms’
country origin diversity and domestic firms’

absorptive capacity, Strategic Management
Journal, 31: 969-989.

M. Nisen, 2012, You can learn more from
failure than success, Business Insider,
www.businessinsider.com, December 17.
2013, Strategy in a world of “biblical
change”: Our era of uncertainty calls for
business leaders with vision, foresight and
a global perspective, Strategic Direction,
29(3):19-22; G. S. Dowell, M. B. Shackell, &
N. V. Stuart, 2011, Boards, CEOs, and surviving
a financial crisis: Evidence from the
internet shakeout, Strategic Management
Journal, 32(10): 1025-1045; R. E. Hoskisson

& L. W. Busenitz, 2001, Market uncertainty
and learning distance in corporate
entrepreneurship entry mode choice, in

M. A. Hitt, R. D. Ireland, S. M. Camp, & D. L.
Sexton (eds.), Strategic Entrepreneurship:
Creating a New Integrated Mindset, Oxford,
UK: Blackwell Publishers, 151-172.

A. Arora & A. Nandkumar, 2012, Insecure
advantage? Markets for technology and
the value of resources for entrepreneurial
ventures, Strategic Management Journal,
33(3): 231-251; S. S. K. Lam & J. C. K. Young,
2010, Staff localization and environmental
uncertainty on firm performance in China,
Asia Pacific Journal of Management, 27:
677-695.

K. Harlin, 2012, Arch, Peabody down on
slowing China coal imports, Investor’s
Business Daily, www.ibd.com, December 21.
A. Leiponen & C. E. Helfat, 2010, Innovation
objectives, knowledge sources, and the
benefits of breadth, Strategic Management
Journal, 31: 224-236; G. P. West, 11l, 2007,
Collective cognition: When entrepreneurial
teams, not individuals, make decisions,
Entrepreneurship Theory and Practice, 31:
77-102.

M. Gary, R. E. Wood, &T. Pillinger, 2012,
Enhancing mental models, analogical
transfer, and performance in strategic
decision making, Strategic Management
Journal, 33(11): 1229-1246; J. R. Mitchell,

D. A. Shepherd, & M. P. Sharfman, 2011,
Erratic strategic decisions: When and why
managers are inconsistent in strategic
decision making, Strategic Management
Journal, 32(7): 683-704.

P. D. Windschitl, A. M. Scherer, A. R. Smith, &
J. P. Rose, 2013, Why so confident?

The influence of outcome desirability

on selective exposure and likelihood
judgment, Organizational Behavior &
Human Decision Processes, 120(1): 73-86;

G. Davies, R. Chum, & M. A. Kamins, 2010,
Reputation gaps and the performance

of service organizations, Strategic
Management Journal, 31: 530-546.

C. Weigelt, 2013, Leveraging supplier
capabilities: The role of locus of capability
deployment, Strategic Management
Journal, 34(1): 1-21; Ndofor, Sirmon, & He,
Firm resources, competitive actions and
performance; P. A. Geroski, J. Mata, &

P. Portugal, 2010, Founding conditions

48.

49.

50.

51.

52.

53.

54.

55.

56.

Part 1: Strategic Management Inputs

and the survival of new firms, Strategic
Management Journal, 31: 510-529.

J. M. Shaver, 2011, The benefits of
geographic sales diversification: How
exporting facilitates capital investment,
Strategic Management Journal, 32(10):
1046-1060; Sirmon, Hitt, Ireland, &

Gilbert, Resource orchestration to create
competitive advantage; K. Meyer,

S. Estrin, S. K. Bhaumik, & M. W. Peng,
20009, Institutions, resources, and entry
strategies in emerging economies, Strategic
Management Journal, 30: 61-80.

A.Vance, 2011, The cloud: Battle of the

tech titans, Bloomberg Businessweek,
www.businessweek.com, March 3.

B.S. Anderson &Y. Eshima, 2013, The
influence of firm age and intangible
resources on the relationship between
entrepreneurial orientation and firm
growth among Japanese SMEs, Journal

of Business Venturing, 28(3): 413-429;

D. Somaya, Y. Kim, & N. S. Vonortas,

2011, Exclusivity in licensing alliances:
Using hostages to support technology
commercialization, Strategic Management
Journal, 32:159-186.

