Kim Warren

Firms face a constant challenge to
understand and manage competition over
time: what to do when and how much,
for bow long, and with what expected
effect. In this battle, managers use
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based\Vi%w\ro/f/‘stﬂrategy (RBV) has extended
understa\n\ding;éf/ ompetitive advantage to include the
firm's resources or 'strategic assets', moving the
strategy debate beyond the largely financial concerns
of q(')'ss\aiﬁd\yvalue (Collis and Montgomery 1995,
Z@eﬁw\gfel\f\“’i984). Alongside RBV, game theory has
,pr:bﬁi@%}zl new understanding of competitive

resources they already bave to develop the/ f/int\\e}a\ct\iwbns. A step towards true dynamics has resulted

further resources they need, fastef\gnéi\\

from representing sequential moves and counter-moves
on issues such as pricing and advertising levels (Dixit

. . L/ on
more SuStalnably than Competltofsﬂ\.\héft\\gnd Nalebuff 1991, Brandenburger and Nalebuff
three forms Of rival ry capt tir\e Zth e 1995). However, executives typically find game theory
y / hard to apply to the richness of practical competitive

dynamics of these processes: deveféb?iiz\gj
potential customers, capturin;g(ﬁvdls'
customers and competing fofy\{tles'//b
shared customers. Each of these applies
not only to customers, but. Ys/cjito;}other
assets that must be won against rivals.
In complex industr(iés; interactions
between many competztéfs can be
simplified by groupiiggﬁ'fmrs\f\ogéthez and
industry evolution\a\/ndfc/ﬁenarios for the
future can be eg@lﬁhte@using extensions

of this app(oaéﬂ\\

~

~ ~_ /
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The strategy fiela\bf\lg\ff wledge has long had much
to offer managers wishing to understand a firm's
performance relative to competitors (see, for
example, Porter 1980, Grant 1995 and de Wit and
Meyer 1998). Within this wide field, the resource-

e

situations that feature real-world rivalry on multiple
dimensions.

Efforts to capture the true dynamics of competitive
rivalry (ie to explain and manage progress through
time) include extending established micro-economics
approaches (Porter 1991), the development of
competence-based concepts (Prahalad and Hamel
1990, Schoemaker and Amit 1997, Sanchez et al 1996)
and use of scenario-planning methods (Wack 1985,
Schoemaker 1995).

The Dynamics of Resource-based Advantage
One particularly promising feature of RBV which may
provide a key to progress is its inclusion of mechanisms
that can operate only insofar as competing firms
interact through time. Whilst an organisation may
often copy, sustain or purchase resources with little
direct interference from actual or potential rivals,
developing or capturing them from others inevitably
brings firms into conflict with competitors (Grant
1991, Peteraf 1993).
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In an earlier article (Warren 1999), I built on these
features of RBV, and defined a 'dynamic resource-
system view' (DRSV) of firms' strategic architecture
to show how performance over time can be understood
and managed only if certain fundamental principles
are captured.

® Performance at any moment is largely determined
by resources the firm owns, or to which it has
access, within the limits set by external market
conditions.

® All resources (useful items, whether tangible or
intangible) share a characteristic that makes their
behaviour tricky to understand — they accumulate
and deplete over time (Amit and Schoemaker 1993,
Dierickx and Cool 1989).

® Fach resource can be built or sustained only by
using other resources already in place, creating
inescapable feedback within the firm's resource-
system. Such feedback can accelerate or constrain
growth, leading to complex patterns of
performance over time.

Management's task, therefore, is to design a strategic Ve
architecture that can build, powerfully and sustainably,‘; ‘:
the resources needed to deliver strong perforn}aglce.*
However, rivals are constantly attempting to achiéve.
precisely the same resource-building goal, so ifﬁgﬂg\m\

that the dynamics of competitive performance must

be played out largely in rivalry for resources,,,\f S
e

Three forms of rivalry L\ )
Work with a wide variety of organig,,,‘txa‘g:s;hés
identified that, viewed from a re c/)uycg- ystem
perspective, rivalry takes just three fé)rms/;////J ‘
® Developing potential custom?/ffﬂ\ \
® Capturing rivals' customers™ ! ‘\ \3 ‘

g ~ . //'
® Competing for sales to s /vecij@}&t\éﬁmgs.

)
Each of these will be descﬁib/ﬁ(gelp\w. A further form
of rivalry may arise when firms use’ tHeir understanding
of arival's resource—syg/tc\r}te\ﬁ’ﬁpick its architecture
and inflict damagel/Hé\we\v\er\gEch efforts are rarely
undertaken without some desire to gain from the
competitor's fﬁisfgr\tunc,\é\féature that is covered by
the three principal \rﬁecll\:jl;misms.

