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Abstract

Competitive advantage and stakeholder managementtves important research

streams that have attracted much attention duhegp@ast two decades. Although
competitive advantage is the core issue of strateginagement in which stakeholder
management is rooted, the two topics have develepenhingly independently in the

literature.

The main purpose of this thesis is to explore haskeholder management
influences competitive advantage. The researchiged by a theoretical framework
that employs a stakeholder perspective, linkingeghperspectives of competitive
advantage—the resource-based view, the relatiomaV, vand the activity-position
view. The general research approach chosen is ldatgiwa, multiple-case study. Ten
cases were selected, from leading firms of sevedalstries in Taiwan, and in-depth
interviews were conducted.

Results showed that a firm's competitive advantagmes from its resource
capacity (superior resources, unique capabiliiad, solid relationships) and a mix of
activities that respond to the competitive cont€dampetitive advantage, too, can be
analysed in terms of two components: resource ddgarand positional advantage.
Stakeholder management can have significant inflegron resource advantages as
stakeholders play important roles in the proceswalfie creation. They are the
providers who supply valued resources to the fimth, @s such, can act as catalysts or
hindrances that either facilitate or impede the egation of valued resources.
Successful stakeholder management strengthensn& fiesource profile and thus
enhances its resource advantages. Stakeholder emeag also has considerable
influences on positional advantages, as stakeh®lder relevant to activities and
drivers that determine cost and differentiation.rétwver, stakeholders are key players
in the competitive context, who help to shape tapetitiveness of the firm.

The study reported that stakeholder managemens helsustain competitive
advantage through advancing a firm’s resource Ggpatesource commitment,
developing capabilities, and building relationshif@takeholder management also
generates several isolating mechanisms that peesenmpetitive advantage,
including time compression diseconomies, causaliguitly, social complexity, and
transaction costs. However, in the face of evenghy situations, managers need to
adopt different strategies for managing stakeholdtations. To achieve sustained
competitive advantage in a dynamic context, firno¢ only have to strengthen the
capacity of resource advantage to fit the competisitrategy, but also need to use
innovative and entrepreneurial approaches for magabeir stakeholder relations.



Acknowledgements

First, | owe particular gratitude to my supervisbr, Gabriel Eweje, for his
invaluable supervision of this thesis. He has meat@nd guided me for the past four
years and cultivated my capabilities of researcth @aching at the same time. He
gave me many insightful and constructive commelusgamy research journey. It is
always a pleasure to work with Gabriel and | apiatechis remarkable help very
much.

| also want to acknowledge my co-supervisor, Psgeslim Bentley, for his
time and efforts in support, encouragement andef@®s comments. He is a
knowledgeable and considerate person. | am deegébied to him for his great help.

In addition, | would like to thank all the interviees who spared their time from
their tight schedules to participate in this reskaWithout their help, it would have
been impossible for me to complete this study.

Finally, I would like to thank my fantastic wife @my two children for being in
support of me all the time. | am so glad | haveshied this thesis and | would like to
dedicate it to them.



Table of Contents

Abstract i
Acknowledgement il

Table of contents iii

Chapter 1: Introduction 1
1.1 Background 1
1.2 Motivation for this study 5
1.3 Justification for the study 6
1.4 Research focus 13
1.5 Key concepts 15
1.6 Research objective, goals and questions 18
1.7 Organisation of the study 20
Chapter 2: Literature review 23
2.1 Introduction 23
2.2 Competitive advantage 23

2.2.1 The concept of competitive advantage 24

2.2.2 Perspectives of competitive advantage 28

2.2.3 Common issues related to competitive advantag 47
2.3 Stakeholder management 50

2.3.1 The concept of stakeholders 51

2.3.2 Perspectives of stakeholder theory 54

2.3.3 Stakeholder management and strategy 66
2.4 Linkage between stakeholder management and coeftive advantage 71
2.5 Conclusion 75
Chapter 3: Theoretical framework and methodology 76
3.1 Introduction 76
3.2 Theoretical framework 76
3.3 Approach of the research 88
3.4 Case selection and recruitment 92
3.5 Data collection 98

3.5.1 Semi-structured interviews 98

3.5.2 Documentary data 99
3.6 Data analysis 100

3.7 Reliability and validity 103



Table of Contents

3.8 Ethical considerations 106
3.9 Summary of case companies 107
3.10 Conclusion 124
Chapter 4: Integrating different perspectives of conpetitive advantage 126
4.1 Introduction 126
4.2 Resource advantages 129
4.2.1 Resources acquired from the markets 129
4.2.2 Resources built or accumulated internally 133
4.2.3 Resources acquired or generated through intéirm partnerships 135
4.2.4 Resources built or generated through other @mnels 140
4.2.5 Developing a resource profile through numeraisources 142
4.3 Positional advantages 144
4.3.1 The resource portfolios and positional advaages 146
4.3.2 The role of activities and drivers 150
4.3.3 The influences of the competitive context 26
4.3.4 Configuring activities as responses to the mpetitive context 166
4.4 Towards an integrative approach 168
4.5 Conclusion 171

Chapter 5: Stakeholder management influences on smes of competitive

advantage 173
5.1 Introduction 173
5.2 Stakeholder management influences on resourcdwantages 175
5.3 Stakeholder management influences on positionativantages 189
5.4 Discussion 199
5.5 Conclusion 204

Chapter 6: Sustaining competitive advantage througlstakeholder

management 206
6.1 Introduction 206
6.2 The dynamic perspective of the firm and activies related to sustained
competitive advantage 210
6.2.1 Resource commitments 210
6.2.2 Developing capabilities 221
6.2.3 Building relationships 230

6.2.4 A comprehensive version of the dynamic persgigve of the firm 238



Table of Contents

6.3 Isolating mechanisms created by stakeholder magement
6.3.1 Time compression diseconomies
6.3.2 Causal ambiguity
6.3.3 Social complexity
6.3.4 Transaction costs
6.3.5 A stakeholder perspective of isolating mech&ams
6.4 Conclusion

Chapter 7: The manager’s role in developing compsdive advantage in a
multiple stakeholder context
7.1 Introduction
7.2 The concept of balancing different stakeholdestemands
7.2.1 Dimensions of balancing different stakeholdetemands
7.2.2 How to balance stakeholder demands
7.3 Balancing stakeholder demands and competitivedaantage
7.3.1 Supporting an effective mix of resources
7.3.2 Sustaining competitive advantage
7.4 Dynamic stakeholder relations and strategies fananaging
stakeholders
7.4.1 Developing and maintaining relations with esting stakeholders
7.4.2 Creating relations with new stakeholders
7.4.3 Sustained competitive advantage and managingw stakeholder
relations
7.5 Conclusion

Chapter 8: Conclusion, limitation and further reseach
8.1 Introduction

8.2 Thesis overview

8.3 Research findings

8.4 Contribution and implications of this study

8.5 Limitations of the study and further research

Notes
References

241
241
245
248
252
257
259

261
261
264
265
270
275
276
279

282
284
289

294
297

299
299
299
302
307
33

316
319



Table of Contents

Appendices

Appendix 1: Interview schedule
Appendix 2: Case study protocol
Appendix 3: Coding list

List of Tables
Table 1.1: The research goals of the study

360
361
363

20

Table 2.1: A summary of definitions in the competive advantage literature 26

Table 3.1: Comparing different perspectives of comgtitive advantage

Table 3.2: Profiles of case companies

Table 4.1: Empirical findings: Source of resource dvantages

Table 4.2: Positional strategies of case companies

Table 4.3: Empirical findings: Source of positionaladvantages

Table 5.1: Empirical findings: Stakeholder managemst and resource
advantages

Table 5.2: Empirical findings: Stakeholder managemst and positional
advantages

Table 6.1: Empirical findings: Stakeholder managemst and advancing
resource capacity

Table 6.2: Empirical findings: Stakeholder managemset and isolating
mechanisms

List of Figures

Figure 3.1: An analytical theoretical framework

Figure 7.1: The concept of balancing stakeholder aeands

Figure 7.2: A framework of managing dynamic stakehlaler relations

\Y

84
97
143
147
151

177

191

212

242

77

272
284



Chapter 1: Introduction

1.1 Background

This thesis examines the linkage between competidsivantage and stakeholder
management. Competitive advantage is a very pogafac in the literature. For
example, from a search of Google Scholar using kbgwords ‘competitive
advantage’, approximately 595,000 results are predulf the search is limited in
scope to keywords in the title of the article, the®40 results still resuttAmong the
large number of studies on this theme, there atindtive research streams based on
different units of analysis which thus display wais emphases. Three main

approaches can be used to illustrate their maffardnces.

Firstly, the activity-position viefvargues that the firm’s superior performance
mostly results from its strategic choice that pdea the firm a better positioning in
the industry structure (Porter, 1980; 1985; 199961 Ghemawat & Rivkin, 2001).
Porter (1980) argues that the strategic choiceterthined by a range of competitive
forces: (1) the bargaining power of customerstii2) bargaining power of suppliers,
(3) the intensity of rivalry amongst firms in thedustry, (4) the threat of substitute
products, and (5) the threat of new entrants ih® ihdustry. Thus, in this view,
competitive advantage is achieved by fitting theleradhat can meet the
industry-specific position. In particular, Portek906) emphasises that competitive
advantage resides in business activities and gctisystems, rather than firm

resources.
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Secondly, the resource-based view holds that dissimesource endowments
result in distinctive competitive advantage andedént performances between firms
(e.g., Barney, 1991; Wernerfelt, 1984; Peteraf &g, 2003). According to this
view, the primary resources regarding a firm's ceftitye advantage include its
physical assets, financial capital, human resoyarganisational systems, technology
and knowledge, and intangible assets (e.g., trademaatent, copyright, and
goodwill). In particular, Barney (1991) indicatdsat a firm’s sustained competitive
advantage results from its strategic resources ahatvaluable, rare, imperfectly
imitable, and non- substitutable. This view focusesa firm’s internal attributes,

especially its strategic resources (Peteraf & Bar2@03).

Thirdly, the relational view, which goes beyond fiver’s boundaries, suggests
that competitive advantage stems from collaboratiosocial relations between firms,
rather than a firm’s distinctive resources or indizal activities (Dyer & Singh, 1998;
Lavie, 2006). Dyer and Singh suggest four poterg@irces of inter-organisational
competitive advantage: (1) relation-specific asg@sknowledge-sharing routines, (3)
complementary resources/capabilities, and (4) #feqovernance. In this view, a
firm’s critical capabilities are not individual ¢l or tacit knowledge, for example,
within the firm but relational resources or capdie$ generated through social
relationships between organisations. Accordingly,radividual firm acting alone is
not able to generate competitive advantage, whicketermined by the dynamic

interactions between organisations to create misesfit.

There are two important issues regarding competiidvantage in the extant
literature. First, the different approaches areetlasn distinctive assumptions and
units of analysis, and each of them focuses oneapthins only part of the story. In

2



Chapter 1: Introduction

other words, there is a lack of a holistic approszitompetitive advantage which
reflects both the internal and external attribudethe firm. In addition, according to
Coff (2003), a full picture of competitive advantaghould comprise three aspects: (1)
source—the sources of competitive advantage; (Bghility—the factors that sustain
a competitive advantage; and (3) appropriation—agheropriation of the benefits that
are generated by a competitive advantage. The #ugects are interrelated and each
is important on its own. For instance, studies am&es of competitive advantage are
frequently concerned with its durability (e.g., Bay, 1991; Oliver, 1997); while
durability of competitive advantage may be influeticby its appropriation by
different stakeholders (Coff, 1999; 2003). Neverhs, as Coff (2003) argues, most
studies on competitive advantage focus on the ssuComparatively, studies on its
durability are relatively fewer in number than thosn its sources. Among these,
appropriation of competitive advantage is a re@yiwunder-researched topic. While
most studies focus on a single aspect of competaidvantage, little attention has
been paid to examining the three aspects togetlibmwhe academic and business

literature.

On the other hand, stakeholder management has lke@mery common
research subject in academia and is valued bypiges, together with the growing
interest in business ethics (Egels-Zandén & Sawglt#€10). Since Freeman (1984)
presented his seminal work, thousand of articled bBooks about stakeholder
management or stakeholder theory have been publiggels-Zandén & Sandberg,
2010; Laplume, Sonpar & Litz, 2008). This refletlst stakeholder interaction is
more critical for managers today than ever befa®,they face an increasingly

complex, ambiguous, and changing environment.
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In the past few decades, following dramatic tecbgmlal advancement and
international political reform, the world economysh experienced an historical
change. As a result of information technology andnemic globalisation, we are
moving into a ‘post-capitalist society’ where knedfie also becomes ‘the means of
production’ and the free market plays a role asdibminant mechanism of economic
integration (Drucker, 1993). Today, managers entumany challenges that are
more complicated and more difficult than ever befom this networked ‘new
economy’, firms are confronted with not only ‘hypempetition’ from strong
competitors (D’Aveni, 1994) but also emerging eaoimorders and social impacts

related to various powerful stakeholders.