J. Choi, G. W. Hecht, & W. B. Tayler, 2012,
Lost in translation: The effects of incentive
compensation on strategy surrogation,
Accounting Review, 87(4): 1135-1163; A. M.
Arikan & L. Capon, 2010, Do newly public
acquirers benefit or suffer from their pre-
IPO affiliations with underwriters and VCs?
Strategic Management Journal, 31: 1257-1298;
J. A. Dubin, 2007, Valuing intangible assets
with a nested logit market share model,
Journal of Econometrics, 139: 285-302.

A. M. Webber, 2000, New math for a new
economy, Fast Company, January/February,
214-224.

F. Neffke & M. Henning, 2013, Skill
relatedness and firm diversification,
Strategic Management Journal, 34(3):
297-316; E. Danneels, 2011, Trying to become
a different type of company: Dynamic
capability at Smith Corona, Strategic
Management Journal, 32:1-31; M. Song,

C. Droge, S. Hanvanich, & R. Calantone,
2005, Marketing and technology resource
complementarity: An analysis of their
interaction effect in two environmental
contexts, Strategic Management Journal,
26: 259-276.

J. Gomez & P.Vargas, 2012, Intangible
resources and technology adoption in
manufacturing firms, Research Policy, 41(9):
1607-1619; K. E. Meyer, R. Mudambi, & R.
Narula, 2011, Multinational enterprises

and local contexts: The opportunities and
challenges of multiple embeddedness,
Journal of Management Studies, 48: 235-252.
J. B.Quinn, P. Anderson, & S. Finkelstein,
1996, Making the most of the best, Harvard
Business Review, 74(2): 71-80.

R. E. Ployhart, C. H. Van Iddekinge, &

W. I. MacKenzie, Jr., 2011, Acquiring and
developing human capital in service

Copyright 2013 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).

Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Username: Feng Helen LiangBook: Strategic Management: Concepts and Cases: Competitiveness and Globalization, 11th Edition. No
part of any book may be reproduced or transmitted in any form by any means without the publisher's prior written permission. Use (other
than pursuant to the qualified fair use privilege) in violation of the law or these Terms of Service is prohibited. Violators will be prosecuted
to the full extent of the law.

Chapter 3: The Internal Organization: Resources, Capabilities, Core Competencies, and Competitive Advantages 99

contexts: The interconnectedness of for Hokey Pokey, Marketing Science, 32(2): 72.  S.Grobart, 2013, Think colossal: How

human capital resources, Academy of
Management Journal, 54: 353-368;

N. Stieglitz & K. Heine, 2007, Innovations
and the role of complementarities in

a strategic theory of the firm, Strategic
Management Journal, 28:1-15.

65.

194-212.

D. Lessard, R. Lucea, & L. Vives, 2013, Building
your company’s capabilities through

global expansion, MIT Sloan Management

Review, 54(2): 61-67; T. Isobe, S. Makino, 73.

& D. B. Montgomery, 2008, Technological

Samsung became the world’s no. 1
smartphone maker — and its plans to
stay on top, Bloomberg Businessweek,
April 1-April 7, 58-64.

C. Welter, D. A. Bosse, & S. A. Alvarez, 2013,
The interaction between managerial and

57.  K.Kim, B. Jeon, H. Jung, W. Lu, & J. Jones, capabilities and firm performance: The technological capabilities as a determinant
2012, Effective employment brand case of small manufacturing firms in Japan, of company performance: An empirical
equity through sustainable competitive Asia Pacific Journal of Management, 25: study of biotech firms, International Journal
advantage, marketing strategy, and 413-425; S. Dutta, O. Narasimhan, & S. Rajiv, of Management, 30(2): 272-284; M. Makri,
corporate image, Journal of Business 2005, Conceptualizing and measuring M. A. Hitt, & P. J. Lane, 2010, Complementary
Research, 65(11): 1612-1617; L. Diestre & capabilities: Methodology and empirical technologies, knowledge relatedness, and
N. Rajagopalan, 2011, An environmental application, Strategic Management Journal, invention outcomes in high technology
perspective on diversification: The effects 26:277-285. mergers and acquisitions, Strategic
of chemical relatedness and regulatory 66. R.W. Coff, 2010, The coevolution of rent Management Journal, 31: 602-628;
sanctions, Academy of Management Journal, appropriation and capability development, S. Newbert, 2008, Value, rareness,