Whilst competition in the market-place is where
victory or defeat generally becomes apparent, firms
must also compete for access to non-customer
resources, such as skilled staff or supplier capacity.
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Case example: 'TV wars'

The UK broadcasting industry has recently seen
the launch of digital TV services via terrestrial
transmission. One such company, ONdigital, is
engaged in a race to win the potential subscribers
for this new form of service before its major
satellite-based rival Bsky {SE§\C convert its
viewers to digital. Dig;ijya'}—rrly,,,,g ers many
channels, and terrest{ﬁg,l\se ices ﬁ;é received
through normal roof-td ae}i‘al\‘ﬁ. )

Though virtuafly\a 1\"lfgu/seholds receive
conventional te/rr’és’fr'yl\se\f\ﬁ;;es, and many
already subscri‘bq/fé\kat ‘llite\@ervices (notably
from Sky itself), a potential population may still
wish to v(n&h t&‘}igita{ Viewers are unlikely to
subsctib‘,’é to re than one such service, so
ONdigital is en/gaged in a race to exploit the
potentiﬁlQ?fbre §k/y Regrettably for ONdigital,
the time-path preferred (by ONDigital) for its
rival, shown in figure 1, is not emerging, with
SL{}I/,alEéadX having passed a million subscribers.
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The three forms of rivalry apply equally to these other
resources. This implies that non-commercial
organisations — charities, public services, government
and armed forces, for example — are not exempt from
'competition' simply because they do not operate in a
product or service market. (Throughout this article,
'product' refers to both physical and service-based
products.)

Type-1 Rivalry: Developing Potential
Customers

It is sometimes recommended that firms should focus
on developing new markets or extending existing ones,



rather than seeking to beat competitors (Kim and
Mauborgne 1999). However, the race to accomplish
such aims is itself a universal form of rivalry, since
capturing resources denies them to others. A strategic
resource, such as the subscribers for digital terrestrial
TV in the case example above, takes the form of a
'stock' that accumulates and depletes over time while
building a customer-base depletes another stock of
potential customers (see Appendix and Warren 1999).

Type-1 rivalry takes the form of a race to drain the
stock of potential customers faster than rivals can do.
Potential customers flow into a developed customer-
base for each rival (figure 2). Depleting this potential
pool creates 'balancing' feedback, imposing limits-to-
growth on both firms, and ultimately stopping
progress altogether.

In figure 2, just two rivals (such as ONdigital and
Sky) compete to win customers from a potential pool
of two million people. Two outcomes are shown, in
both of which the rival wins 3% of the potential pool
each month - initially, 3% of two million, or 60,000
per month, as shown in the lower of the two central
charts. This rate falls quickly, as both firms deplete
the potential.

In outcome A, we win 5% per month

The Dynamics of Rivalry

from in the first place, and the impact of our rival's
stock of existing customers.

Figure 2 captures the first part of the DRSV view
of type-1 rivalry, and raises important issues:

@ Since the stock of resource (¢ustomers) determines
performance, and this stock'can be influenced only
via the rate of flow from-the potential pool,
competitive outcomes depend- on the relative
win-rates — the fractl/on ft e poteyitlal customer-
pool each rival W{ﬁ’§ m\each tlme period.

® The initial rat /ﬁf\\hi\h e customer-base is
developed ca be raig} but slows as the potential
pool is deplete d\T}/us unavoidable effect is often
ignored in strategic - plans — firms commonly assume
they/@(r ‘win Srﬁ\gomers at a constant rate until the
mark up In practice, development rates
may Wov(z still more quickly, since the most
amenable-customers will be taken up first.

is use

® Growth of the rival's customer base depends not
S
<\ e. turing customers quickly not only builds
\OLLL‘ own resources, but also denies them to rivals.

its own success, but also upon our win-

1n1t1all{ O\A Pomt may well arise when a firm fails to win

100,000/month), whilst in scenario B we ?n 89 &.\\ /)?y customers, in spite of having an adequate

(initially 160,000/month). All other influeficeés

oduct that would attract them, if it faced a

ignored, such as where the potential subscrlEe\s?}ne\ ~ similarly mediocre rival.

Figure 2 s
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) ® The rate at which the potential market develops
reflects the attractiveness of all rivals' products.
Markets may fail to take off, not due to lack of
interest from customers, but simply because
suppliers have failed, collectively, to offer products
that adequately fulfil that interest. The long-
awaited dawn of video-on-demand services is a
case in point.

Factors driving customer win-rates in practice include
price, marketing efforts, and the functionality of the
product (eg how many channels the two TV services
provide, and the attractiveness of their programme
content). This mix of factors frequently confronts firms
with fundamentally dynamic dilemmas, such as when
to launch a product. Is it better to improve a product
further and risk coming second, or launch as soon as
the product seems ready and risk failure because it is
not good enough?

To reflect fully this interaction between firms'
respective products requires a clear understanding of
customers' reactions to product acceptability. To
complicate this judgement, the limit of product
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acceptability is not static, but moves as customers'
expectations adjust: so long as only modestly-
attractive products are available, a product is
tolerated; but when a significantly better product is
introduced, firms offering the old standard fall behind
In capturing customers.

Developing Potential Customers

Figure 2 assumed a static potential pool of customers,
with rivals developing constant fractions of that pool
each month. But feedback may cause self-reinforcing
growth amongst customers (Warren 1999), and similar
mechanisms can accelerate growth for entire markets.
As customers begin to take up a novel product, the
benefits they discover become widely known, and
other customers take up the product. This replenishes
the potential pool, thus supporting further growth for
competing firms.

Industry-wide self-reinforcing growth may even
recur in the same market. Mobile phone users, for
example, have already taken up the early analogue
services, have mostly migrated to digital networks,
and will shortly migrate once more to the more

powerful UMTS standard. In each transition, early
adoption rates are slow until the benefits become
widely known, when potential interest and actual take-
up both accelerate.