Stakeholder interactions offer both challenges ampgportunities to an
organisation, as diverse stakeholders demand meaningful participation, while
having the potential to contribute to creative sohs to complex issues (Svendsen &
Laberge, 2005). In line with Freeman’s (1984) arguatn researchers increasingly
view stakeholder management as a crucial partrafegfic management, rather than
just an alternative approach. For example, Kay 8198:ats a firm’s strategy as its
response to multiple stakeholders. He goes on tontama that stakeholder
relationships will affect a firm’s strategic deciss and contribute to its success or
failure. Wolfe and Putler (2002) argue that stakeéo management is a useful
approach for firms to successfully align their &gic goals and decisions to
stakeholder requirements. Halal (2001) regards ebiaklers as partners who
co-operate with the firm and support knowledge isigato generate both economic
and social values. In this view, stakeholder mamege plays an important role in

enhancing firm competence with regard to knowledgeeration. In addition, Hall
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and Martin (2005) highlight the significance of awative uncertainty influenced by
stakeholders and suggest that enterprises neelbpd different approaches according
to various situations of stakeholder ambiguity adnplexity. In particular, these
authors suggest, the traditional view of strategianagement is insufficient for
managers to achieve their strategic goals in a &mgnd dynamic environment. An
enterprise should acknowledge the needs of itsipieilstakeholders and collaborate
with them to generate value that can benefit thgamsation as well as its

stakeholders.

Despite the fact that the concept of stakeholdemagament was rooted in the
field of strategic management, few studies havemixed the linkage between
stakeholder management and competitive advantapeghws the core issue in
strategic management literature. Notable excepao@s$’ost, Preston and Sachs (2002)
and Rodriguez, Ricart and Sanchez (2002). Post €2@02) suggest that a firm’s
relationships with its critical stakeholders ar@iatal to generating organisational
wealth. Rodriguez et al. (2002) also argue thatagmg in good stakeholder
relationships enhances innovation and reputati@at tkad to a firm's sustained
competitive advantage. Nevertheless, a stakehop@spective of competitive
advantage is still in its early stage of developtnand there remains a lack of studies

that focus on this particular issue.

1.2 Motivation for this study

The motivation for this study came from an attertgpunderstand how a firm can
create and maintain its competitiveness in a comalel dynamic environment. The

significance of multiple stakeholders to compegti@dvantage was the stimulus to
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this research and, in particular, the issue of hamw organisation manages its
stakeholders with regard to its competitive stratefys the relationship between
stakeholder management and competitive advantag@dtabeen well-explored, the

purpose of this study is to examine the issue tjit@isystematic approach.

1.3 Justification for the study

From the above discussion, it is pertinent to atpatthere is a need for research into
the linkage between competitive advantage and lstd¢ter management. For several
reasons, this view originates from calls from aacaids for further study. First, it is
necessary to integrate different perspectives antaolistic approach to adequately
explain competitive advantage. Some argumentsntegrating different perspectives
of competitive advantage have appeared in theatitee. For instance, Ray, Barney
and Muhanna (2004) suggest it is useful to comtheeresource-based view and the
activity-position view by incorporating the concemif activities and drivers into the

resource-based logic. They state:

Indeed, the research reported here not only resegihis common ground, but
suggests that understanding the relationship betadem’s resources and the
effectiveness of its activities, routines, or besis processes is particularly
fruitful ground for analysing the empirical impligans of resource-based
theory. Thus, adopting a disaggregated dependeiatble not only facilitates
the theoretical and empirical integration of twoewously competing
perspectives in the strategic management literabure it also facilitates the

testing of resource-based logic (p. 35).
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In a similar vein, Sheehan and Foss (2007) argaeekplicitly integrating the two
views can successfully deal with implementatioruéss being confronted, while

employing the resource-based view (RBV). They kay: t

While Barney and colleagues recognise the potef@iefit of including
activities when conducting empirical research, gaper goes one step further
by arguing that by formally including the concepfsactivities and activity
drivers the RBV can significantly overcome its emtr lack of managerial

guidance (p. 459).

Second, to get a better understanding of the coméemmpetitive advantage, as
Coff (2003) points out, it should examine its s@yrdurability and appropriation
together. With a similar concept, Foss and Fos84pP6xamine how transaction costs
affect the ability of a resource owner to createsprve, and capture economic value
from resources. In particular, linking competitiselvantage to value creation and
value capture, Lepak, Smith and Taylor (2007) ssggsome future research
directions which are relevant to the source, dlitgbiand appropriation of

competitive advantage. They point out:

. individuals, organisations, and society may hasepeting interests and
viewpoints about what is valuable. An importantaaref focus for value
creation research is to examine how sources baldrgcpotential tensions of
different targets of value creation ... recognisingttvalue creation and value
capture are two distinct processes, research islede¢hat examines the

relationship between these two concepts (p. 191).
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Third, to achieve sustained competitive advanta§€A) in a dynamic
environment, it is necessary to address dynamicesssby incorporating the
stakeholder view. Some researchers argue that uhent views on competitive
advantage lack dynamic ingredients, being maintyitéd to application in a static

environment. For example, Kraaijenbrink, Spendési&en (2010) state:

A final issue to which the critiques draw attentisrthe limited way in which
the RBV deals with dynamic issues such as bourgjdiieing, innovation, and
entrepreneurship. With its focus on the possessisasources and capabilities,
the RBV is inherently static, not well equippedetxplain the timing of when
value is created, when rents are appropriated, heovd firms innovate and

generate new sources of SCA (p. 366).

In addition, Post et al. (2002) argue that the edtalder view is a more dynamic

perspective than current views on competitive athgen They state:

It is not simply the firm's stock of resources nts static position in the
industry structure that determines its long-terntcegs. Rather it is the
dynamic interaction with customers, employees, beisp investors, and other
shareholders that generates the organisationatitgpa generate wealth over
time. That is the central implication of the staddeler view for strategic

management (p. 53).

On the other hand, Venkataraman (2002) suggestse @keation and capture are
related to different stakeholders. Thus a comboamatf stakeholder perspective and

entrepreneurship can further our understandin@wipetitive advantage. He asserts:
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The field of business ethics, on the other harttijnk, is concerned with the
“methods” used to create this “value,” and the emgdistribution of the value
among various stakeholders to the enterprise. Tliusye understand
entrepreneurship and ethics as the fields thathegseek to describe, explain,
predict, and prescribe how value is discoveredatert distributed, and
perhaps destroyed, then there is not only muchwlatan learn from each
other, but together we represent two sides of #meescoin: the coin of value

creation and sharing (pp. 45-46).

Fourth, the strategic side of stakeholder managenhmas been relatively
overlooked in recent research. In other words, msisidies on stakeholder
relationships have tended to examine normativeegsstather than strategic matters.
For example, Laplume et al. (2008) argue that exgiatsignificance of stakeholder

management has been ignored by stating:

... we find an emerging consensus on the need togrizant of stakeholders,
for both strategic and moral reasons. Yet severatasa remain
underinvestigated ... We see a place for both nowmatind strategic
dimensions in the theory but notice that the sfiatemphasis of the theory has

been underemphasized in recent years (pp. 1180):1181

Similarly, Harting, Harmeling and Venkataraman (@p@rgue that the literature
lacked discussion of the linkage between stakehoildanagement and a firm’s

competitive strategy by saying:

Business ethicists are eager to connect the etimealment of stakeholders

with financial rewards. However, little attentioashbeen paid to the cultural
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and industry context that influences how stakehsldee regarded by the firm,
and how innovative strategies for engaging staldgiel can help a firm

outperform its competitors (p. 43).

Moreover, Egels-Zandén and Sandberg (2010) putdiaha similar argument. They

state:

The extensive discussion of stakeholder theorytbatate mainly applied the
normative perspective ... , and consequently, therggive and instrumental

aspects of stakeholder theory have been largelecteg ... (p. 36)

They go further and point out that:

Finally, to balance the prevailing research fodusdicates the need for more
research into (i) what rationales and/or behavidinrss should adopt when
interacting with stakeholders so as to maximisditsr@all versions ofbroad
instrumental stakeholder theory), (ii) the link Wween adopting ‘stakeholder
management’ (defined aationale) and financial performance (thationale

version of narrow instrumental stakeholder the@py}7).

Fifth, the relationship between competitive advgataand stakeholder
management still lacks empirical study, especiatlydeveloping countries. For
example, Ayuso, Rodriguez and Ricart (2006) indicaat empirical research on the
association between competitive advantage and Istidex interaction is still at an
early stage. Similarly, Dentchev (2009) also argtlest there are not enough

empirical studies in this area, such as instrunistaéeholder theory. He says that:

10
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The breadth of stakeholder theory (Phillips, Fremn& Wicks, 2003) and its
complexity are a potential explanation for the latlempirical support to the

instrumental power of stakeholders (p. 24).

Using a stakeholder perspective to examine conneet#dvantage has several
significant advantages. First of all, it providesdistic approach that reflects both the
internal and external attributes of the firm antegnates various perspectives of
competitive advantage, including the resourcesdhatbee activity-position, and the
relational views (Post et al., 2002). AccordingLiengnick-Hall and Wolff (1999),
integration of distinctive perspectives has to fdhe tackle different assumptions
and contrasting logics. Post et al. (2002) sugthegta stakeholder perspective is the
best solution for integrating different perspecsivef competitive advantage. They

argue:

Empirical observation and logical analysis reveahithtions of the
contemporary resource-based view (RBV) and indesthycture view (IS\A
of the corporation, both of which are derived fremonomic analysis. The
stakeholder view (SHV) presented here integrates sapplements the RBV

and ISV into a broader framework of consideratifms$2).

A typical stakeholder map includes a firm's shatdbs, banks, customers,
competitors, media, employees, suppliers, govertsnand so on (e.g., Fassin, 2009;
Freeman, 1984). Obviously, organisational stakedrsldre the most important source
of resources that a firm needs. For instance, &i@nresources come from
shareholders or banks. In addition, managers amdoge®es constitute a firm’s human

capital. From the perspective of the activity-positview, relationships with suppliers

11
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and consumers can influence a firm's competitivenddoreover, the concept of
stakeholder management extends inter-organisatioakdtionships to multiple
stakeholder relationships. Hence, the stakeholderspective is a systematic

framework that covers different views of compegtadvantage.

In addition, a stakeholder perspective offers aisbéw integrating the three
aspects—source, durability, and appropriation—ofmetitive advantage. As
mentioned above, the stakeholder view incorpordtes resources-based, the
activity-position, and the relational views, whialecount for the major sources of
competitive advantage. Besides, it emphasisesthieamanagers’ task is to develop
and implement a strategy that integrates variolaioaships and balances different
interests in a multi-stakeholder context (FreemanMgVea, 2001). Engaging
stakeholder relationships may enhance social cottpler the causal ambiguity of
knowledge that makes competitors difficult to irtetaand, thus, competitive
advantage is sustained (Coff, 1999; Rodriguez ef 2a002). Furthermore,
appropriation concerns the bargaining power ofed#ht stakeholders (Coff, 1999).
Therefore, the stakeholder perspective is compsherand comprises the various

aspects of competitive advantage.

Furthermore, a stakeholder perspective enriches understanding of a
developmental approach to competitive advantageakefiblder management
emphasises that the task of managers is to credie Yor multiple stakeholders
(Wheeler, Colbert & Freeman, 2003). Thus, a stakiem@erspective acknowledges
stakeholders’ interpretations and expectationsnglavith the firm's strategic
behaviours such as organisational adaptation, e)aangd innovation. Based on the
three aspects of competitive advantage (sourcebdity, and appropriation), value

12
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creation and sharing among different stakeholdeesglifies the dynamic features of
an organisation’s competitiveness—how a firm’s cetitye advantage emerges,

develops or deteriorates over time.

A conclusion can be derived from the above argumtat the need for research
into the linkage between competitive advantagestakleholder management is well-

justified.

1.4 Research focus

From a theoretical perspective, there are two rmea#as related to this study. One is
competitive advantage; the other is stakeholder agament. As for competitive
advantage, the focus will be on the resource-based (Barney, 1991; Wernerfelt,
1984; Peteraf & Barney, 2003), the relational vi@yer & Singh, 1998; Lavie, 2006),
and the activity-position view (Porter, 1980; 198991; 1996; Ghemawat & Rivkin,
2001). The three approaches exemplify distinctimgsuof analysis: firms, industry,
and networks of firms, which examine internal reses and activities, external
environment, and inter-firm interactions respediveAlthough the stakeholder
perspective is a useful way to integrate theseagmbres into a framework, it needs to
overcome the difficulties caused by the differessuanptions on which they are

based.

Specifically, this study looks into how stakeholaseanagement impacts on the
firm’s competitive advantage. According to Freenaand his colleague, stakeholder
management is ‘a stakeholder approach to strategitagement’ (Freeman, 1984;

Freeman, & McVea, 2001). However, as mentioned eptive strategic weight of

13
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stakeholder theory has not been emphasised uoéhtly. To fill the gap, this study
focuses more on strategic management than on lsgsetlics or corporate social
responsibility. Thus, among stakeholder theoriegs study concentrates more on
instrumental stakeholder theory (Berman, Wicks,h&ot& Jones, 1999; Jones, 1995;
Moore, 1999) than on the descriptive approach (Bawa& McLaughlin, 2001;
Mitchell, Agle, & Wood, 1997) and normative persipee (Evan & Freeman, 1993;
Phillips, 1997; Wicks, Gilbert, & Freeman, 1994)eWrtheless, this does not mean
descriptive and normative perspectives are exclfided this study because the three
are interconnected and “neither approach is complethout the other” (Jones &

Wicks, 1999, p. 206).