54: 97-15. Strategic Management Journal, 31: 711-733; competitive advantage, and performance:

58. G.Dowling & P. Moran, 2012, Corporate M. Kroll, B. A. Walters, & P. Wright, 2008, A conceptual-level empirical investigation
reputations: Built in or bolted on? California Board vigilance, director experience and of the resource-based view of the firm,
Management Review, 54(2): 25-42; M. D. corporate outcomes, Strategic Management Strategic Management Journal, 29: 745-768.
Pfarrer, T. G. Pollock, & V. P. Rindova, 2010, Journal, 29(4): 363-382; J. Bitar & T. Hafsi, 74.  B.Dumaine, 2012, Built to last, Fortune,

A tale of two assets: The effects of firm 2007, Strategizing through the capability August 13, 16; 2011, Wal-Mart’s green
reputation and celebrity on earnings lens: Sources and outcomes of integration, initiatives shouldn't be ignored, Los Angeles
surprises and investors’ reactions, Academy Management Decision, 45: 403-419. Times, www.latimes.com, May 30.

of Management Journal, 53: 1131-1152; 67.  A.M. Subramanian, 2012, A longitudinal 75.  D.S.K.Lim, N. Celly, E. A. Morse, & W. G. Rowe,
T. G. Pollock, G. Chen, & E. M. Jackson, 2010, study of the influence of intellectual 2013, Rethinking the effectiveness of asset
How much prestige is enough? Assessing human capital on firm exploratory and cost retrenchment: The contingency

the value of multiple types of high-status innovation, IEEE Transactions on Engineering effects of a firm's rent creation mechanism,
affiliates for young firms, Journal of Business Management, 59(4): 540-550; T. Dalziel, R. J. Strategic Management Journal, 34(1): 42-61.
Venturing, 25: 6-23. Gentry, & M. Bowerman, 2011, An integrated ~ 76.  S. D. Anthony, 2012, The new corporate

59. Y.Wang, G. Berens, & C. van Riel, 2012, agency-resource dependence view of the garage, Harvard Business Review, 90(9):
Competing in the capital market with a influence of directors’ human and relational 44-53,
good reputation, Corporate Reputation capital on firms’ R&D spending, Journal 77.  Q.Gu & J.W. Lu, 2011, Effects of inward
Review, 15(3): 198-221; J. J. Ebbers & of Management Studies, 48(6): 1217-1242; investment on outward investment:

N. M. Wijnberg, 2012, Nascent ventures T. A. Stewart & A. P. Raman, 2007, Lessons The venture capital industry

competing for start-up capital: Matching from Toyota’s long drive, Harvard Business worldwide—1985-2007, Journal of
reputations and investors, Journal of Review, 85(7/8): 74-83. International Business Studies, 42: 263-284;
Business Venturing, 27(3): 372-384; P. M. Lee, 68. G. Colvin, 2012, The economy is scary, S. A. Zahra, 2008, The virtuous cycle of

T. G. Pollock, & K. Jin, 2011, The contingent but smart companies can still dominate, discovery and creation of entrepreneurial
value of venture capitalist reputation, Fortune, September 24, 77; S. Lohr, 2011, opportunities, Strategic Entrepreneurship
Strategic Organization, 9: 33-69. Lessons in longevity, from IBM, New York Journal, 2: 243-257.