To reflect the possible growt
the framework for type-1 ri
further features (figure 3):

in market potential,
requires several

® Improvements to all firrﬁgrr"ﬁroduem,\and changes

to prices and mar e;mg?i\bou gh/no effect is
included in this 1lle§ﬁra\on
ach firm's customer-

Reinforcing feedbad{\%\ga
base (here, our f/ irm- cr 5% /month word-
of-mouth grthlK ouyr hval achieves none),

Remfy(cmg fee\d‘bael/ to grow the potential pool
- o
of cust(pmers (@ set at 5%/month), and

Furthe\\jggr\wtbz potential, driven by all firms'

marketing and product development (though no
effect is included in this case).

To @/E!\}T;Z%?RSV framework for type-1 rivalry to

s .
practica , figure 3 must be extended. 'Product
attractiveness' must be specified, its impact on

O\

Figure 3
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customer take-up assessed, along with the resulting
growth of interest amongst new consumers. The effect
of marketing efforts and pricing on customer-
migration must also be estimated. However, figure 3
illustrates key features of type-1 rivalry in market
development:

The base win-rate for each firm is the same, but
our firm alone gains further growth from feedback
— customers enjoy our service sufficiently to
recommend us to others. Consequently, our
customer-base soon out-strips the competitor's.

The potential customer pool starts depleting, but
is replenished by industry-wide word-of-mouth.
The increasing total of customers that both rivals
develop causes the in-flow of new potential
customers (A) to escalate rapidly and overtake the
rate at which the two firms are exploiting them
(B+C).

Consequently, both we and our rival experience
renewed growth from about month 15.

The Dynamics of Rivalry

growth of the potential user-base, rates of new
subscription, levels of usage amongst developed
subscribers, and switching amongst subscribers,
both within and between technology generations.
No mathematical correlat}' n between price and
demand can come close to presenting a true picture
of market behaviour unge,r,,,,,sru ircumstances, and
any apparent correlation that does. emerge will be
chancy and highly misleading. )

‘ J/W\\ \ //
Complementary,flfdh\:\exﬁluﬂsive resources may
substantially impg&\updﬁ*ﬂie dynamics of rivalry.
It is increasingly comﬁxo\nfar; firms to benefit from
interdependei\nd{:s &jtvtﬁzeen their own product or
service and in@s\tr}{)w/ide resources that may not
be under’ their control. The rapid growth of
softhére product markets, even for new entrants,
is si bsgr\lrti/a/l"‘ly/‘hastened by the existence of
comp entar resources, e.g. the installed base
of PC users, the shared infrastructure of software
,dealers, and the large community of buyers who

( expect to discover useful new products on the
N

N ~./,
. . . / ] g ] ]
Some care is needed in using the stock-and-flow ‘. internet. Such mechanisms further undermine any

structure in figure 3. The development rate
customers, either to the potential pool or into the active/ /

of —

\Ehaﬁéﬁ of discovering simple, linear relationships
~/ . . .
«\\B&\tween price and functionality on the one hand,

. . [ | Yl
customer-base, is rarely clear cut. A population of /an/d demand or market share on the other. The
o AN _ ) . .
customers may exhibit a range of responses mmd\s\\w/)x{creasmgly common phenomenon of inferior

the complex mix of product benefits and pri \(\)}l\@fff‘\l’.\\\ .
And delays may arise between actual ci: ’ )
product appeal and changes to customers' pcf&pﬁ@l’ /
Yet this perception has to change beforg/gus’to rs
adjust their behaviour and join the 'potential' pgﬁ

create difficulties and dilemmas:

Jo

. . . N /
Industry-wide mechanisms 1llustratr¢g})§ths  case
N

7/ \

A range of exogenous and indu t}ﬁ}/éfgéto“rs may
also stimulate the potential customerp
economic trends, improv}ég'ﬁffq\e-performance
ratios for the products offﬁe\re\d,\gnﬂ 50 on. These
add to the impact of firms' collective efforts. Actual
demand is then a COWZZ?%TIC@\O%Q}& effectively

firms exploit this poté\ri ia

i)
g

Trend-based marké’t“feigéésﬁ{g is most unlikely
to be reliable. Aﬂtctﬁii)‘ts\gbkssess the 'elasticity of
demand' fﬁ\ek&m \Cer\rel;tions between price (or
income) and \démgnd\;? are also fatally damaged
by the inescapable realities of accumulation,
depletion and feedback. Regulatory and industry
interest in the effects of pricing for mobile phones,
for example, has been considerable. But prices of

handsets and usage drive several rates of change —

—soclo-

nges_in -/
S

products defeating objectively superior rivals is
readily explained by the role taken by
complementary resources.

The time-path of customer-base growth usually
exhibits complex dynamics. Such complexity is
clearly manifest in figure 3, even though this
illustration excludes many demand-drivers that
apply in practice. If management is to understand
changes in their market, therefore, they must assess
its potential as well as its actual demand. Lack of
such understanding causes difficulties in many
situations. For example, agencies concerned with
smoking control have invested large sums in market
research, but still know little about the number of
smokers who, at any moment, are actively
considering giving up. Yet these form the most
promising target for anti-smoking products and
services, and potential inspiration to other would-
be abstainers. (I am indebted to Rod Brown and
colleagues at SmithKline Beecham for this
example.)