Another focus of this study is the development @mpetitive advantage, i.e.,
how a firm’s competitive advantage emerges, deelop deteriorates over time.
However, the major concern of the study is to examthe three aspects of
competitive advantage—source, durability and appatipn—together. The three
aspects are similar to the common issues discussdide competitive advantage
literature, i.e., value creation, value preservgtiand value capture. The source of
competitive advantage refers to value creation. Tueability of competitive
advantage refers to value preservation. The apiatapr of competitive advantage
refers to value capture. In particular, value ceptis influenced by the bargaining
power between the focal firm and its stakeholdkraffects the incentives for value
creation and the status of value preservation. Tiree issues are mutually

interconnected.

To capture the dynamic feature of the developmértompetitive advantage,
this study uses a framework inspired by WiltbankwDRead & Sarasvathy (2006)

14
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which suggest a classification of strategies fornaggng stakeholder relations:
planning, adaptive, visionary, and transformativecordingly, managers could
analyse the changing situation regarding shiftixgeetations of existing stakeholders
and create novel relations with new stakeholderss &pproach highlights how to
deal with stakeholder relations in response todh&nging environment, which is

very useful for demonstrating the development ahgetitive advantage.

The empirical domain for this research is Taiwaaiwan is a relatively small,
open economy and most Taiwanese firms are confiomigh both local and
international competition. Due to the social andrexnic changes in the past two
decades, managers have increasingly encounteredsupes from different
stakeholders. To develop and maintain their cortipetiess in a complex and
dynamic environment, stakeholder management hasneedéncreasingly important.
Hence, Taiwanese firms are expected to provideubsiata and information for this

study.

1.5 Key concepts

This section defines the key concepts of the stadgnsure consistency of terms used

and to facilitate contrast with other research.

Competitive advantage

Competitive advantage has been a buzz term fopdketwo decades, and there is a
plethora of its definitions (e.g., Barney, 1991;yK4993; Peteraf, 1993; Peteraf &
Barney, 2003; Porter, 1985). Among them, this stwdi} use the concept of
competitive advantage proposed by Peteraf and B420®3, p. 314):
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“An enterprise has a Competitive Advantage if italsle to create more
economic value than the marginal (breakeven) congpah its product

market.”

“The Economic Value created by an enterprise in¢bharse of providing
a good or service is the difference between thegpeed benefits gained

by the purchasers of the good and the economictodke enterprise.”

According to Peteraf and Barney (2003) the twordtdins taken together have
several advantages. First, competitive advantageegmrded as an intermediate
variable that creates superior performance, ratian the (superior) outcome itself.
This allows researchers to focus on value credtmn the focal firm rather than from
market power. Second, it considers both the codtlmmefit sides of competitive
advantage. Third, this perspective of value creatbocompatible with that of basic

economic principlesRorter’s (1985) approach, and marketing literature.

Stakeholders

Many scholars have offered definitions of stakebmdd(Fassin, 2009; Freeman &
Reed, 1983; Frooman, 1999; Phillips, 2003b; WheglI&illanpaa, 1997). Freeman’s
definition is the most often quoted, and definestakeholder as “any group or
individual who can affect or is affected by the i@gkkment of the firm’s objectives”

(1984, p. 25). Clarkson (1995, p. 106) views stakddrs as “persons or groups that
have, or claim, ownership, rights, or interests icorporation and its activities, past,
present, or future.” Clarkson further divides stadders into primary and secondary.

Primary stakeholders are indispensable for the'dirsurvival, and generally they
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have transaction relationships with the firm, imlthg investors, employees,
customers, and suppliers, governments, and comi@siniBy contrast, secondary
stakeholders are those who affect or are affecyettido firm; they are not involved in
transactions with the firm and are not essentialit® continued existence. In this
study, stakeholders are regarded as resource prayichatalysts/hindrances as well as
influential actors that have an influence on atiggi and drivers of the firm.
Following this logic, this study focuses on ‘créalcstakeholders.” Hence, critical

stakeholders are defined in this study as:

Those who have resources, vested interest, powestlaer influential
factors that are critical to a firm's competitiverategy or strategic

decisions.

In this regard, the main stakeholder groups ingtusly are: shareholders, employees,
customers, suppliers, strategic partners, govertsndéomcal communities and civil

society.

Stakeholder management

According to Freeman and McVea (2001), stakehold@nagement is the main
function of managers, which refers to co-ordinatiagd engaging the various
relationships and interests of multiple stakehddelarrison and St John (1997, p. 14)
define stakeholder management as “communicatingptraing, contracting, and
managing relationships with stakeholders and mbtigghem to behave in ways that
are beneficial to the organisation and its stakddrsl” Harrison and St John further

classified stakeholder management into two categothe traditional approa@nd
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the proactive approach. The former focuses oniieBvto create buffers between the
firm and its external stakeholders for minimisimg timpacts of stakeholders on the
firm. The latter concentrates on forming stakeholddationships, which involves
more communication between the firm and its stakkdte in order to pursue
common goals. Due to limitation of resources fabgdevery manager, “the strategy
an organisation uses to deal with each stakeheldedepend on the importance of
that stakeholder to the organisation relative tbeotstakeholders” (Jawahar &
McLaughlin, 2001, p. 397). This study focuses om tbroactive approach to

stakeholder management. Hence, stakeholder managenuefined in this study as:

All activities of a firm to manage the relationskipvith its critical
stakeholders, aiming to achieve the strategic gadlighe firm through

co-operation and creating shared value.

Although this study mainly focuses on stakeholdeanagement, there are other
similar concepts, such as stakeholder engagemendtakeholder interactions, which

will still be used interchangeably.

1.6 Research objective, goals and questions

The objective of this study is to explore how stakder management has an
influence on competitive advantage. In order toiexah this objective, a number of
research goals for this study were set up. Theifissie is to explore the literature that
links stakeholder management with competitive athga Thus, the first research
goal is: to identify the common themes that linkmpetitive advantage and

stakeholder management. The second issue refed#féoent research streams of
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competitive advantage with different units of asseédyand distinctive focuses in the
extant literature. The next research goal is tatifietheir common characteristics to
seek to integrate them, which can serve as a faiomdor the subsequent chapters.
The following issues are related to source, duitgbiland appropriation of
competitive advantage, respectively. To get a baitalerstanding of the whole
concept of competitive advantage, it is imperatovexamine how stakeholders affect
the three issues. Accordingly, the following resbagoals were formulated: to
examine how stakeholder management influences th&ce of competitive
advantage; to examine how stakeholder managemdps Iseistain competitive
advantage; to examine how managers perform th&rinodeveloping competitive
advantage by balancing different stakeholder demanbe list of research goals of

this study and in which chapter they are addreaseghown in Table 1.1.

Based on the literature review in Chapter 2, ad a&lconsiderations of the

research goals, the research questions of thig aredramed as follows:

e How does stakeholder management influence the safircompetitive

advantage?
e How may stakeholder management help a firm suggoompetitive advantage?

e How do managers perform their roles in developind maintaining competitive

advantage by balancing different stakeholder desfand

The first research question addresses the souEgietitive advantage. The second
research question seeks to explore the factorsrthagénce durability of competitive

advantage. The third research question is concevitbdhe issue of appropriation of
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Table 1.1: The research goals of the study

Goals Chapter

To identify the common themes that l{Chapter 2: Literature review
competitive advantage and stakeholder
management

To examine competitive advantage fr@@iapter 4: Integrate different perspectives
an integrative approach and to serve @$ eompetitive advantage
foundation for the following core

chapters.

To examine how stakeholder Chapter 5: Stakeholder management
management influences the source ofinfluences on the source of competitive
competitive advantage advantage

To examine how stakeholder Chapter 6: Sustaining competitive
management makes competitive advantage through stakeholder management

advantage sustained

To examine how managers perform t|Chapter 7: The manager’s role in

role in developing and sustaining developing competitive advantage in a
competitive advantage by balancing |multiple stakeholder context

different stakeholder demands

competitive advantage. These three research qosstgstematically explore the
impacts of stakeholder management on three aspéatsmpetitive advantage. In
Chapter 2, it will be discussed further how thessearch questions were identified

from the literature review.

1.7 Organisation of the study

In this section, an outline of this thesis is preed. Chapter 2, ‘Literature review’,
gives an overall view of the existing knowledge aimpetitive advantage and
stakeholder management. Regarding studies on cdivpetadvantage, three
perspectives are described and the significanesssu this field are addressed. In

relation to stakeholder management, different aggres in the extant studies are
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discussed and their relevance to this researclleastified. Finally, based on the

knowledge gaps identified, the research questibtis®study are framed.

Chapter 3, ‘Theoretical framework and methodologyesents the theoretical
perspective for this study based on the literatereew and research questions in
Chapter 2. A theoretical framework is used to rétleatheoretical orientation of this
study and serves as a guide to subsequent datctamil and interpretation. The
planning and implementation of the empirical pdrittee study are discussed. The
methodology for this study is a qualitative casedgtapproach. Data collection is
mainly based on in-depth interviews as well as doentary data from public sources.
Data analysis involves the use of qualitative thBmanalysis. Issues such as

reliability and validity are also discussed in tbisapter.

Chapter 4, ‘Integrating different perspectives ompetitive advantage’, reports
the empirical findings which confirm that the scarof a firm’'s competitive
advantage is multiple. Hence, any of the main mebeatreams of studies—the
resource-based, the relational views, and the igeposition—is not able to explain
fully the source of competitive advantage. Thispgus the need for an integrative

approach.

Chapters 5 to 7 report the empirical findings tieddite to the research questions
of this study. Chapter 5, ‘Stakeholder managemenfiueances on sources of
competitive advantage’, investigates how the casepanies’ competitive advantages
are influenced by stakeholder management. A stdéehmanagement perspective is
used to integrate the resource-based view, thetgetiosition view, and the relational

view to describe factors related to the sourceashpetitive advantage. Chapter 6,
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‘Sustaining competitive advantage through stakedroldanagement’, examines how
the case companies sustain their competitive adgast by dealing with multiple
stakeholders. The concepts of stocks and flows diseussed and the isolating
mechanisms related to stakeholder management abysead. Chapter 7, ‘The
manager’s role in developing competitive advantagea multiple stakeholder
context’, inspects how the case companies balaifiezemht stakeholder demands in
order to achieve the goal of gaining competitiveaadage over their competitors.
The way how managers deal with challenging decssiwhen they face shifting and
non-predictive stakeholder expectations is alsomgxed. In Chapters 5 to 7, the
theoretical framework and empirical findings acrasses are linked to the wider
body of literature in order to make interpretatimindata relevant and address each

research question.

In Chapter 8, ‘Conclusion, limitation and furthesearch’, the key findings of
the study are discussed and the conclusion ofetbearch is provided. A summary of
the theoretical contributions and managerial ingtlans of this study are presented.
Finally, the limitations of the study are discussedl possible directions for future

research are suggested.
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2.1 Introduction

This chapter presents the theoretical areas spéddy Chapter 1. It includes two
subjects: competitive advantage and stakeholderageanent. The two important
streams of studies have displayed significant gnoddring the past two decades.
Competitive advantage is the core issue of strataginagement in which stakeholder
management is rooted. However, these two topicse hdeveloped seemingly
independently in the literature. The main purpo$ethis chapter is to identify
knowledge gaps and to frame research questionsighrgeviewing the extant
literature. It begins with an overview of the corifpee advantage literature. This is
followed by a review of the stakeholder theoryrhteire. Finally, the linkage between
competitive advantage and stakeholder managemaenttlesir significance to the

research questions of this study are discussed.

2.2 Competitive advantage

Competitive advantage is a common theme in the geanant literature. However,

despite its prominence in both academic and piawét fields for the past few years,
the concept of competitive advantage continueetedgue (Flint, 2000; Klein, 2002).
The issue of ambiguity in the notion of competitadvantage can be attributed to
three major factors. Firstly, competitive advantlgs its origin in unclear definitions

or different meanings (Rumelt, 2003). Secondly fedént research streams on
competitive advantage (e.g., the activity-positieew, the resource-based view, the

relational view.) exhibit differences in their assutions, units of analysis, and
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strategic implications (Dyer & Singh, 1998). Thydleven scholars of the same
research stream—i.e., the resource-based view—Ilchaaged their explanatory

logics over time (Stoelhorst & Bridoux, 2007). Tkection first discusses the concept
of competitive advantage. Then, an overview ofttiree major research streams of
competitive advantage is presented. Lastly, thencomissues related to competitive

advantage are discussed.

2.2.1 The concept of competitive advantage

Although the concept of competitive advantage hiisaded much attention by
researchers in the strategy field, its definitisrrather unclear. When Porter (1985)
first formally introduced the term of competitivevantage, he described competitive

advantage as follows:

Competitive advantage is at the heart of a firmésfgrmance in competitive
markets. After several decades of vigorous exparaiml prosperity, however,
many firms lost sight of competitive advantage heit scramble for growth
and pursuit of diversification. Today the importaraf competitive advantage
could hardly be greater. Firms throughout the wéatte slower growth as well
as domestic and global competitors that are nodioagting as if the expanding

pie were big enough for all (p. xv).