60. J.D.Townsend, S. Cavusgil, &R. J. Times, www.nytimes.com, June 18. 78. H.Rahmandad, 2012, Impact of growth
Calantone, 2012, Building market-based 69. K. M. Heimeriks, M. Schijven, & S. Gates, opportunities and competition on firm-
assets in a globally competitive market: 2012, Manifestations of higher-order level capability development trade-offs,

A longitudinal study of automotive brands, routines: The underlying mechanisms Organization Science, 23(1): 138-154; C. A.
Advances in International Marketing, 11(23): of deliberate learning in the context of Coen & C. A. Maritan, 2011, Investing in
3-37; K. T. Smith, M. Smith, & K. Wang, 2010, postacquisition integration, Academy of capabilities: The dynamics of resource
Does brand management of corporate Management Journal, 55(3): 703-726; allocation, Organization Science, 22: 199-217.
reputation translate into higher market N. P. Tuan &T. Yoshi, 2010, Organisational 79.  J.B.Barney, 1991, Firm resources and

value? Journal of Strategic Marketing, 18: capabilities, competitive advantage and sustained competitive advantage, Journal
201-221. performance in supporting industries in of Management, 17: 99-120.

61.  N.Rosenbusch & J. Brinckmann, 2011, Vietnam, Asian Academy of Management 80. C.M.Wilderom, P.T. van den Berg, & U.

Is innovation always beneficial? A meta- Journal, 15:1-21; C. Zott, 2003, Dynamic J. Wiersma, 2012, A longitudinal study
analysis of the relationship between capabilities and the emergence of of the effects of charismatic leadership
innovation and performance in SMEs, intraindustry differential firm performance: and organizational culture on objective
Journal of Business Venturing, 26: 441-457; Insights from a simulation study, Strategic and perceived corporate performance,
J. Blasberg & V. Vishwanath, 2003, Making Management Journal, 24: 97-125. Leadership Quarterly, 23(5): 835-848; C. C.
cool brands hot, Harvard Business Review, 70. H.R.Greve, 2009, Bigger and safer: The Maurer, P. Bansal, & M. M. Crossan, 2011,
81(6): 20-22. diffusion of competitive advantage, Creating economic value through social

62. 2013, Harley-Davidson Motor Apparel, Strategic Management Journal, 30: 1-23; values: Introducing a culturally informed
www.harley-davidson.com, April 5. C. K. Prahalad & G. Hamel, 1990, The core resource-based view, Organization Science,

63.  D.Sacks, 2013, Can you hear me now? Fast competence of the corporation, Harvard 22:432-448.

Company, February, 40. Business Review, 68(3): 79-93. 81.  E.Fry, 2013, How CarMax cares, Fortune,
64. V.V.Kumar, V. Bhaskaran, R. Mirchandani, & 71.  Y.l.Kane & 1. Sherr, 2011, Secrets from April 8, 21.
M. Shah, 2013, Creating a measurable social Apple’s genius bar: Full loyalty, no 82. Ibid, 21
media marketing strategy: Increasing the negativity, Wall Street Journal, www.wsj. 83. L. Mulotte, P. Dussauge, & W. Mitchell, 2013,

value and ROI of intangibles and tangibles

com, June 15.

Does pre-entry licensing undermine the

Copyright 2013 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the éBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Username: Feng Helen LiangBook: Strategic Management: Concepts and Cases: Competitiveness and Globalization, 11th Edition. No
part of any book may be reproduced or transmitted in any form by any means without the publisher's prior written permission. Use (other
than pursuant to the qualified fair use privilege) in violation of the law or these Terms of Service is prohibited. Violators will be prosecuted

to the full extent of the law.

100

performance of subsequent independent
activities? Evidence from the global
aerospace industry, 1944-2000, Strategic
Management Journal, 34(3): 358-372; M. H.
Kunc & J. D. W. Morecroft, 2010, Managerial
decision making and firm performance
under a resource-based paradigm, Strategic
Management Journal, 31: 1164-1182; A. W.
King & C. P. Zeithaml, 2001, Competencies
and firm performance: Examining the
causal ambiguity paradox, Strategic
Management Journal, 22: 75-99.

84. Barney, Firm resources, 111.

85.  E.Beleska-Spasova & K. W. Glaister, 2013,
Intrafirm causal ambiguity in an international
context, International Business Review,

22(1): 32-46; K. Srikanth & P. Puranam, 2011,
Integrating distributed work: Comparing
task design, communication, and tacit
coordination mechanisms, Strategic
Management Journal, 32: 849-875;

A. K. Chatterji, 2009, Spawned with a silver
spoon? Entrepreneurial performance and
innovation in the medical device industry,
Strategic Management Journal, 30: 185-206.

