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Approaches to industry definition — Examples

Qualitative approaches to industry definition

 Analysis of conditions of substitution
- Similar product performance characteristics
- Similar occasions for use
- Sold in the same geographic market

Basic idea

Two firms operate in the
same industry if one
firm’s production/pricing
decisions materially
affect the price that the
other firm may charge
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Quantitative approaches to industry definition
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"Heavier-than-air flying machines are impossible.”
Lord Kelvin, British mathematician, physicist, and president of the British Royal Society, c. 1895

"With over fifty foreign cars already on sale here, the Japanese auto industry isn't likely to carve out a
big slice of the U.S. market for itself.”
Business Week, 2 August 1968

"A severe depression like that of 1920-1921 is outside the range of probability.”
The Harvard Economic Society, 16 November 1929

"l think there is a world market for about five computers.”
Thomas J. Watson, chairman of IBM, 1943

"There is no reason for any individual to have a computer in their home.”
Ken Olson, president, Digital Equipment Corporation, 1977

"We don't like their sound. Groups of guitars are on the way out.”
Decca Recording Co., executive, turning down the Beatles in 1962

"The phonograph ... is not of any commercial value.”
Thomas Alva Edison, inventor of the phonograph, c. 1880

"No matter what happens, the U.S. Navy is not going to be caught napping.”
Frank Knox, Secretary of the Navy, 4 December 1941, just before the Japanese attack on Pearl Harbor

"They couldn't hit an elephant at this dist..."
General John B. Sedgwick, last words, Battle of Spotsylvania, 1864

Source: Cerf, C., Navasky, V., The Experts Speak, New York 1984.
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The resource-based view sees resources and capabilities

as main drivers of superior performance
Reasoning of the resource-based view

Resources/ Conduct Performance

capabilities

» Tangible resources » Building resources
(Equipment, location (Value chain system)

etc.)
 Using resources

* Intangible resources (Cost management)

(Technology, know-
how, brand etc.)

» Capabilities (Ability
to coordinate
resources)
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Value chain and generic competitive strategies
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Sources of cost advantages

» Experience curve effects
» Economies of scale
» Economies of scope

Exploiting structural
cost differences

Levers to achieve
cost-/ price advantages

 Cost level (“cheaper®)
» Cost structure (“more flexible®)

Cost management
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The experience curve is one of the most influential concepts EIITITI-ITI
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Experience curve

Output per year Cumulative output
2019 o gotPery
2020 40 100
2021 30 80
2022 10
2023 30 6 4/
2024 30 7
» Cumulative

Output

"Law of experience"
The unit cost of a standard product

declines by a constant percentage
(typically 20 - 30%) each time
cumulative output doubles
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Concerns and instruments of cost management
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identifies key issues
SWOT Analysis

Key environmental /
industry

developments

Opportunities Threats

* Do we have strengths | » Do we have strengths
Strengths to meet opportunities? | to master threats?

Core

competencies

* Which opportunities * What are the threats
Weaknesses do we miss because our weaknesses
of our deficits? expose to us?

Source: Bruner et al., The Portable MBA, 2003, p. 223.
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Logic of the market and resource-based view of strategy
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