Porter (1985) further went on to say, “Competitagvantage grows fundamentally
out of the value a firm is able to create for itg/érs that exceeds the firm’s cost of
creating it” (p. 3). However, Porter only suggestbree types of generic strategy,

differentiation, cost leadership and focus, whiclaymead to superior financial
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performance. He did not explicitly define compegtiadvantage. In the literature, it is
not uncommon for scholars to treat competitive athge as different things in their
analyses. For instance, some scholars view it aersu financial performance
(Peteraf, 1993; Ghemawat & Rivkin, 2001). Some aedeers treat it as an attribute
of the firm (Barney, 1991; Peteraf & Barney, 2008hme researchers regard it as
some types of strategies or activities that enhéineacial performance (Ghemawat,
1986; 1991; Porter, 1996). Some even use the tethowut explicitly defining it (e.g.,
Porter, 1985). There exist several kinds of incstesicy among viewpoints on the
definition of competitive advantage contributed \@rious scholars (summarised in

Table 2.1).

From the definitions stated above, what makes riterpretation of competitive
advantage so challenging is that researchers ufezedit lenses to examine it. As
Rumelt (2003, pp.-B) puts it, “(1) There is confusion or disagreemabbut how
value is to be conceptualised or measured (gaitadie, value to owners, increases
in value to owners); (2) There is confusion abda meaning of rents; (3) There is
disagreement or confusion about the appropriateotifee opportunity cost concept;
(4) There is disagreement or confusion about whetbmpetitive advantage means
winning the game or having enough distinctive resesito maintain a position in the

game.”

The real problem of research on competitive adygmtaccording to Stoelhorst
and Bridoux (2007), is not the inconsistency ergptin definitions by different
scholars per se, but its unclear role in the thealestructure. Competitive advantage

may be a dependent variable—superior financialoperdnce—in some studies
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Table 2.1: A summary of definitions in the competive advantage literature

Scurce

Definition of competitive advantage

Barney (1991, p. 10

“...afirm is said to have a competitive advantadeewit is
implementing a value-creating strategy not simatarsly being
implemented by any current or potential competitor.

Besanko, Drarve and
Shanley (2000, p. 38

“When a firm earns a higher rate of economic pitbidn the
average rate of economic profit of other firms cetimmy within
the same market, the firm has a competitive adgantathat
market.”

Brandenburger and
Stuart (1996, p. 15)

“...for a firm to have a positive added value it mbet
“different” from its competitors... it must enjoy aviourable
asymmetry between itself and other firms...”

Dierickx and Cool
(1989, p. 1059)

“...if a privileged product market position is acheglor
protected by the deployment of scarce assetspédgsssary to
account for the opportunity cost of those assets.”

“Many inputs required to implement a strategy mayabquired
in corresponding input markets... However, the agpent of
such assets does not entail a sustainable compeiivantage,
precisely because they are freely tradable.”

Ghemawat and Rivki
(2001, p. 4¢

“A firm such as... that earns superior financial retuwithin its
industry (or its strategic group) over the long rsisaid to enjoy
acompetitive advantagever its rivals.”

Kay (1993, p. 14)

“A distinctive capability becosn@ competitive advantage wh
it is applied in an industry or brought to a market

en

Peteraf (1993
pp. 180; 18¢

“Firms with superior resources will earn rents... itags in
excess of breakeven are called rents, rather ttwditsp if their
existence does not induce new competition”

“sustained above normal returns”

Peteraf and Barne
(2003, p. 31¢

“An enterprise has a Competitive Advantage if ilde to
create more economic value than the marginal (leneak
competitor in its product market.”

“The Economic Value created by an enterprise ircthese of
providing a good or service is the difference bemvthe
perceived benefits gained by the purchasers ajdlod and the
economic cost to the enterprise.”

Porter (1985, pp. xv; X\

“Competitive advantage is at the heart of a firpesformance
in competitive markets.”

“Competitive advantage is about how a firm actupliys the
generic strategies into practice.”

“Competitive advantage grows fundamentally outalfre a
firm is able to create for its buyers.”

Source: adapted from Rumelt (2003)
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(e.g., Peteraf, 1993); however, in other studi@esay refer to an intervening construct
that further influences other dependent varialdes. ( Peteraf & Barney, 2003). Other
dependent variables may be superior financial pexdoce or different types of rents,
such as monopoly rents, Ricardian rents, or Schteripa rents (Powell, 2001). For
the most part, different rents come from differsatirces. For instance, holding rare
and valuable resources may result in RicardiansreBdrriers to market entry may
bring about monopoly rents. Innovation activitiéadirm may create Schumpeterian

rents.

Furthermore, the concept of competitive advantageot just a simple one. It
includes at least three important aspects thaewident from the literature: (1) the
sources of competitive advantage; (2) the factoas gustain a competitive advantage;
and (3) the issue of appropriating benefits tha generated by a competitive
advantage (Coff, 2003). Studies on the sources ashpetitive advantage are
frequently concerned with its durability. For exdeppgChaharbaghi and Lynch (1999,
p. 49) suggest “sustainable competitive advantageesents a process that meets the
competitive needs of the present without compramgisihe ability of the organisation
to meet future competitive needs.” Barney (19913ifgsothe association between

source and durability of competitive advantageodlews:

A firm is said to have a sustained competitive atlvge when it is implementing
a value-creating strategy not simultaneously bemglemented by any or
potential competitors and when these other firmes @wmable to duplicate the
benefits of this strategy... a competitive advantagesustained only if it

continues to exist after efforts to duplicate thaantage have ceased. (p. 102)
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Besides, the source and durability of competitidvamtage is relevant to its
appropriation by different stakeholders (Bowman &lrosini, 2000; Coff, 1999). In
summary, the three aspects are interrelated and saémportant on its own.
Combining the three aspects helps our understandinghe full concept of

competitive advantage.

2.2.2 Perspectives of competitive advantage

Similar to a variety of notions of competitive adt@ge, researchers examine
competitive advantage from different perspectivesthis subsection, three major
research streams of competitive advantage, whielercboth internal and external
attributes of a firm, will be discussed. They ale tactivity-position view, the

resource-based view, and the relational view.

The activity-position view

The activity-position view is proposed by Michaadrter, including his five-force
model (Porter, 1980) and value-chain analysis @Pof985). Porter (1980) argues
that a firm’s outstanding performance mostly res@lbm its strategic choice which
provides the firm with superior positioning in amdustry structure. According to his
analytic framework, the strategic choice is deteedi by five major competitive
forces: (1) the bargaining power of customers tiig) bargaining power of suppliers,
(3) the intensity of rivalry amongst firms in thedustry, (4) the threat of substitute
products, and (5) the threat of new entrants ih® ihdustry. Porter (1985) also
describes competitive strategy as taking deferemveoffensive actions in response to

the collective impact of the five competitive foscéor the purpose of attaining
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superior performance. Although there were suggestifor including a sixth or
seventh force, such as government and complemeimoPrter’s five-force model,
Porter argues that these additions are not uniquebrely act through the initial five
forces (Jorgensen, 2008; Porter, 2008). In thisvyvia firm gains its competitive
advantage by positioning itself into a favouraloléustry-specific situation in order to
lower costs, to differentiate products, or to stagused in a niche market (Porter,
1985; 1991). In contrast to the resourced-basew \0& competitive advantage
(Barney, 1986; 1991; Peteraf & Barney, 2003), tladiviy-position view is

characterised by its focus on the external enviemn(Uérgensen, 2008).

However, Porter (1985) also has an internal ortemtafocusing on the firm’s
value chain, which includes both primary and suppgractivities. Porter introduces
the concept of drivers, such as scale, sharingsaaotivities, and optimal degree of
integration, which configures a firm’s resourceBe&han and Foss (2007) argue that
managers could use activities and drivers to im@ravfirm’s value creation and
Porter’s activity-position view is crucial to preiing managerial guidance. As Porter
(1996, p. 62) says, “strategic positioning meandopaing different activities from
rivals’ or performing similar activities indifferent ways Thus, competitive
advantage resides in business activities and gctsyistems, rather than a firm’s
resources (Porter, 1991; 1996). Moreover, Port&9X] argues that resources
contribute to competitive advantage only if theport favourable positions for the
firm, which are often guided by managerial choicés. other words, Porter
emphasises the importance of a set of well-orgdnsseategic activities, rather than

an individual activity or the resources per seh&guts it:
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Competitive advantage grows out of the entire systd activities. The fit
among activities substantially reduces cost oreases differentiation. Beyond
that, the competitive value of individual activiiie-or the associated skills,
competencies, or resources—cannot be decoupled fhemsystem or the
strategy. Thus, in competitive companies it canntisleading to explain
success by specifying individual strengths, corenpetencies, or critical
resources. The list of strengths cuts across mangtibns, and one strength
blends into others. It is more useful to think émnis of themes that pervade
many activities, such as low cost, a particulaiambdf customer service, or a
particular conception of the value delivered. Théssmes are embodied in

nests of tightly linked activities (1996, p. 73).

In addition to internal perspectives such as thaersahain and activity system,
Porter (1990) proposes a framework as a dynamtersysf four mutually-reinforcing
components: input factor conditions, demand coowldj related and supporting
industries, and firm rivalry based on strategy atrdcture. He calls this system ‘the
national diamond’ and uses similar concepts, witfent terms, in his subsequent
research or studies with his colleague, such aal lenvironment (Porter, 1991),
cluster (Porter, 1998), local cluster (Porter, 20@dd competitive context (Porter &
Kramer, 2002; 2006). Porter (1991) asserts thatpeditive advantage may reside in
an individual firm and in the external environmeHie goes on to argue that the
environment, via the diamond, guides a firm's mamed choices such as its
configuration of activities, its unique combinatiof resources, and the successful
commitments by the management. Thus, firms needetwse the opportunities

provided by the environment and respond to themagpately. On the other hand, in
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succeeding studies, Porter and his colleague atwatefirms can strengthen their
competitive advantages by improving their competitcontext, through performing
corporate social responsibility or philanthropy iteo & Kramer, 2002; 2006). In
other words, firms may respond to the environmastgiven constraints; they could

also seek to influence or improve their environraent

Regarding durability of competitive advantage, cetitiye dynamics among the
players in the industry is the key issue. The #gtposition view has addressed
imitation and substitution as two sorts of actesti performed by (potential)
competitors that would threaten the durability ompetitive advantage. According to
Ghemawat and Rivkin (2001), imitation is the adyivof firms, using a successful
business model diffused in the same industry; enother hand, substitution is a new
business model used by other firms trying to repléite existing model of an
incumbent firm. For the purpose of investigatingnpetitors, Porter (1980) suggests
a four-constituent framework, including: future {gaassumptions, current strategy,
and capabilities. Porter also emphasises the irapogetof monitoring and interpreting

behaviours of competitors based on ongoing efforts.

Porter (1985) discusses barriers to imitation, Whae used to make competitive
advantage more sustainable, according to his tjgreric strategies—cost leadership,
differentiation, and focus. These barriers couldvpnt imitators, which may be a
competitor currently using a different strategyaopotential competitor new to the
industry, from replicating an incumbent firm's saesful competitive strategy.
Regarding durability of cost advantage, he illusaa series of cost drivers. The cost
drivers include: (1) economies of scale, (2) irgktionships with sister business units,
(3) linkages with independent suppliers and chamn@) proprietary learning, (5)

31



Chapter 2: Literature review

tacit knowledge regarding product or process teldygyy (6) timing and (7)
integration of strategic action. As for differenitien, Porter suggests (1) uniqueness of
resources, (2) cost advantage in differentiatiBynfultiple sources of differentiation,
and (4) switching costs of customers. With regasdat focus strategy, Porter
recommends barriers which are similar to cost atggn and differentiation. In
particular, the feature of the specific segmentewheines the strength of

above-mentioned barriers to imitation.

In general, the activity-position view has receivedticisms from other

researchers. Bridoux (2004) summarises theseisnitgcas follows:

e First, in Porter’s five forces model, the unit afiadysis is the industry.
However, empirical studies reveal that firm-specdifects on performance
are more significant than industry factors (e.gc@dhan & Porter, 1997,

Hawawini, Subramanian & Verdin, 2003).

e Second, whereas the industry-effects influence parformance, one cannot
assess a firm's performance without accounting iter resources and
capabilities. Porter's model only addresses theszsectional issue (what
advantages exist in some positions within indus}rieather than the

longitudinal issue—why some firms can achieve tHaseurable positions.

e Third, Porter's model overstates the importancecompetition and the
relationships between the firm and its competitotstomers, and suppliers

are based only on competing interests.
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e Fourth, Porter's model refers to business stratiegya firm being in a
favourable position within an industry structureoviever, due to recent
trends in changeable industry structures and kdur@ustry boundaries, the

industry may not be an appropriate dimension fi@tetyy development.

e Fifth, Porter's model focuses on the strategic mess unit. If the firm is

perceived as a bundle of resources, it is an ingtecnalytic framework.

It is evident that these criticisms concentrateyam industry structure or strategic
position, as proposed by Porter (1980; 1985). Theexe not explicitly commented on
activities or activity systems which are the keyng® emphasised by Porter (1991,
1996). Moreover, Porter’s (1987) suggestion of gporate strategy that strengthens
competitive advantage in order to defend agairestctirporate raiders has also been

ignored.