Firms often face a dilemma on how much to build
up potential demand. Management can easily find
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itself in the unfortunate position of having built a
market to the benefit of its rivals. The rapid growth
of UK demand for high-quality coffee shops is
certainly being driven by the marketing efforts of
Starbucks, the established US chain. It is quite
probable, though, that these efforts are pushing
more total business into the outlets of its rivals
than into its own. Yet management has little choice
but to undertake these efforts if it is to build its
own business.

Only by laying out the relationships between the
various customer resource-stocks and assessing the
diverse forces causing them to flow through the market
will it be possible to understand the market's
development, and identify with confidence powerful
policies to drive the future to the firm's own advantage.

Price as a strategic resource
An important implication of this article's
discussion of rivalry concerns the role of price.
Whilst price may often be accurately understood
as an instantaneous consequence of the balance
between supply and demand, many firms have
some discretion on their relative price-position.
Price may therefore be a strategic resource,
whose level needs to be as carefully manageﬁ\é;z
any other. S
The level of price achievable, compare yvitﬁ\
rivals, can be driven by reputation or qualit\yfaf\

driver of increases for other resources. \ )

resources, and the level of price can 1t lﬁbe i\& ;

~ .
Type-2 rivalry: Capturing rivals'| cuﬁtél;ers

Only in the earliest stages of market ﬁ@yelopfnent is
rivalry largely focused on the race- o\unexploued
potential customers. Yet even ﬁf ckvelopéd markets,

the framework in figure 3 con{mue&/to apply, if

customers cease to be actlvﬁ/e U{H\EQ tH/e potential
pool. It is also rare that absolut y no new potential
customers emerge. Retail ‘ba r example, fight
for each new generatl/n Sf\eonsumers, even though
overall penetration of | an\ac\g?)unts is very high.

As marketsfﬂweb eugh a second mechanism
comes into play\— }m\dlree/c switching of customers
between rivals. Thlsm%gle is a tug-of-war, in which
each firm tries to pull customers out of their rivals'
system and into their own, by offering what they hope
is an attractive product. It is in this context that game
theory makes perhaps the strongest contribution to
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capturing rivalry dynamics and other tools can be
wielded to attack specific mechanisms. For example,
conjoint analysis may be used to track customer-
switching through time, as a function of rivals' product-
improvement efforts (Green and Kreiger 1997).

Figure 4 shows the resource-s
type-2 rivalry between two_suppliers of specialist
paints. In a recent innovation, the two suppliers have
between them captured-all the ) p jtential 500
customers. We have 200.¢ usto}ﬁer§ and the competitor
has 300, though a pro‘dgct\tmp(rpvement by our rival
means they are rapidly ca \J{m\sgr customers (start-
point for the net stonﬁ:ek\x sw1t@f1mg chart = minus
35/month).

Figure 4, / ?\

Type-2 ‘rl\lry asa ﬁug-of-war for customers

tem structure for

\\,,//
o Our
Switching costs™ customers
and effort
/ ™~ e 00
IDDROREEY S St
ﬁMmm roduct DY SR U
Q\ %ds@engta eforth P— 11100
custom s to switc
~Ho 0 12 AA24 36
/ \ o Net
customers
switchin
// /‘»per mon
_ Customer ratin

Wcompetmg pro ucts
/10

0 12 24 36

Rival’s
customers

The chart at bottom-left shows our own R&D
efforts steadily improving the product (as rated by
customers on adhesion, gloss, colour-fastness and so
on). We are narrowing the gap against our rival's
product, and within a few months, the product
differences are so small that customer-losses stop.

From months 7 to 13, there is too little to choose
between us for customers to incur the costs and work
in switching. However, our R&D efforts continue out-
pacing the competitor, until we open up a large
enough advantage to start winning customers back
quite quickly — the net customers switching chart
becomes positive. Eventually, the maturing technology
erodes the product differences, and there is little
further switching.



One interesting observation about this case
concerns path-dependency. Had we been just 6 months
later in improving the product, our competitor would
have captured so much of the market, and had so much
time to continue fine-tuning its product, that we would
never have caught up. As it is, the modest advantage
in our R&D effectiveness enabled us to overtake and
leave our competitor irretrievably behind.

This phenomenon of one-time opportunity is
common. With the opening up of competition in
markets as diverse as airlines, telecoms and energy,
early opportunities occur for new entrants to take
customers by offering significant price or product
advantages. It is much harder for other entrants or
retaliating incumbents to offer further comparable
benefits, and the window of opportunity closes. The

The Dynamics of Rivalry

customers into and out of the shared pool, but the
drivers of normal purchase rates and relative
competitive success invariably include resource-
stocks that accumulate and deplete. FMCG sales
depend upon consumer interest in rivals' products.
Suppliers compete to win -space from each
other and from other pr(fugt- ategories, and they
use sales forces to win this war. In addition to the
stores themselves, conzsume shelf-s gpace and the
sales force are all resource- s:jc\?s that/must be buil,
and all, to varying élegr\ees,/must be competed for
against rivals. Ea h-may Qthblt any or all of the
three types of rwa/lry \3