86. G.K.Acharyulu & B. Shekhar, 2012, Role of
value chain strategy in healthcare supply
chain management: An empirical study in
India, International Journal of Management,
29(1): 91-97; R. Belderbos, W. van Olffen,

& J. Zou, 2011, Generic and specific social
learning mechanisms in foreign entry
location choice, Strategic Management
Journal, 32(12): 1309-1330; A. Leiponen &

C. E. Helfat, 2010, Innovation objectives,
knowledge sources, and the benefits of
breadth, Strategic Management Journal, 31:
224-236.

87. M. E. Porter, 1985, Competitive Advantage,
New York: Free Press, 33-61.

88. R.Amit &C. Zott, 2012, Creating value
through business model innovation, MIT
Sloan Management Review, 53(3): 41-49;
Z.G. Zacharia, N. W. Nix, & R. F. Lusch, 2071,
Capabilities that enhance outcomes of an
episodic supply chain collaboration, Journal
of Operations Management, 29: 591-603;

J. Alcacer, 2006, Location choices across the
value chain: How activity and capability
influence co-location, Management Science,
52: 1457-1471.

89. N.Haworth, 2013, Compressed
development: Global value chains,
multinational enterprises and human
resource development in 21st century Asia,
Journal of World Business, 48(2): 251-259;

A. Rugman, A. Verbeke, & W. Yuan, 2011,
Re-conceptualizing Bartlett and Ghoshal’s
classification of national subsidiary roles
in the multinational enterprise, Journal of
Management Studies, 48: 253-277.

90. A.Jara & H. Escaith, 2012, Global value
chains, international trade statistics and
policymaking in a flattening world, World
Economics, 13(4): 5-18; S. M. Mudambi & S.
Tallman, 2010, Make, buy or ally? Theoretical
perspectives on knowledge process
outsourcing through alliances, Journal

9.

92.

93.

94,

95.

96.

97.

of Management Studies, 47: 1434-1456;

R. Locke & M. Romis, 2007, Improving world
conditions in a global supply chain, MIT 98.
Sloan Management Review, 48(2): 54-62.

C. Galunic, G. Ertug, & M. Gargiulo, 2012,
The positive externalities of social capital:
Benefiting from senior brokers, Academy

of Management Journal, 55(5): 1213-1231;

U. Zander & L. Zander, 2010, Opening the
grey box: Social communities, knowledge
and culture in acquisitions, Journal of 99.
International Business Studies, 41: 27-37.

R. M. Wiseman, G. Cuevas-Rodriguez, & L. R.
Gomez-Mejia, 2012, Towards a social theory
of agency, Journal of Management Studies,
49(1): 202-222; L. F. Mesquita, J. An, & T. H.
Brush, 2008, Comparing the resource-based
and relational views: Knowledge transfer
and spillover in vertical alliances, Strategic
Management Journal, 29: 913-941.

S. E. Fawcett, S. L. Jones, & A. M. Fawcett,

2012, Supply chain trust: The catalyst for 100.

collaborative innovation, Business Horizons,
55(2):163-178; A. A. Lado, R. R. Dant, & A. G.
Tekleab, 2008, Trust-opportunism paradox,
relationalism, and performance in interfirm
relationships: Evidence from the retail
industry, Strategic Management Journal, 29:
401-423; S. N. Wasti & S. A. Wasti, 2008, Trust
in buyer-supplier relations: The case of the
Turkish automotive industry, Journal of
International Business Studies, 39: 118-131. 101.
D. Lavie, P. R. Haunschild, & P. Khanna,

2012, Organizational differences, relational
mechanisms, and alliance performance,
Strategic Management Journal, 33(13): 1453—
1479; D. Faems, M. Janssens, A. Madhok, &
B.Van Looy, 2008, Toward an integrative
perspective on alliance governance:
Connecting contract design, trust dynamics
and contract application, Academy of
Management Journal, 51: 1053-1078.