The resource-based view

Another research stream is the resource-based 8etwolars of this stream focus
their attention on resources or internal attributkthe firm. According to Stoelhorst
and Bridoux (2007), there exist four distinctivepegaches to this view, displaying
shifts in its focus thus far. The first is the metrkmperfections approach, which
assumes firms are endowed with heterogeneous gtratesources and are in
imperfect factor markets (e.g., Barney 1991; 200MMernerfelt, 1984). In contrast to
the activity-position view, this approach treatsrfispecific resources as the source of
competitive advantage (and sustainable competéoiantage). In other words, the

issue of accumulating and deploying resources besora focal point for
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decision-makers. Moreover, Barney (1991) argued thafirm has sustainable
competitive advantage if its strategic resourcesvaftuable, rare, imperfectly imitable,
and non-substitutable (the so called ‘VRIN' criggriBarney (2001b) reformulates
VRIN as ‘VRIO, i.e., value, rarity, inimitabilitydlon-substitutability, and organisation,
by emphasising the crucial role of organising ie teneration of competitive
advantage (Daellenbach & Rouse, 2007). Similartefaf (1993) uses four criteria
that resources have to meet in order to generat®@isad competitive advantage:
heterogeneity of resource bundles and capabild@®ss firms,ex antelimits to

competition in strategic factor markeesx postlimits to competition that prevent
imitation by competitors, and imperfect mobility i@sources that meet firm-specific

needs (Williamson, 1985).

The next approach is a shift from the focus on ussss to capabilities. For
instance, Dierickx and Cool (1989) argue that stiat resources with competitive
advantage potential are developed and accumulaiihvihe organisation rather
than acquired in factor markets. Amit and Schoemak®93) emphasise
‘organisational rents’ generated by sustainable pmiitive advantage as a result of
strategic resources. They define organisationalsras “economic rents that stem
from the organisation’s Resources and Capabiliaesl, that can be appropriated by
the organisation (rather than any single factoAii{t & Schoemaker 1993, p. 36).
Mahoney (1995) advocates the combination of ressuend mental models within
the firm can be the source of competitive advantdiges quite evident that these
scholars emphasise resources and capabilities apegeelinternally. In particular,
firm-specific capabilities are more important thaasources as they influence how

resources within an organisation are utilised effity and effectively. Hence,
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organising is an important capability for a firmdombine and leverage its multiple

resources or other capabilities (Barney, 2001bn&a& Mackey, 2005).

The third approach is the dynamic capabilities apphh. As a firm rarely exists
in a static or stable environment, in order to ackiand maintain its competitive
advantage, managers need to consider developimgrésources for current use and
new strategic resources for the future (Chaharb&ghinch, 1999). The dynamic
capabilities approach argues that performance rdiffees across firms are due to
differential capacities of firms to integrate, i, renew, and reconfigure resources in
response to the changing environment (Eisenharhitagin, 2000; Teece, Pisano &
Shuen, 1997). In addition to stressing internallyltband accumulated strategic
resources and capabilities, this approach focuseshe process of developing
capacities, the dynamic view of competition, andhpdependence (Stoelhorst &
Bridoux, 2007). Other issues addressed by thisommpr include the evolution of
resource configuration and the differences in fpinacess across firms (e.g., Helfat &
Peteraf, 2003; Zott, 2003). One important concegued by this approach is that
firms achieve sustainable competitive advantagas their dynamic capabilities that

continuously generate temporary advantages, rédtharlong-term advantages.

The fourth approach is concerned with a bargaipiegspective, representing a
move from focusing only on value creation to mattergion on value capture. This
approach argues that competitive advantage is migt determined by the strategic
resources but is also influenced by the bargaipioger between the firm and its
critical stakeholders. For instance, Coff (1999uas that internal stakeholders, such
as managers or employees, may appropriate aboweah@rofit since they may be
the proprietors of the resources utilised by tie fiOn the other hand, Bowman and
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Ambrosini (2000) focus more on the bargaining powetween the firm and its
external stakeholders, such as customers and oessuppliers. The feature of this
approach is to place both value generation andevappropriation at centre stage

(Lippman & Rumelt, 2003a; b).

Researchers espousing the resource-based viewlsarecancerned with the
durability of competitive advantage. Similar to thetivity-position view, such as
Porter's (1985) five-forces model, the barriersirtotation and substitution have
captured much attention. For example, Rumelt (19&3ihs the term ‘isolating
mechanisms’ as mobility barriers (Caves & Port&77) that a firm can employ to
protect its resource heterogeneity and superiofopeance. In addition to unique
resources and specialised assets, Rumelt (199€k rtbat isolating mechanisms
include causal ambiguity, switching and searchingts; consumer and producer
learning, team-embodied skills, special informatiopatents and trademarks,
reputation and image, and legal restrictions omyedmong them, causal ambiguity
(Lippman & Rumelt, 1982; Reed & DeFillippi, 1990 frequently mentioned by
researchers. It refers to the notion of uncertaragarding the causes of competitive
advantage for firms. Hence, causal ambiguity dgtetsntial imitators by preventing
them from understanding exactly the reasons whgiefficy differences exist across
organisations (Barney, 1991). However, there eximausal ambiguity paradox that
barriers to imitation created by causal ambiguitsgtynhinder the firm’s ability to
leverage its competence and thus mitigate its ctitiyge advantage (King &

Zeithaml, 2001; Powell, Lovallo & Caringal, 2006).

On the other hand, Dierickx and Cool (1989) ardgoat thon-tradable assets
developed and accumulated internally are the keym@intaining competitive
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advantage. Dierickx and Cool highlight the featuwethe asset accumulation process
that influence imitation: “asset mass efficienc{f®e initial level of an asset stock
significantly influences the pace of its furthercamulation), time compression
diseconomies (decreasing returns to the fixed faitoe), interconnectedness (the
pace of an asset's accumulation is influenced byeel of other asset stocks), asset
erosion, and causal ambiguity about the accumulghimcess” (1989, p. 1509). It
should be noted that these features are relatathetqprocess of developing and
accumulating non-tradable assets within the firrav&opment of such assets is path
dependent and relies upon factors including orgdimisal learning and accumulation
of asset stocks. Thus, they would strongly preeentpetitors from imitation because

of tacitness and social complexity (Barney, 19%teRaf, 1993).

The resource-based view has also raised sevetialstris from researchers. First,
the resource-based view causes an issue of incaleeréor example, Foss (1998)
divides these various approaches into two diffene@tspectives: one is a static
analysis; the other is a dynamic analysis. Moreoasrindicated by Stoelhorst and
Bridoux (2007), the four approaches discussed altmmonstrate their own very
distinctive explanatory logic. In particular, somesearchers argue that the
resource-based view does not acknowledge the divaegerspective of resource
heterogeneity (e.g., Penrose, 1995; Foss, 1994faalsdio recognise the significant
role of the entrepreneurial judgments or managesghbilities of a firm (Foss, Foss
& Klein, 2007; Kraaijenbrink et al., 2010). Kraaijarink et al. (2010) argue that the
resource-based view could improve substantiallyt iicknowledges the diversity

among resources, for example, static and dynaraaurees.
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Second, an appropriate unit of analysis is a kegstijon of the resource-based
view. Foss (1998) submits that it is problematit timdividual resource is frequently
used as the unit of analysis to investigate competiadvantage. He argues that
individual resources may be complementary to eattteroor in co-specialised
relationships, and such resources often interath wach other or are clustered.
Therefore they should be analysed as a group,rrdiba independently. In a similar
line, Teece (2007) asserts that asset co-spetialisaand complementarities are the
sources of sustained competitive advantage, ratiem individual resources. As
Kraaijenbrink et al. (2010) put it, “it is not th&lue of an individual resource that
matters but rather the synergistic combination wndbe of resources created by the

firm” (p. 356).

Third, there is a tautological feature of the resetbased view (Lockett,
Thompson & Morgenstern, 2009; Priem & Butler, 2004 In particular, Priem and
Butler (2001a; b) assert that Barney's (1991, @¥)Istatement, “that valuable and
rare organisational resources can be a source ofpetitive advantage”, is
problematic. Using value and scarcity to define petitive advantage creates the
problem of confusing characteristics with outcombs.other words, researchers
cannot identify data patterns that may falsify onfrm the theory. Kraaijenbrink et
al. (2010) argue that this is because the resduamsed view “is unmistakably
tautological: Value and uniqueness appear in lxilanansand explanandum(p.
357). Moreover, Priem and Butler (2001a; b) ardwe the factors, which influence
value or rarity of a firm’s resources, are exogendéo the resource-based view.
Specifically, Barney (2001a) explicitly agrees wkRhiem and Butler's argument that

the value in the resource-based view is not endogsy determined by the firm, and
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the resource-based view itself does not offer mdtives for such exogenous
determination. Priem and Butler (2001b) suggesdtitha important for strategists to
address issues on both the supply (resource) sidléehe demand (market) side in a

competitive environment, rather than only on theotece side.

Therdational view

The third research stream is the relational view ictwvh emphasises the

inter-organisational relationship (Dyer & Singh,989. Similar to the resource-base
view, it also assumes that a firm’s resources aterbgeneous and imperfectly
mobile. Although several scholars regard it as stersion of the resource-based
view (e.g., Douglas & Ryman, 2003; Griffith & Hamge2001; Farjoun, 2002), the
relational view provides a quite distinctive perdpee of the source of competitive
advantage. It argues that competitive advantagassfeom collaboration between
firms rather than from a firm’s distinctive resoescor individual activities. In

contrast to the resource-based view, a firm’s etfiatresources or critical capabilities
are not those accumulated or built within the fitof are created through strategic
relations between organisations (Baum, CalabreSé\grman, 2000; Dyer & Singh,

1998). Accordingly, an individual firm acting alons not able to generate a
competitive advantage that is determined by theanya interactions between
organisations to create mutual benefits. Therefawe main potential sources of

inter-organisational competitive advantage (DyeBi&gh, 1998; Lavie, 2006).

The first source of relational competitive advaetagfers to relation-specific
assets. According to Dyer and Singh, such assgigéaise “lower total value chain

costs, greater product differentiation, fewer diefeand faster product development
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cycles” (1998, p. 664). Williamson (1985, p. 553tes, “Asset specificity refers to
durable investments that are undertaken in suppparticular transactions, the
opportunity cost of which investments is much loweibest alternative uses or by
alternative users should the original transactian gsematurely terminated.” In
particular, asset specificity often leads to suwstg, which increase the risk of

participants (Corsten & Kumar, 2005; Pitelis & Psks$, 1999).

Dyer and Singh (1998) suggest two key sub-processgsaffect the impact of
relation-specific assets on a firm’s competitivevattage: one is the duration of
safeguards; the other is the volume of inter-ogmional transactions. Safeguards
can be a formal contract (a third-party governamexhanism) or a self-enforcing
vehicle such as trust between partners. The raktip between formal contract and
self-enforcing vehicle will be discussed later onyelation to effective governance.
The volume (both scale and scope) of the trangatiegarding the relation-specific
assets is similar to the notion of economies ofesa&ccording to Williamson (1985),
The volume of transactions positively influences tost of specialised governance
structures. Hence, durable safeguards and recuttiagsactions facilitate the

generation of competitive advantage by relatiorcgjpeassets.

The second source of relational competitive adwgnteefers to knowledge-
sharing routines. Dyer and Singh (1998, p. 665)nded sharing routine generated by
inter-firm relations as “a regular pattern of infem interactions that permits the
transfer, recombination, or creation of specialidesbwledge.” They argue that
developing superior inter-firm knowledge-sharingitines through alliance partners
“are, in many cases, the most important sourceesf ieas and information that
result in performance-enhancing technology and vations” (1998, p. 665).
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Moreover, as know-how has the features of tacifnesan generate competitiveness
and prevent competitors from imitation due to diffty of codification and

transferability.

Creating knowledge-sharing routines through alksncan be facilitated by
ensuring the positive side of partner-specific gpdee capacity and avoiding its
downside such as using incentives to encouragsgdaaency and to discourage free
riding (Dyer & Singh, 1998; Kim & Song, 2007). Abptive capacity, according to
Cohen and Levinthal (1990, p. 128), refers to an’ér “level of prior related
knowledge” which “confers an ability to recognidee tvalue of new information,
assimilate it, and apply it to commercial ends.’eTability of transmitting tacit
information between firms can be enhanced by tlieguent interactions and close
relations (Rosenkopf & Nerkar, 2001). Appropriatartper identification is also
crucial to cultivating partner-specific absorptizapacity. This may require planned
types of collective learning processes, such asudate activities and codifying
systems (Zollo, Reuer & Singh, 2002). Furthermdiee mechanism governing
alliance partnerships should play the role as #it&tor for knowledge sharing. These
incentives include formal (e.g., equity arrangersenaénd informal (trust or
gentleman’s agreements) (Dyer & Singh, 1998). Haxetrust tends to be the most
effective mechanism to facilitate knowledge-sharmogvities between organisations

because it may minimise situational uncertaintyléAd2001).

The third source of relational competitive advastagfers to complementary
resources and capabilities. Dyer and Singh (1998uea that some distinctive
resources or capabilities possessed by strategingoa may collectively create
greater benefits than the sum of the benefits ededty each firm individually
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employing those resources or capabilities. Oliu&9{, p. 707) makes the interesting
point that “strategic alliances allow firms to puoe assets, competencies, or
capabilities not readily available in competitiveactor markets, particularly

specialised expertise and intangible assets, suokpatation.”

Dyer and Singh (1998) also indicate two key sulecesses that facilitate
generation of competitive advantage by complemgntasources and capabilities.
One is the ability to distinguish and assess piermgartners’ complementary
resources. Such ability is developed by a firm'®mpexperience with its partners
(Gulati, 1999; Kale, Dyer & Singh, 2002). Gulatiavdie and Singh (2009) advocate
that a firm’s specific experience developed throwugpeated partnerships with the
same alliances would generate more advantage ligageneral experience acquired
from any preceding alliance. The other key sub-gseds the role of organisational
complementarities to access benefits of stratexgource complementarity. Dyer and
Singh (1998) indicate that organisational completaugty refers to the compatible
relationships between strategic resources and ra’'sfirorganisational systems,
processes, and cultures. For example, Wu (200@earthat abundance of internal
resources would facilitate the focal firm to esisibl partnerships with external
organisations, due to their mutual benefit, suckteengthening dynamic capabilities

and use of complementary resources.