N

Figure ;5/
Winni sa1es t{:@ shared customer-base

framework in figure 4 thus offers a dynamic \ )
perspective on the concept of first-mover advantage, ur fee;'{/
providing insight into the scale and timing .of the ma proy;'l%t dw
opportunity, and the nature, scale and duration of attractiveness
counter-moves rivals may need to make to keep the /N Y ‘%ﬂ’l ﬁ%’?g
. / .

window closed. It may not, for example, be necessary shared

full ker' d ori 4 L Sﬁared customers
to pre-empt fully an attacker's expected price move, - “customers
merely narrow the gap sufficiently to deter a large/"’ \\ Customers’

. . Cq —\ normal
proportion of potential switching. ( N ) purcltrase
- . rate
. . [ \ ///

Type-3 Rivalry: Competing for Sales to//~ )
Shared Customers L ) f\\ 5 Rival's sales
Customers in many markets may commit e clus%vely c 55’;?)';?’;1,5
to one supplier at any one time. Consumers rar ly / our
subscribe to two mobile phone services, an/ few fi marke{l)rr)g and
purchase power from more than one supph@g In such attrgf:tlvlg;rgss

markets, type-1 and 2 rivalry are adequate capt/ﬁre
the dynamics of competition. S

Not all markets are so tidy, hqwmfe; Q)‘ type-3
rivalry arises — winning a larger share (j/sales to
customers who purchase from‘/seve,tz}supphers For
example, producers of fast- n(rb\vxgg consumer goods
(FMCG), such as food, drink and clean/ ling materials,
generally compete to su}z/ ly etglfeig \Vho stock a
range of competing produ

Type-3 rivalry may océu;a/ , or in combination
with rivalry types 1/nd\2 but its structure is most
clearly illustrated ww a Cth&)mer—base that is both
static and cmnple‘relxéhared The appeal of rival
products doeant now ¢ cause customers to switch, but
instead determlnes“ehe ?te of sales each rival enjoys
(figure 5).

Figure 5 appears to contain little that might cause
dynamic complexity, but this is not the case. Not
only will most real cases feature migration of

Competition between many rivals
All three types of rivalry are most easily understood
by considering competition between just two firms.
However, all can be readily extended to capture the
more common situation of multi-supplier rivalry.
For type-1 rivalry, as many firms as necessary can
be added to Figure 3, each winning customers from
the potential pool or losing them again. Growth of
the pool itself reflects some weighted attractiveness
of the portfolio of competing products, and may be
accelerated by the larger number of supplying firms.
Type-2 rivalry in Figure 4 can also be modified to
capture multi-firm situations. For this purpose it is
still important to ensure 'conservation of matter', i.e.
customers lost by firms offering poorer products match
those gained by firms offering better ones, plus or
minus any net change in the industry's total customer-
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Figure 6
Reflecting multi-supplier rivalry for active
customers

Marketing

Relative price
Switching costs

and effort
Our
customers
Net customers Rival 1
switching per month A customers
Rival 2
customers
Rival 3
customers
Etc ...

base. It is then relatively straightforward to estimate
the reallocation of customers amongst competitors
(figure 6).

Strategic groups

All three types of rivalry can become unmanageable
in industries with many competitors (eg car|
manufacture, internet service providers, law flrr/ns )

However, it is often unnecessary to assess sepéné]ﬂy ~An

the prospects for every competitor. Mercedes ay/n¢ecL
to evaluate carefully the interplay with BM ,Jagﬁ:lek

If firms in a strategic group follow similar
behaviours, then DRSV suggests those behaviours will
be constrained by the resources those firms currently
possess and be directed at building resources for the
future that reinforce the strategic architecture of those
firms. The low-cost car manufacturers lack many of
attack Mercedes'

the strategic resources needed t
market — product attributes, ¢
reputation and the current customer- .r-base itself. Their
resource-building effort/sgfocusbn glevelo{)mg products
and distribution that<ml accﬁlerate the capture of
customers similar to those WhQ have previously bought
their products. / N ~/

This resource- nstra/lm; on strategy development
is most e?&eiﬁ"wh firms attempt to enter a different
group. Toy6ta se into Mercedes' group required
the creatlo&of a new |brand — Lexus — and a host of
new resources both consistent with this new aspiration
and distinct fromthose of Toyota. Mercedes itself is
currently in the process of tackling the same challenge
w1tL{ it's Aclass small vehicle, but is attempting to
levérage its eiﬂstmg luxury-car resources to achieve
this ewg its customer-base, reputation and

/dea{ﬂ\ships

\Co;mmg rivalry mechanisms

ample to clarify the interplay of the three types
ogrivalry follows two financial services firms racing
_td develop a new Euro-mortgage product (a recent,

and other premium manufacturers. However, thf: IO“K /but perhaps premature product innovation). To

cost manufacturers can mostly be d a)ft wi
collectively. For example, they may in| aggregate
develop car-ownership in emerging econo S, mfo
which Mercedes and close rivals will l ter ccy?zpete to
sell luxury vehicles. |\

The strategy field already offers\&n es)ﬁvbhshed
approach to simplifying the problem\ \he notion of
'strategic groups'. Whilst muc}f WQI'k has/ been done
to refine this concept, an adequate hpt pon{t comes from
Porter; 1980, who defines 7';1/ gic ngup as '... the
group of firms in an 1ndustry e9/ovvlng the same or a
similar strategy along strategic’ dimensions'. The
concept of strategic gr(p/ ps\clévdoped significantly over
the following few ye%s Q\/IcGecznd Thomas 1986).