S. Nadkami & P. Hermann, 2010, CEO
personality, strategic flexibility, and firm

performance: The case of the Indian business ~ 102.

process outsourcing industry, Academy of
Management Journal, 53:1050-1073.

A. J. Mauri & J. Neiva de Figueiredo, 2012,
Strategic patterns of internationalization
and performance variability: Effects of
US-based MNC cross-border dispersion,
integration, and outsourcing, Journal of
International Management, 18(1): 38-51;

R. Liu, D. J. Feils, & B. Scholnick, 2011,

Why are different services outsourced to
different countries? Journal of International
Business Studies, 42: 558-571.

C. Weigelt & M. B. Sarkar, 2012, Performance

implications of outsourcing for 103.

technological innovations: Managing
the efficiency and adaptability trade-off,

Strategic Management Journal, 33(2): 189- 104.

216; F. Castellucci & G. Ertug, 2010, What's

in it for them? Advantages of higher-
status partners in exchange relationships,
Academy of Management Journal, 53:
149-166; C. C. De Fontenay & J. S. Gans,
2008, A bargaining perspective on strategic

Part 1: Strategic Management Inputs

outsourcing and supply competition,
Strategic Management Journal, 29: 819-839.
J. Li, 2012, The alignment between
organizational control mechanisms and
outsourcing strategies: A commentary
essay, Journal of Business Research, 65(9):
1384-1386; M. H. Zack & S. Singh, 2010,

A knowledge-based view of outsourcing,
International Journal of Strategic Change
Management, 2: 32-53.

N. Raassens, S. Wuyts, & I. Geyskens, 2012,
The market valuation of outsourcing

new product development, Journal of
Marketing Research, 49(5): 682-695; M.
Reitzig & S. Wagner, 2010, The hidden costs
of outsourcing: Evidence from patent data,
Strategic Management Journal, 31: 1183-1207;
A. Tiwana, 2008, Does interfirm modularity
complement ignorance? A field study of
software outsourcing alliances, Strategic
Management Journal, 29: 1241-1252.

A. Martinez-Noya, E. Garcia-Canal, & M.

F. Guillen, 2013, R&D outsourcing and the
effectiveness of intangible investments: Is
proprietary core knowledge walking out of
the door? Journal of Management Studies,
50(1): 67-97; C. S. Katsikeas, D. Skarmeas,

& D. C. Bello, 2009, Developing successful
trust-based international exchange
relationships, Journal of International
Business Studies, 40: 132-155.

S. Sonenshein, 2013, How organizations
foster the creative use of resources,
Academy of Management Journal, in press;
C. Grimpe & U. Kaiser, 2010, Balancing
internal and external knowledge
acquisition: The gains and pains from

R&D outsourcing, Journal of Management
Studies, 47: 1483-1509; C. Weigelt & M.

B. Sarkar, 2009, Learning from supply-

side agents: The impact of technology
solution providers’ experiential diversity on
clients’innovation adoption, Academy of
Management Journal, 52: 37-60.

S. M. Handley, 2012, The perilous effects of
capability loss on outsourcing management
and performance, Journal of Operations
Management, 30(1/2): 152-165; P. D. O.
Jensen &T. Pederson, 2011, The economic
geography of offshoring: The fit between
activities and local context, Journal of
Management Studies, 48: 352-372; F. J.
Contractor, V. Kumar, S. K. Kundu, &T.
Pedersen, 2010, Reconceptualizing the firm
in a world of outsourcing and offshoring:
The organizational and geographical
relocation of high-value company functions,
Journal of Management Studies, 47: 1417-1433.
A. Smith, 2013, Foreign factories come

back home, Kiplinger’s Personal Finance,
March, 11-12.

M. Kang, X. Wu, P. Hong, &Y. Park, 2012,
Aligning organizational control practices
with competitive outsourcing performance,
Journal of Business Research, 65(8): 1195~
1201; Y. Li, Z. Wei, &Y. Liu, 2010, Strategic
orientations, knowledge acquisition, and
firm performance: The perspective of the

Copyright 2013 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).

Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