The fourth source of relational competitive advgetas effective governance.
Effective governance involves minimising transacticosts and maximising the
opportunity of value-creation initiatives. Thus, fam that employs efficient
governance structures will have an advantage dweset that do not utilise such
mechanisms (Dyer & Singh, 1998; Jones, 1995). Dged Singh categorise
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governance into two types: third-party enforcingeggnents (e.g., legal contracts) and
self-enforcing agreements (e.g., trust, reputaticemd financial hostage).

Self-enforcing safeguards are further divided fiotonal and informal ones.

Dyer and Singh (1998) submit that self-enforcinfpgaards are more effective
than third-party enforcing agreements. First, eafiercing safeguards reduce
transaction costs such as costs of contracting, itotorg, adaptation, and
re-contracting between alliance partners. Secoelfkeaforcing safeguards support
tacit knowledge sharing and resource exchangingddwanot be easily found in the
markets. Hence, firms with the ability to employlfsmforcement rather than
third-party enforcement would achieve competitidwantage over their competitors
which lack such ability. Dyer and Singh further wgthat informal self-enforcing
safeguards (e.qg., trust) are superior to formdtesdgbrcing safeguards (e.g., financial
hostage). Firstly, the costs of formal self-enfogcisafeguards, generally involving
capital outlays, tend to be higher than those f@irinal ones. Secondly, it is easier for
competitors to imitate formal self-enforcing safagls such as joint venture,
franchising, and collateral bonds. By contrastpinfal self-enforcing safeguards,
such as trust or reputation, have the featuresooBlkcomplexity and idiosyncrasy
that are more difficult for competitors to imitat&ccordingly, Dyer and Singh
suggest two key sub-processes regarding effectivergance: (1) ability to employ
informal versus formal self-enforcement governanm@xhanisms; and (2) ability to

employ self-enforcement rather than third-partyoecément.

However, there are debates on whether formal condénad trust are substitutes
or complements. Some researchers argue that faonédact and trust are substitutes;
in other words, if there is more trust, less mainitg by formal contracts is needed
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(Faulkner, 2000; Lui & Ngo, 2004; Nooteboom, 199A)ternatively, some other
researchers suggest that formal contract andriragtwork together to achieve higher
exchange performance (Luo, 2002; Poppo & Zenged2R0n particular, Lazzarini,
Miller and Zenger (2004) indicate that a combinmataf both formal and informal
arrangements is an ordinary business practice. Hoepn to emphasise that the
complementary relationship between formal contractd informal arrangements is
important, while self-enforcement is difficult tmplement. Hence, on the one hand,
formal contracts and trust can be viewed as sulssit on the other hand, they can be
treated as complementary. In other words, trustidcaueate both positive and

negative effects on contractual relations (Melleywigadhok & Weibel, 2007).

As for the durability of competitive advantage, tiedational view also focuses
its attention on how to prevent imitation by conifees. Dyer and Singh (1998) list
six different mechanisms that can make competiidgantage sustained. Two of
them, which are included in the earlier discussibthe resource-based view, are also
applicable to the relational view—causal ambiguiand time compression
diseconomies. According to Dyer and Singh, relatimps between strategic partners
are socially complex and idiosyncratic to a sitoratiwhich often demonstrate causal
ambiguity. In other words, competitors are unablenderstand the link between the
cause (inter-firm relationships) and a firm’'s conmpe advantage. Moreover,
development of relational advantage (e.g., reputatr partner-specific absorptive

capacity) takes time and cannot be bought or solde markets.

Dyer and Singh (1998) propose four isolating medmas that are unique to the
relational view: (1) inter-organisational asseembnnectedness, (2) partner scarcity
(rareness), (3) resource indivisibility (co-evotuti of capabilities), and (4)
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institutional environment. First, inter-organisai@ asset interconnectedness is
similar to the notion of ‘interconnectedness ofeassocks’ (Cool, Costa & Dierickx,
2002; Dierickx & Cool, 1989); Dyer and Singh extetids concept beyond the
organisational boundaries. They argue that investnre relation-specific assets is
also subject to accumulation of asset stocks. Skquartner scarcity highlights the
difficulty of competitors to find potential partreefor creating similar competitive
advantage through inter-organisational relatiorsshyphich involves situations such
as a high degree of resource dependence and delviglhof complementarity (Dyer,
Singh & Kale, 2008). Third, resource indivisibilityefers to indivisible assets or
capabilities that are collectively created by sgat partners. Besides, these resources
or capabilities may have coevolved with an allianelation over time. Competitors
are difficult to imitate because of path dependef@eaol, et al., 2002; Dierickx &
Cool, 1989). Finally, Dyer and Singh argue thatiin8onal environment is also a
preservation mechanism of competitive advantagecoilting to Oliver (1997),
managing the institutional context of an organ@as resource decisions is crucial to
its sustainable advantage. Oliver has indicatetihdisve influences of a firm from its
different levels of institutional environment, inding internal culture, inter-firm
relations or strategic partnerships, and impaam fsocial-cultural or political-legal
contexts. Moreover, country-specific institutionehvironment may promote or
discourage goodwill, trust, and co-operation (HufKelley, 2003). As Oliver (1997,
p. 704) puts it, “institutional isolating mechansmxplain resource mobility barriers

as a function of firms’ unwillingness to acquireddamitate resources.”

Criticisms on the relational view come from two gctives. First, Dyer and

Singh (1998) do not examine issues regarding efficy enhanced by competition in
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their relational framework (Molina, 1999). HowevEwgrter (1990; 1991; 1998; 2000)
indicates that intense local competition is thevelriof efficiency improvement and
would help a specific industry attain competitivdvantage in international markets.
Moreover, the relational view ignores the potentisadvantages that may be created
by close inter-firm partnerships. Barringer and rismn (2000) investigate both
advantages and disadvantages of inter-organisatisationships examined by
previous empirical studies. Potential disadvantagesmarised by them include loss
of proprietary information, management complexijtiBeancial and organisational

risks, risk of becoming dependent on a partner,pantal loss of decision autonomy.

A brief comparison of the three views

The three research streams discussed above héeeenif strategic implications.
Based on market perfection and competition envimmimthe activity-position view
advocates that decision-makers should make apptepstrategic choices in the
industry position. By contrast, the resource-basezlv focuses on developing
strategic resources or capabilities within the fi@haring the same perspective of
market imperfection as the resource-based view, rdhational view emphasises
inter-firm interactions and strategic partnershig®m the discussion above, the three
streams of studies on competitive advantage extitiérences in their assumptions,
units of analysis, and strategic implications. Dgad Singh (1998) summarise their
differences and illustrate that strategic implioat among the three research streams
may be contradictory. For instance, the relationalv encourages sharing valuable
knowledge with strategic partners, whereas theuresebased view tends to protect
valuable knowledge within the firm and regardstteoowledge as a kind of strategic
resource. Moreover, the relational view supportselcollaboration between the firm
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and its suppliers to generate relational advantagEsvever, according to the

activity-position view, this behaviour may impedhe focal firm’s bargaining power.

2.2.3 Common issues related to competitive advantag

Although scholars have distinctive views on theaaspt of competitive advantage,
which are seemingly diverse and confusing, therst@xkommon ground for the three
major research streams. The concept of value enggloblsy Bowman and Ambrosini
(2000; 2001; 2007) contributes in-depth insightewo understanding of competitive
advantage. They emphasise both value creation ahak \capture. Following their
logic, the research on competitive advantage dssmigbove can be summarised as

three common issues:

e How value is created
e How value is protected

e How value is captured

The three issues are quite similar to the threeedspof competitive advantage
proposed by Coff (2003). However, using the nobbwalue has several advantages
instead of discussing competitive advantage dieEilst, value is a clearer term than
competitive advantage and is, thereby, a solutahé problem of vagueness. Second,
value is related to the source, durability and aeppation. Third, value can be a

foundation that integrates different research steea

Bowman and Ambrosini (2001, p. 501) identify thtgees of value as follows:

first, perceived use valuethat is, product or service value defined by congtrs,
based on their perceptions of the usefulness optbduct on offer; secondotal
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monetary value-that is, the amount the customer is prepared yofqrathe product,
which is the sum of price paid plus consumer swglGollis 1994); and third,
exchange valyewhich is realised when the product is sold—th@am paid by the

buyer to the producer for the perceived use value.

According to this definition, firms create percaivese value through production
activities or transformation processes, and reaisghange value through the sale of
products or services (Bowman & Ambrosini, 2000; POCAccordingly, it is worth

noting that the issues of value creation, valuesgmeation, and value capture are

closely related.

A firm may have competitive advantage that increaperceived use value
(and/or total monetary value), or reduces inputso$ a specific product or service
(Lippman & Rumelt, 2003a). The resource-based #&edréelational views explain
how an advantage in terms of resources or capaebilis created within a firm or
through inter-firm interactions (e.g., strategidiasce), respectively. On the other
hand, the activity-position view argues that vallain and activity systems are
crucial to achieving favourable industry-specifiasfioning and generating such an
advantage (Porter, 1985; 1991; 1996). Moreoverjritpmact on the firm’s profit flow
is reflected by changes in average price or satdsmes (Bowman & Ambrosini,
2007). In other words, both demand and supply siglesuld be considered.
Furthermore, value creation may include value stirtitive levels—individual, firm,

or society (Lepak et al., 2007)—and require diffédevels of analysis.

Regarding the issue of protecting value, many schdiocus their attention on

the barriers that prevent imitation or substitution competing firms. They regard
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competitors as the most likely source of the redauodr removal of the value created
by the firm. Hence, these barriers are cruciahtodurability of an advantage because
they support exchange value in a competitive enwirent. The activity-position view
emphasises drivers such as economies of scalagkskof activities, and proprietary
learning (Porter, 1985; 1991). The resource-baseslv vaddresses isolating
mechanisms related to firm-specific resources agltausal ambiguity, switching
and searching costs, consumer and producer leart@am-embodied skills, special
information, patents and trademarks, reputation iemabe, and legal restrictions on
entry (Rumelt, 1997). The relational view focusesigolating mechanisms suitable
for inter-firm alliances, including causal ambigtlitime compression diseconomies,
inter-organisational asset interconnectednessngragcarcity (availability), resource
indivisibility (co-evolution of capabilities), andhstitutional environment (Dyer &

Singh, 1998).

Finally, value capture is determined by the bariggirpower between the firm
and its internal and external stakeholders. Basedhe resource-based view, Coff
(1999) argues that value creation and value capirgenfluenced by the bargaining
power between the firm and its internal stakeh@dsuch as managers, employees,
and shareholders. Regarding external stakeholRerser’s five-force framework is a
useful analytical tool. As Bridoux (2004, p. 10)tput, “when choosing its product
price the firm is influenced by its competitive @wment, in particular by the
bargaining power of customers and by the curreideprof competitors and the
expected reactions of competitors to the chosecefriSimilarly, Bowman and
Ambrosini (2000, p. 9) argue that exchange valugetermined by “(1) comparisons

customers make between the firm’s product, thegdse and feasible competing
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offerings from other firms, and (2) comparisonsorgse suppliers make between the
deal they have struck with this firm, and possideals they could make with
alternative buyers of their resources.” It is wortbting that barriers that prevent
competing firms from imitation not only moderatee tinfluence of competitors but
also impact on the bargaining power of the focahfiln brief, bargaining power is

crucial in analysing the issue of value capture.

2.3 Stakeholder management

In the bookStrategic Management: A Stakeholder ApproaRh Edward Freeman
(1984) pointed out, “if you want to manage effectivelyethyou must take your
stakeholder into account in a systematic fashign” 48). Both academics and
practitioners have demonstrated their growing egelin stakeholder analysis and
stakeholder management. Stakeholder theory is alfmcal topic that has created
many debates in the academic literature (Laplumal.et2008). According to the
stakeholder perspective, the main function of marsgrefers to engaging
constructive relationships through co-ordinatingeiasts of various stakeholders
including employees, customers, suppliers, govemtnagencies, communities and

other interest groups as well as shareholdersiffare& McVea, 2001).