Much uncgzrtamt}r\r\méuns about the importance
(or even the existencﬁ o\f\s{rateglc groups. However,
many executives knovwgh;}t clusters of rivals do indeed
pursue similar behaviours, even if these differences
are not observable from financial or performance
ratios (which is where much academic effort focuses
in the hunt for strategic groups).
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simplify, both firms sell exclusively through
independent financial advisors (IFAs), and have no
direct channels for distributing the product.

Consumers hear about both products through
marketing (largely newspaper ads), and may request
either product from their IFA. The products are
similarly attractive on objective measures, but have
features that appeal to particular consumers. Cash-
flows continue for as long as a consumer holds the
product. However, consumers may switch from one
firm's product to the other if marketing or the IFAs
persuade them that the differences are advantageous.

IFAs are motivated to offer a product by suppliers'
sales efforts and by demand from consumers — the
more consumers purchase a supplier's product, the
more commission is received from promoting it. The
best indicator of likely sales is the current number of
consumers who hold each firm's product.

The framework that follows is not simple, but some
guidelines for using DRSV provide a perspective for
the complexity:



® Resources determine performance at any moment,
so revenue from our product is calculated from
the number of consumers who hold it, whilst costs
reflect marketing spend and the number of sales
people.

® Resource-levels are determined only by in- and out-
flows over time, so one critical managerial
judgement is 'How fast are we signing up new
consumers?'

® Rates of gain and loss for each resource reflect the
levels of any or all of the resources already in place,
so the answer to the previous question can be
estimated from our marketing efforts and the
priority IFAs are giving to our product.

Winning Consumers - Types 1 and 2 Rivairy
Little word-of-mouth feedback occurs in this market,
but the marketing efforts of both rivals build potential
consumer interest (figure 7).

Figure 7
Consumer take-up for a new financial product:
rivalry types 1 and 2
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Type-1 rivalry starts ag/ %m\ta\ceyto win new
consumers. However, ty, lry also emerges as
we try to persuade estabhsheéi/jﬁsumers to replace
the rival's mortgage with our'own.

Figure 8 shows ﬂl f&ee\\;zlrlvmg consumers into
holding our peru %szctly equivalent efforts are
made by our rw\FN te-that whilst the flow of new
customers into oui~stock constitute the rate of unit-
sales of our productj&e new mortgages sold per
month), our revenues derive from the stock of
consumers holding our mortgage at any time — i.e. the
interest payments we receive.

\\
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Figure 8
Building purchases and revenue for a
mortgage product
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[FAs feature both products, so we are also engaged
in type-3 rivalry — persuading them to give a larger
sha/re o\fﬁsffort to our product than to our rival's. IFAs

gl) e\prMy? to our product if a large population of
consumers already hold our mortgage, and if our sales

/ “effort persuades them to do so. (Strictly speaking, this

méchgmsm includes some type-2 rivalry, since it will

\tals’ze me for any change in our sales-force to influence
~IFAS' attention to our product. For simplicity, this

e;etall is ignored).

Flgure 9
Winning IFAs’ efforts: rivalry type-3
Consumers

With rival’s
product

Relative
consumer
holding

of rival
products

IFAs promoting
both products

Consumers
with our
product

IFA efforts
on our product

Our sales
force
The interaction between the three rivalry
mechanisms is illustrated by a scenario in which the
rivals have contrasting beliefs regarding the best way
to build the business.
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® Our rival believes that marketing alone is key — if
enough consumers want their product, IFAs will
see the potential and promote it. They commit
£300,000/month in marketing and only assign 10
sales people to building IFA support.

® We know we must build consumer interest, so
commit advertising of £200,000/month, but also
believe IFA support is critical, and assign 40 sales
people to this task.

Figure 10 combines Figures 7-9 into a composite
resource-system. For clarity, the mirror-image structure
for our rival is not shown. The story plays out as
follows:

® The rival's early marketing is sufficiently strong
that they rapidly develop the few potential
consumers who are already interested. The
combined marketing of the two firms quickly pulls
consumers into the potential pool, but the rival
exploits these opportunities fast, so the pool never
builds above about 3,000 consumers.

® As the market development rate inevitably slows,
so does the exploitation rate advantage to our
competitor. Meanwhile, our sales force has won/

start to switch from the competitor's product to
ours. As the stock of consumers with our product
accelerates, we win still greater support from IFAs.
This enables us to catch our competitor's rate of
acquiring new consumers, and this, combined with
our success in switching, allows.our total customer
base to overtake theirs e/a_r,ly 1 third year.

