KX ) ANAGEMENT

hy do your customers

choose you over your
competitors? What is it that
makes you stand out in your
industry?

Let’s look at sustainable
competitive advantage -
understanding what yours
is and how it positions your
business in the marketplace.

“A firm is said to have a
competitive advantage when
it is implementing a value-
creating strategy not simul-
taneously being implemented
by any current or potential
player,” according to Manag-
erial and Decision Econom-
ics author Jay Barney. Where
many firms miss out is the
sustainable part of the equa-
tion. A competitive advan-
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How to measure your company

against the competition

tage that is easily duplicated
by a competitor is not sus-
tainable or an advantage.

The theory of competitive
advantage was first postulat-
ed in Michael Porter’s 1985
book, Competitive Advan-
tage: Creating and Sustaining
Superior Performance. Por-
ter’s definition of “superior” is
favourable (when compared
with your competitors), prof-
itable and sustainable.

Using Porter’s five com-
petitive forces model, here is
a series of questions to ask
yourselfas a way of determin-
ing where your organization
sits in terms of its competitive
advantage.

Threat of new entry.
Don’t underestimate the pos-
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sibility that others can enter
easily into your market. Con-
sider the effect online gam-
bling had on the traditional
console and PC game mar-
ket: traditional retailers could
be bypassed. Take the time
to get clear on how big the
threat of new entrants really
is. What are the capital cost
requirements of entering into
your industry? How easy is it
for your customers to switch
from your product or ser-
vice to that of your competi-
tors? How much weight do
your customers put on brand
equity?

Supplier power. Under-
standing the power your sup-
pliers hold over you is key to
assessing your competitive
edge. Are there a few or many
suppliers in your industry?
What is the cost to switch-
ing from one supplier to an-
other? How important is vol-
ume-buying to your suppli-
ers? How much of the cost of
your goods or services is con-
nected to your suppliers? Are
your suppliers capable of be-
coming competitors, should

they choose to, with relative
ease? How is your purchas-
ing power when compared
with the overall industry?
Are your raw materials avail-
able to be bought from mul-
tiple suppliers? We only need
to look at the computer chip
market to see an example of
this force. If Intel and AMD
decide they don’t want to sell
a manufacturer their chips
there are few other choices
for supply.

Buyer power. Take a look
at your customer base. Do
you have a few large custom-
ers or is your revenue split
between many buyers? How
easy is it for your custom-
ers to substitute your prod-
uct or service for your com-
petitors’? How much infor-
mation do your buyers have
about your product or service
as it compares with the rest
of the industry? How sensi-
tive are buyers to the price
of your product? What in-
centive do decision-makers
have to buy from you? How
does your product or service
quality affect your buyer? Ina
commodity business, for ex-
ample, understanding buyer
power is key. When buyers
know your product is aging
or becoming dated, thekey to
your success might just be to
avoid desperation selling by
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saying “no” to customers who
want to grind you on price.
Threat of substitutes. In
a perfect world, your prod-
uct or service would be so
unique that nothing else
could achieve the same re-
sult. Smart strategies include
an understanding of how
easily your customers can
find another way to do what
your product or service is do-
ing for them. Does a shift in

A competitive advantage
that is easily duplicated
by a competitor is

not sustainable or

an advantage

price lead buyers to consid-
er alternatives? How often
do buyers switch suppliers?
What is the cost to your buy-
er associated with switching
to another supplier? For ex-
ample, Palm owned the PDA
marketplace until smart-
phones came into play and
made it easier for customers
to switch over to other de-
vices with greater function-
ality.

Industry competitors.
How intense is the rivalry
between competitors in your

industry today? How like
ly are competitors to rea
to your strategic directior
How easy is it for your con
petitors to copy your innor
ations? How strong is yot
brand compared with yot
competitors’ (from your cl
ents’ perspectives)? Are yo
growing faster than the ir
dustry’s growth rate?

Answering these que:
tions will help you unde:
stand your current positio
in the competitive landscag
and the strength of your con
petitive advantage. You ca
also use what you discowv
from your answers to asse:
a strategic move before yo
make it. From here, take sonr
time to review your currei
plan and decide how you ca
shore up areas of weakness {
build a sustainable compet
tive advantage. m
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