To review the stakeholder management literaturevegit to this thesis, firstly,
the concept of stakeholders is outlined. It isdwokd by a discussion of major
perspectives of stakeholder theory. Finally, a uison of stakeholder management

and strategy and a brief critique are presented.
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2.3.1 The concept of stakeholders

According to Rowley (1997), stakeholder conceptsewsot new; several scholars
(e.g., March & Simon, 1958; Mason & Mitroff, 198had already proposed similar
ideas before Freeman’s (1984) seminal work. Howeweras only after Freeman
(1984) presented a systematic framework that stddehmanagement emerged as a
popular subject in the management literature. Alfiothe term stakeholder has been
widely used in the literature, its definition islistelatively vague (Pesqueux &
Damak-Ayadi, 2005). The question of who stakehadare is always disputable.
Freeman’s (1984) definition is one of the most Giexggly cited ones in the literature.
However, it is criticised as having a lack of danin terms of both the stakeholder
and the stake (Fassin, 2009; Waxenberger & Sp&2@3). Its ambiguity creates
debate on the broad versus narrow conception (Elitet al., 1997; Phillips, 1997).
Freeman and Reed (1983, p. 91) provide two defimtiof stakeholders and they

suggest using the wide sense from a strategic @ersp:

e The Wide Sense of Stakehold&ny identifiable group or individual who can afte
the achievement of an organisation’s objective bo ¢ affected by the achievement
of an organisation’s objectives. (Public interesiups, protest groups, government
agencies, trade associations, competitors, uniassyell as employees, customer
segments, shareowners, and others are stakehatdthris sense.)

e The Narrow Sense of Stakehold&ny identifiable group or individual on which the
organisation is dependent for its continued sutvifiamployees, customer segments,
certain suppliers, key government agencies, sharemy certain financial

institutions, as well as others are all stakehaldethe narrow sense of the term.)
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Similar to the broad versus narrow classificatiotiere are different
categorisations of stakeholders in the literatweay.( Wheeler & Sillanpaa, 1997,
Frooman, 1999; Phillips, 2003b): primary versusoséary, direct versus indirect,
and normative versus derivative. Carroll and Buttzh¢2006) distinguish core,
strategic and environmental stakeholders. Coreehtalers refer to those who are
crucial to an organisation’s success or failurgat8gic stakeholders are closely
related to a firm’s threats or opportunities frohe tperspective of its strategy.
Environmental stakeholders refer to stakeholdengrothan core and strategic ones.
However, according to Phillips (2003b), an overhpdd definition that seemingly
treats everyone as a stakeholder contributes \itlee to the theory; by contrast, an
excessively narrow definition may ignore organsaél constituencies that are

strategically important.

Other scholars have also developed their framewtrkdistinguish different
stakeholders. For instance, Mitchell et al. (1990ggest three important attributes of
stakeholder relations: the stakeholder group’s pdha&t may influence the firm; the
legitimacy of the relationship between the stakdéolgroup and the firm; and the
urgency with which the stakeholder group has anclain the firm. By using
legitimacy, power and urgency as three variablesnagers are able to identify the
degree of salience and types of stakeholders. Aouprto Mitchell et al., there are
definitive, dominant, dependent, dormant, discrediry, demanding stakeholders, and

non-stakeholders.

Post et al. (2002) use the resource base, thetmdsisucture and the social
political arena to exemplify three levels of orgational environment. First, there are
investors, employees, and customers, and userswitdbute resources as input for
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the organisation’s operation. Second, supply clagsociates, joint venture partners
and alliances, unions, and regulatory authoritiesstitute the industry structure.
Third, government, local communities and citizesus¢gl private organisations are at

the society level.

In particular, Fassin (2009) suggests a new taxgrestakeholders,
stakewatchers, and stakekeepers—to clarify differéevels of stakeholder
relationship. Fassin uses stakeholders to repretbentprevious narrow sense of
stakeholders who have a real stake in the firms Thtegory includes: management
(board of directors and CEO), financiers (sharetisld bondholders, banks etc.),
employees, customers, business (suppliers, tragteciaions, joint venture partners
and alliances, consultants etc.), and communitégkewatchers are intermediaries
who do not have a real stake in the firm but playole in protecting some real
stakeholders’ interests. Stakewatchers includesspire groups, unions, consumer
associations, competitors, public interest groaps, activists. Finally, Fassin borrows
the concept of gatekeeper and uses stakekeepdabebindependent or external
monitors who keep the stake by regulation, valumatar certification. This group
refers to government agencies, the media, and @ubld private accreditation

institutions, and non-stakeholders.

From the above discussion, it is clear that a plethof classifications of
stakeholders have been suggested in the literatureeems that none has been
generally accepted. Nevertheless, they contriboiteur understanding of both the

stakeholder and the stake from different angles.
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2.3.2 Perspectives of stakeholder theory

In the literature, studies on stakeholder theoffediaccording to their distinctive
emphases. One approach to studying stakeholderytieals mainly with the theories
of the firm and focuses on economic analysis inadgégency problems, transaction
costs, and property rights. The other approachxémméing stakeholder issues falls
into Donaldson and Preston’s (1995) taxonomy a<grgdse, instrumental, and
normative foundations. However, these two appraacre not mutually exclusive

and some overlap exists.

2.3.2.1 Stakeholder theory and the theories of tHem

Following Coase’s (1937) analysis of the firm, anga of studies, labelled as
“transaction cost economics” or “new institutiomalonomics,” explored the theories
of the firm, and reflected the issues of markelufai such as transaction costs, the
principal-agent problem, asymmetric informationpogunistic behaviour and moral
hazard (e.g., Alchian & Demsetz, 1972; Arrow, 19FgImstrom, 1979; Jensen &
Meckling, 1976; Williamson, 1971; 1975; 1985). Gealky, this stream of studies
views the firm as a nexus of contracts to alleviateentive conflicts between
shareholders and managers as well as among diffenembers within the firm

(Cheung, 1983).

According to the types of contract, the studieslmawnlivided into two categories:
the complete contracting perspective and the indet@pgontracting perspective. As
for the complete contracting perspective, it assuthat agents are able to anticipate

all future possibilities and draw up detailed cants without costs (e.g., Grossman &
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Hart, 1986; Williamson, 1981; 1988). On the othandh, the incomplete contracting
perspective highlights the costs of drafting sojdtased contracts and the importance
of carrying outex postmonitoring (e.g., Alchian & Demsetz, 1972; Har§88;
Holmstrom & Milgrom, 1994). Based on an alternatperspective of contractual
relations, the stakeholder management literatugaesr that the management should
take care of not only the relationships with shatéérs but also relationships with
other stakeholders such as employees, customepgliess, governments, and
communities (e.g., Evan & Freeman, 1993; Freem8@&4;1Freeman & Evan, 1990).
Thus, debates over several important issues, reganhanagement-stakeholder
relationships versus management-shareholder nesdtips, have been created. These
issues include agency problems, fiduciary dutigsperty rights, and transaction

costs (other than agency costs). They are discusstadlows.

Agency theory is concerned with the agency probldmas are characterised by
divergence of interests between the agents (mas)aged principals (shareholders).
It regards the firm as a nexus of explicit consaand advocates shareholders’
primacy (Alchian & Demsetz, 1972; Jensen & Meckling76). Williamson (1985)
supports the corporate governance maximand thatrmses shareholder value, by
arguing that shareholders have fewer contractuedngements to protect their
investment than other stakeholders. According tsde and Meckling (1976), agency
costs include monitoring costs, bonding costs, @sitlual loss. Principals may use
incentives or monitoring mechanisms to limit opparstic behaviours of the agent.
The agents may incur expenditures for establisbimgding schemes to ensure that
their actions would not be harmful to the princigdbreover, as it is very difficult for

the principal and the agent to optimise the momigpand bonding activities with zero
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cost, there must be some costs—residual loss. Heheecritical issue of agency

theory is to economise on agency costs (Fama &edei983; Jensen, 1983).

Hill and Jones (1992) extend the concept of the,fifrom a set of explicit
contractual relationships to a nexus of both exXphad implicit contracts with its
multiple stakeholders. They argue that agency thisojust a special case of agency-
stakeholder theory. The agency theory assumesnthsgtets are efficient and can
adjust rapidly. By contrast, Hill and Jones (19@8pw for both endogenous and
exogenous shocks that cause short-term marketulibegm and power differentials
between managers and other stakeholders. Consbguiisequilibrium conditions
may be triggered by frictions such as barriersntoyeand exit, the ability of managers
and other stakeholders to enact their environneerd,organisational inertia. Hill and
Jones further suggest that stakeholder diffusiokemat difficult to enforce both
explicit and implicit contracts, to monitor managefficiently, and to use ‘exit’ and
‘voice’ as effective enforcement mechanisms. Hetigcere exist the similar agency
problems in manager-stakeholder relationships as nmanager-shareholder
relationships. In other words, other stakeholdems aot better protected than

shareholders, in terms of a contractual perspective

A related debate is whether the managers’ dutyoisdrve the interests of
shareholders only or of all the stakeholders. Stakker theory extends managers’
fiduciary duties from a shareholder-fiduciary otmtion to a multi-stakeholder-
fiduciary orientation (Evan & Freeman, 1993). TaeBne the purpose of the firm,
Evan and Freeman state, “The corporation shoulthéeaged for the benefit of its
stakeholders: its customers, suppliers, owners,|l@mes, and local communities”
(1993, p82). However, other scholars argue thatctreept of multi-fiduciary duty

56



Chapter 2: Literature review

(i.e., managers bear a duty to all stakeholdetserathan only to shareholders) is
morally lacking (Marcoux, 2003), and creates akstelder paradox’ (Goodpaster,

1991). A stakeholder paradox is defined as:

It seems essential, yet in some ways illegitimeterient corporate decisions by
ethical values that go beyond strategic stakeholdensiderations to

multi-fiduciary ones (Goodpaster, 1991, p. 63).

Goodpaster (1991) argues that the multi-fiduciappraach damages managers’
accountability to shareholders as it generatesnfradiction that hinders and requests
profit maximisation simultaneously. In a similariveMarcoux (2003) argues that it is
not feasible for managers to perform multi-fidugiaduties among parties with
competing interests. Accordingly, it is moral tHatuciary duties focus only on

relationships between the managers and shareholders

Based on a public policy imperative, Boatright 449 disputes Goodpaster’s
argument by three standpoints. First, there is mecdlink between the property
rights of shareholders and the fiduciary dutiemmahagement. According to Boatright,
the shareholders, in fact, are beneficiaries rathan the owners of a corporation.
Moreover, the existence of capital markets allows $hareholders to dispose of
disappointing shares or diversify their investmenth little cost. Second, Boatright
further argues that there is no express contrattla (implicit) contract relationship
between shareholders and the management is untlegne are no negotiations on
mutual obligations and little interaction betwedme ttwo parties. Third, Boatright
points out that managers “are agents of the cotiporanot the shareholders” (1994, p.

399). Particularly, he addresses the legal dedimitof agency given in the second
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Restatement of Agency, Section 1(1): “(1) consertihe relation, (2) the power to act
on another’s behalf, and (3) element of control’o&Bight, 1994, p. 399).
Accordingly, these features do not exist in thatrehship between managers and
shareholders. Similarly, Phillips (2003a) argueat tthe fiduciary duty born by
managers is to the corporation, rather than tostm@reholders (or to any single

stakeholder). As Phillips puts it:

If care were taken to distinguish shareholder frrporation, we would see
that the shareholders, in fact, continue to cortnelstockthat is both their

asset and their investment. The assets Marcouxidescas being under the
control of management are the assets of the omj#ons not the shareholders

(2003a, p. 80).

In brief, the stakeholder management literaturgoetp the view that managers’
accountability is to all stakeholders of the cogtimm, rather than to shareholders
only. Nonetheless, Boatright (2002) emphasises toatract theory itself neither
leads to the shareholder or the stakeholder pdrgpemor serves as a normative

foundation for either the shareholder or the stalddr primacy.

Another issue is related to property rights. Propeights have two types of
definition. The narrow definition refers to “legakcourse available to owners of
property (either tangible or intangible) in the easf inappropriate actions by
non-owners” (Asher, Mahoney, & Mahoney, 2005, p.tli¢ general definition refers
to “any sanctioned behavioural relations among gi@ci makers in the use of
potentially valuable resources” (Asher et al., 20057). Asher et al. adopt the broad

definition and include any social institutions asliwas legally enforceable claims.
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Coase (1960) suggests that resources can be rdgasdee bundle of rights instead
of physical resources. Therefore, the essenceeofebources owned by a firm refers
to property rights rather than physical resourdeslowing Coase’s (1960) view,
Donaldson and Preston (1995) incorporate the canttegi “property rights are
embedded in human rights and that restrictionsnagdiarmful uses are intrinsic to
the property rights concept clearly brings the resés of others (i.e., of non-owner
stakeholders) into the picture” (p. 83). Hence,nically, they argue that “the
stakeholder model can be justified on the basth®theory of property, because the
traditional view has been that a focus on propaghts justifies the dominance of

shareowners’ interests” (Donaldson & Preston, 19983).

In a similar vein, by linking property rights thgoto the resource-based view,
Asher et al. (2005) argue that the approach to miakig shareholders’ value, which
is consistent with the logic of the explicit comtiag framework, cannot reveal the
appropriate firm value due to its ignoring impligontracts. They suggest taking
stakeholders other than shareholders into accauhpasit: “when considering both
explicit and implicit contracts when assessing ¢éksenomic value generated by the
firm, one needs to assess the economic surpluareapby all stakeholders” (Asher et
al., 2005, p. 15). In other words, they acknowletlge importance of stakeholders

regarding both value creation and value distributbthe firm.