Extending Rivalry to Othi Res&ur)ces
Rivalry is rarely restri fgd/ to\the fight f/or customers
and sales, and often-ari s/vylth other strategic
resources. All kinds of or Mt compete for scarce
staff, charities c@{r'ipete\ late and develop
donors, media fir Sx:ogzp@te to win advertisers, oil
exploration fir rmsgﬂcoum{ge governments to release
explorat?n n/rlghts ich they then contest, and firm
groups ln m\elecoms and broadcasting compete for
access to-limited radio spectrum. Fortunately, no
further frameworks are needed — the three mechanisms
already discussed apply to non-customer resources too.
ITle extent of such parallels should not be
tat%valry can arise only when it is feasible
f(éfian titors to contest a resource. It is not generally
possible

r example, to compete over products. If a
( competltor wants the same product as us, they must

strong IFA support. Our rival's customer base' \dev;:z p it themselves. Unless we are fighting to

becomes available for us to win, and con@\rs

Figure 10

ase or license the product from a third party,

Combining types 1, 2 and 3 rivalry in buﬂd]h\g\s\le/s of a new financial services product
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Figure 11

The Dynamics of Rivalry

Type-1 rivalry with feedback driving growth of potential and developed specialist staff.
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there is no legal means to take a product aw@m\

us. Similarly, it is not generally possible tf%\/m
by

for production facilities, unless they are own
parties and we are seeking to out-source manufacture.

Intangibles, such as reputation and morife/are?a{so
rarely contested directly, though a side é;ff&:\t of our
gains may be losses for our rivals.

//,
Type-1 rivalry: developing and| e»gpl/éif ng
emerging resources /
Competition to develop potentla/l/ ;:sou\qes often arises
in the case of skilled staff. The xp\osm of Web-based
commerce in recent years rap ‘builf demand for
Java programmers. A u\/n
programmers increased, le remained in short
supply, so rival firms foc /<N nning the few staff
emerging from tramyx{ The fesultmg war for talent
became partlcularl}untMen Microsoft entered
the fray, trying to Véfa%ﬁ the collection of rivals
promoting Su M%s&e s' open standard.

Not only is the ap parallel to the development of
the resource through the system, but there is also a
close analogy to the reinforcing feedback from word-
of-mouth. It soon became clear that this emerging
industry would offer attractive employment prospects,

ining of new

e flow of new trainees rose rapidly. In other
ectors, such as engineering, the inevitable delays in

1rd _~the system may cause over-shoot, and result in cycles

“of over- and under-supply of labour.

The framework for customer-development can
be readily adapted to this new strategic resource
(figure 11).

'"Tug of war' for established resources

The staff-development case is slightly more complex
than the customer-base examples, however, because
of growth in staff experience during their time with
an employer. Firms may not try to compete for newly-
qualified staff, but wait to poach experienced people
from others — type-2 rivalry. Citibank and other major
investment banks are seen as premier employers for
new graduates. Smaller rivals do not fight in the early
recruitment market, but instead target experienced
staff with especially attractive pay-rates. A salary
premium may be affordable without the heavy cost
of developing their own staff (Figure 12).

This poaching of experienced staff is widespread
throughout many sectors, and may seem an intractable
problem. However, two solutions at least have been
found to be feasible.
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® A British engineering company was a 'top-quartile'
recruiter, paying high starting salaries to the
brightest graduates from the best universities.
Unfortunately, after just 2-3 years training, the
best recruits were frequently taken, for much
higher salaries, either by specialist firms or
financial institutions who valued their systems
skills. A partial solution was found in the
characteristics of the good staff who had not been
lost. These had often not been the 'best' hires
from the 'best' universities, but apparently less-
high-flying individuals. They had built more
experience over a longer period, were more settled
in their families and communities, and did not
aspire to the glittering careers (sic) of those who
had left. An irony of this case was the possibility
that the cost of being a top-quartile recruiter may
have been positively damaging, rather than
advantageous to this company.

Rivalry for share of attention from non-
exclusive resources

Type-3 rivalry — for share of attention from a non-
exclusive resource - may also apply to resources other
than customers. Distributors of computer software and
hardware depend on their r ation as reliable
suppliers, able to provide even ‘the\latest products
quickly. Yet manufacturerfare £reque tly unable to
meet high levels of final demand and have to ration
supplies. Manufactur@rs g% 1ghe priority to
distributors that hlsE&g\allydehvered high sales
volumes. There is thus-a. %ﬁl?be;ween distributors
to capture share o tfpply\ﬁ;om anon-exclusive set of

supplier relatlonsh\pg W, /

Industr/ Dynami and Scenarios
The DRSV rameworks in this article can be developed
beyond competitiol between firms and strategic
groups. If thedynaamics of performance outcomes for
firms and firm-groups can be understood, insight will
eme/ﬁge regarding the prospects for entry, exit and
grphzvth ‘b@rms across an entire industry, i.e. the
%Jut of an entire industry structure. Two
s illustrate the potential:

m“‘*i

Figure 12
Shifting rivalry to the war for experienced staff
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A US public relations ﬁrm%g ound itself losing @
the best of its you@ \foéssmnals Rather than
resisting this los&by rn\ec@g competitive offers,

the compa;ry\oiﬁle:\a rs that it welcomed their
wish to de\\relgp\thmr cafeers, and kept in touch
with them. Mﬁny}\ nd their new roles less
attractive than they had hoped, while others gained
experience that the original employer valued. A
large fraction of lost staff were re-hired, to both
their own and the firm's advantage.

- |>_Rival’s
\senlors
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\ (@ I}l 1989, the UK Government regulated the brewing

—industry, restricting producers' ownership of pubs.

. \ ~ The Monopolies and Mergers Commission that
\7 recommended the change expected new firms to

enter the industry, widening choice and forcing
established firms to compete intensively by
lowering prices. In the event, no new entry occurred
and product-ranges across the industry were
rationalised. Two major firms engaged in the
expected price-competition, but lost to incumbents
who continued to stress added-value products.
Examination of the dynamic interactions at work
showed that, whilst price competition could have
taken some initial market share, the damage to the
resource-systems of firms who did so would be
severe, and their demise unavoidable.

The UK internet-service-provider (ISP) sector has
recently been thrown into turmoil by the launch
of an attractive free service by Dixons plc. Established
ISPs have essentially faced two choices - either
redesign their resource-systems to join the free-service
segment, or else find specific sub-segments of users
who value particular features sufficiently to justify
the usage fees. This adaptation process continues
to evolve, with former firm-groups dying or
consolidating, whilst others are emerging.



An extension of the principles concerning rivalry and
industry evolution allows coherent, robust scenarios
to be developed. DRSV's application to a single firm
essentially captures the mutual evolution of resources
on the demand-side (customers, distributors, reputation
...) and the supply-side (capacity, products, staff, unit-
cost ...). It is possible to assemble an equivalent
architecture for an entire industry, and thus assess the
time-path of its evolution. After decades of decline,
the cinema industry was turned around by the mutual
investment of film-makers and cinema owners both
in films people wanted to watch and in facilities in which
to watch them (cinemas). The increasing numbers of
cinema-goers provided cash for further investment,
investor confidence in the industry, and a reputation
resource to win additional potential consumers, all of
which reinforced further industry-wide resources.
The approach can be extended to capture inter-
industry 'rivalry', thus further enriching the scenarios
of future conditions that may confront executives in
any one firm within any one industry. Growth of
internet usage, for example, can grow only at the
expense of other industries on which consumers may
spend their income or (crucially) their time. The
relative prospects for internet usage, TV-viewing, an

other consumer service sectors can thus OA:IIy b \
understood as a dynamic interplay betweefy“the ~

The Dynamics of Rivalry

Conclusion

This article has explained how the dynamic resource-
system for a single firm can be extended to quantify
the development of rivalry over time. The method is
strongly fact-based, and provides a rigorous language
and structure for management teams to debate and
agree upon competitive policy. Rractical application
of these concepts is proéng a%pow ful approach
to solving serious compeﬁ*ﬁqe challenges facing
firms, even in situgtions oof T pid change,
Glucksman, M. an&M&«ecfojt J (1996), Achi, Z

et al (1995). It is also pc sslbie\to understand how
rivalry may evq ve aﬁ{p\ngst multlple competitors
and assess ekqlflg, /tlmed and quantified
opportumitiés &{ building relative advantage.
Howe\Z:/the task of assembling the necessary
frameWo s and analysm is far from trivial. Teams
are recommended develop initial skills in strategy
dyna mics by focusing first on simpler issues within
the firm's own strategic architecture. This will build
the/coﬁftd@nce to tackle the more complex questions
Qf m(ah*yk gnd industry dynamics discussed here.

D( Warren is a Teaching Fellow in Strategic
&/ International Management at London
usiness School

functionality, price and 'good use of time' pgpv;ded ~

by each service. D
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Appendix: The DRSV Nomenclature |

Warren, 1999 defined the elements of the dynamic
resource-system view. Its basic nomenclature is as follows:

Figure 13
Standard diagram elements for DRSV
Other
exogenous Strategic
factors } resource A
/™
=©=§ {
Rate of increase Rate of de baéé
in resource, in resour
per time period per time p

Impact of current
resources on
rate of increase
(or decreasez

In resource

Strategic resources are i taﬁglblem mtanglble)
that are useful. They accuyz1 oi\decay/over time,
in a similar way to water\ 1f1 a/t/ ank/ (the rectangular
containers in Figure 13). /

Resource-levels are ﬁh{ﬂﬁ? only by the in-flows
and out-flows to thxs\ta\xkk (thethick, straight arrows
entering and /fea\rlqgﬂa\ tank, above), whether by
management actlmls}nd decisions or other forces.

The tank, with its im/an out-flows, is known as
the stock-and-flow structure.

The rates of flow can be estimated through simple
arithmetic, depending upon the existing levels of
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ready in place. These are the curved

connections in Figure 13, and the calculation at each

stage/ 1s\<nade in the variables connected by these

ar;;OWs \sowrmpact of current resources on the rate

of“.ncr e in resource A' is calculated from the current
esource A and Resources B, C, D ...

a j’}e}}e central mathematics of DRSV was described

resource a

‘:x \1[1 \X/ ren 1999. For theoreticians wishing to study
\wzhg

urther implications of potential-resource
dgvelopment and rivalry, those formulations can be
readlly extended with the following equations.

P, at time T is a function of all resources R, to
which all firms (1 to m) in the industry collectively
have access at that time, including P, itself, as well
as external factors.

Eq.1
p.(T)=f; [R1,1(T):~a Rn,m(T)’ El

B. The level of potential resource P, at time T reflects
its historic rates of net accumulation r since time
t=0.
Eq.2 T

P(T) = p,(t)dt+P.(0)

0

C. The net rate of accumulation r,,, of resource R, by
firm j at time T is a function of all resources to
which the firm has access at that time, including
R, itself and the potential resources, P, to P, and
the resources of rivals, R, | to R
external factors, E.

Eq.3
=1 R (D)R,, ().P(T).E]

as well as

n,m