One more issue is concerned with transaction cost@addition to agency costs
discussed earlier, Jones (1995) indicates threer siburces of transaction costs. The
first one is the information asymmetry betweengbker of a resource and the buyer,
which may create problems in terms of value unadstar opportunistic behaviour.
Thus, in this respect, transaction costs invohag Yearch costs, (b) negotiating costs,
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(c) monitoring costs, (d) enforcement costs, anda(eesidual loss” (Jones, 1995, p.
410). The second source is the hold-up problenudssd by Williamson (1985). The
hold-up problem refers to a hindrance to investmena specialised resource that
would improve efficiency of both the supplier arte tcustomer. Because of the
difficulty of disposing of such specialised resaumsewhere, the hold-up problem
may either reduce investment in specialisatiomnorgase costs, such as negotiating,
monitoring, and enforcing contracts, for preventingld-up. The third source of
transaction costs is team production (or consumptiproblem. Jones (1995)
describes the team production problem as the fdee of production in the economic
literature and he depicts the team consumptionlenolas Hardin’s (1968) “tragedy
of the commons”—where individuals tend to exploit aver-consume a resource
owned by a society (in common). Consequently, @aimsn costs would inevitably
increase due to opportunistic behaviours or arnaegés needed to mitigate
opportunism. Assuming that firms have (both expliahd implicit) contractual
relationships with multiple stakeholders, Jones98)9argues that mutual trust and
co-operation, based on ethics and corporation nigralould reduce agency costs or
transaction costs and there by result in efficieomtracting. He further suggests,
“Because the costs of opportunism and of preventingeducing opportunism are
significant, firms that contract on the basis afstrand co-operation will have a

competitive advantage over those that do not usle atiteria” (Jones, 1995, p. 432).

2.32.2 Ataxonomy of stakeholder theory

In additional to the theory of the firm and econoranalysis, research on stakeholder
theory has developed in several major directiongnddson and Preston (1995)

recommend a taxonomy that divides stakeholder relseato three distinct categories,
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according to their underlying theoretical dimensierthe descriptive, the
instrumental, and the normative perspectives. Tiaisonomy addresses three
guestions: “What happens? What happens if? and,t\&th@uld happen?” (Jones,
1995, p. 406). In other words, these perspectixesnee: (1) how managers of the
firm actually behave, (2) what outcomes the firmghti achieve if its managers

behave in some ways, and (3) how managers ofrimestiould behave.

The descriptive approach proposes to show how llbeghts embedded in
stakeholder theory correspond to specific charetites and behaviours of firms and
their managers in the real world. Donaldson andtBre(1995) defined descriptive
stakeholder theory as “a model describing whatcigoration is. It describes the
corporation as a constellation of co-operative aathpetitive interests possessing
intrinsic value” (p. 66). Research in this categdescribes the value-free facts of
what firms do or what they are able to do (Steph&nShepard, 2005; Swanson,
1999). It also needs to precisely present the enmient in which firms operate
(Dentchev, 2009). For example, Rowley (1997) examipower interplays between
the focal firm and its diverse stakeholders, geeray different network structures.
Mitchell et al.’s (1997) framework to portray stalkdéder salience also belongs to this
category. Defining saliency in terms of actionsslEg and Lenox (2006) confirm
Mitchell et al.’s (1997) framework by investigatil@1 US firms responding to the
requests dealing with the natural environment. Bawaand McLaughlin (2001)
describe that the types of strategy adopted byithefor managing its stakeholders
are determined by an assessment of the importah¢eeostakeholders. In brief,
descriptive stakeholder theory describes how finmigract with their multiple

stakeholders (Rowley, 1997).
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The instrumental approach examines the relatiosshgween the practice of
stakeholder management and the goals of firm pedaoce. Donaldson and Preston
(1995) defined instrumental stakeholder theory adramework for examining the
connections, if any, between the practice of stakkr management and the
achievement of various corporate performance gdals67). It seeks to understand
what kind of (positive or negative) results mayadmhieved if a specific practice is
adopted. For instance, as discussed earlier, JA®8&5) argues that firms, which
interact with their multiple stakeholders basednmurtual trust, will have competitive
advantages over their rivals that do not. MoreoBerman et al. (1999) argue that
managing stakeholder relations with employees arsdomers could enhance firm
financial performance. For the purpose of pursumgual benefit, Heugen and van
Oosterhout (2002) suggest three boundary condifienstakeholder selection: being
sufficiently autonomous, having compatible intesestnd capable of meeting their
obligations. Furthermore, Hart and Sharma (2004pggond traditional thinking of
stakeholder management and suggest that firms togealy attention to stakeholders

who are seemingly “powerless, non-legitimate, igulaor disinterested”(p. 12).

The normative approach identifies moral or phildgogl principles for
managers to perform their role. According to Doeald and Preston (1995),
stakeholder theory is normative because “stakeh®ldes persons or groups with
legitimate interests in procedural and/or substandispects of corporate activity” and
“the interests of all stakeholders are of intrinsatue” (p. 67). Donaldson and Preston
argue that although the three approaches to sthezhtneory are distinctive, “the
normative base serves as the critical underpinfionghe theory in all its forms”

(1995, p. 66). They go on to assert that the thebproperty rights also provides the
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normative keystone for stakeholder theory. ExceptJones’s (1995) instrumental
approach, most studies discussed in the previdosestion belong to the normative
approach. Moreover, research in this stream demaastvarious themes to justify
this normative core, such as Aristotelian ethicsijifldérg, 2000), libertarianism
(Freeman & Phillips, 2002), Kantian theory (EvanReeman, 1993; Lea, 2004),
feminist theory (Lampe, 2001; Wicks et al., 1994 ahe principle of fairness

(Phillips, 1997; van Buren, 2001).

In addition to Donaldson and Preston’s (1995) thpeespectives of stakeholder
theory, Freeman (1994) suggests the fourth peispeemetaphorical or narrative. In
this sense, researchers use stakeholder concepistaghors to describe how people
engage in their activities of value creation andnexige. Andriof and Waddock (2002)
summarise the differences between the four perispsciof stakeholder theory
according to their differences in rationale, unitamalysis, level of analysis, and
underlying theory. Nevertheless, Donaldson andt®ne€l995) argue that the three
approaches to stakeholder theory are reciprocalppartive. Moreover, clear-cut
distinction between descriptive, normative, andrimaental approaches would never
be accurate (Freeman, 1999). Jones and Wick (188R¢ a similar argument and say
that “neither of the emergent forms of stakeholtdeory is complete without the
other and that convergent stakeholder theory, whiombines normative and
instrumental elements, meets many of the criteoa duccessful integration of
normative and empirical theory” (p. 206). Respogdio Jones and Wick, however,
Freeman (1999, p. 233) argues “what we need isnooe theory that converges but
more narratives that are divergent—that show ugerdint but useful ways to

understand organisations in stakeholder terms.”
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Interestingly, stakeholder theory has become onethef main theoretical
foundations of the research stream of corporat@akperformance (CSP) (Clarkson,
1995; van der Laan, van Ees & van Witteloostui@0& Margolis & Walsh, 2003).
There are three interconnected constructs relade@3P, which have been used
throughout the literature, referring to differergpacts of business involvement in
social issues. First, corporate social respongib{(CSR, or CSR1) refers to the
business philosophy that directs managers makitigypand management decisions
towards normatively correct performance regardingpeetations of multiple
stakeholders of the firm (Dentchev, 2009; Van daar. et al., 2008). Carroll (1979,
1991) distinguishes social expectations as fouredsions of corporate social

responsibility: economic, legal, ethical, and desicmary.

Second, corporate social responsiveness (CSR2jilcesdiow firms respond to
social issues. CSR2 is concerned with the “abtittyachieve significant levels of
social responsiveness” (Frederick, 1994, p. 15@)¢ tmeaning of social
responsiveness is “the ability to manage the cowiparlations with various social
groups” (Frederick, 1994, p. 156). Moreover, CSBR also be described as a process
to resolve social issues for which a firm is acdable (Dentchev, 2009). Carroll
(1979) suggests four responsiveness strategieedolve social issues: reaction,
defense, accommodation, and proaction. These CSR&Zeges are neatly
summarised by Clarkson (1995). In particular, Glark (1995) emphasises the term
responsiveness, arguing that “managers must resiodvnevitable conflicts between
primary stakeholder groups over the distributiontteé increased wealth and value
created by the corporation” (p. 112). He goes ajuarthat ethical judgment and

choices may turn out to be crucial to the firm’svétal.
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Third, CSP is concerned with the outcomes of shyci@sponsive behaviour.
(Wood, 1991) describes CSP as the “the social itspat corporate behaviour,
regardless of the motivation for such behavioutherprocess by which it occurs; the
programmes companies use to implement respongibifit/or responsiveness; and
the policies developed by companies to handle kissiaes and stakeholder interests”
(p. 708). The CSP construct represents a featurepriviciple—problem—action
framework that focuses on both stakeholders andals@sues (Dentchev, 2009).
There have been numerous studies on this topicdbaisea stakeholder perspective
(e.g., Moore, 2001; Orlitzky, Schmidt & Rynes, 208¥addock & Graves, 1997,
Makni, Francoeur & Bellavance, 2009). From the stetder perspective, meeting
the expectations of multiple stakeholders wouldaggle a firm’s reputation and
thereby have a positive impact on its financialfgrenance. Conversely, failure to
satisfy the needs of various stakeholders may, amymcases, result in a negative
financial impact (Cornell & Shapiro, 1987; Margol&s Walsh, 2003; Preston &

O’Bannon, 1997; van der Laan et al., 2008).

According to Dentchev (2009), the three construetated to CSP can also be
analysed in terms of Donaldson and Preston’s (19&@%)nomy. Firstly, CSR1 is
mainly prescriptive. As Windsor (2001) puts it, ‘Spensibility must have a
normative basis” (p. 228). Secondly, CSR2 suggastisstrumental approach to both
social issues and stakeholders of firms by progdirbusiness justification for firms
responding to social issues. Lastly, CSP compasesth normative and instrumental
concept. Although stakeholder theory has frequebdgn used in the literature to

support the constructs related to CSP, there dferahices between them. While
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stakeholder management focuses on various stalehgjicbups, CSP is mainly

concerned with both stakeholders and social isgdestchev, 2009).

2.3.3 Stakeholder management and strategy

As symbolised by the title of Freeman’s (1984) hostkategic management is the
main terrain of stakeholder management or stakeholdeory. Freeman (1984)
addresses the need for a systematic framework ofagmag stakeholders due to
internal change (from customers, employees, angligeup) and external change
(from governments, competitors, consumer advocat@sjronmentalists, special
interest groups, and media). Harrison and St JABA7, p. 14) define stakeholder
management as “communicating, negotiating, contrgcand managing relationships
with stakeholders and motivating them to behavevays that are beneficial to the
organisation and its other stakeholders.” Followinigis logic, stakeholder

management tends to include an instrumental ingnedi

The first task of stakeholder management is stdkehanalysis. Harrison and St
John (1997) suggest stakeholder analysis includigtees such as “identifying and
prioritising key stakeholders, assessing their sgedllecting ideas from them, and
integrating this knowledge into strategic managernpeocesses...” (p. 14). However,
stakeholder analysis requires a dynamic perspectigther than a stable list
(Antonacopoulou & Meéric, 2005b). Managers need ewiaw their stakeholders
regularly. According to Jawahar and McLaughlin (Q@ritical stakeholders may be
different at each stage of an organisational lijele and the firm should adopt

different strategies to manage those critical $takder groups accordingly.
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As for generic strategies, Freeman (1984) suggestwvision of Porter’'s (1985)
five-force framework, adding a sixth force—relatpewer of other stakeholders that
would potentially enhance or threaten organisatiobgectives. Freeman states that
this move is “beyond industry structure towardsakstholder structure™ (1984, p.
141). Hence, managers could adopt different stedegccording to relative
influences of two important dimensions: co-opeipotential and competitive threat

(Freeman, 1984; Freeman, Harrison & Wicks, 200&gfran & Liedtka, 1997):

e If a stakeholder group has relatively high co-opeegpotential and relatively low
competitive threat, the firm should adopt an offeasstrategy to exploit the
co-operative potential of this stakeholder groypedic stakeholder programmes
include changing the stakeholder’s objectivesobéliefs about the firm, altering
the transaction process, adopting the stakeholdsr&tion, and linking the
programme to others that the stakeholder views tiamaurably.

e If a stakeholder group has relatively low co-opeeapotential and relatively high
competitive threat, the firm should adopt a defemsstrategy to prevent
competitive threat from these stakeholders. Spedtakeholder programmes
include reinforcing the stakeholder’s current Hsliabout the firm, maintaining
existing programmes, linking the programmes to rstiieat the stakeholder views
more favourably, and letting the stakeholder dthestransaction process.

e If a stakeholder group has relatively high co-opeeapotential and relatively
high competitive threat, the firm should adopt angwstrategy, which seeks to
influence the rules of the game that determine fitme-stakeholder relations.
Specific stakeholder programmes include modifyiognfal rules through the

government, changing the decision forum, and algetfie transaction process.
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e If a stakeholder group has relatively low co-opeepotential and relatively low
competitive threat, the firm should adopt a holchtsigy to continue current
strategic programme and maintain the current stakeh position. Specific
stakeholder programmes include doing nothing andnitmong existing
programmes, reinforcing current beliefs about then,f and maintaining the

transaction process.

Harrison and St John (1996; 1997) make a distindietween two approaches to
stakeholder management: the traditional approactifeding and the proactive
approach—>bridging. Buffering focuses on activitesreate buffers between the firm
and its stakeholders for minimising their impacts tbhe firm, including regulatory
compliance, advertising, and public relations. Ome tother hand, bridging
concentrates on forming stakeholder relationshipghich involves more
communication between the firm and its stakeholdersrder to pursue common
goals. Hence, bridging tends to use partneringviies based on engaging
stakeholder relationships and reinforcing interdelemcies. The proactive approach
focuses on creating shared values and searchingofomon goals rather than just
adapting to stakeholders’ wants and needs. Studig¢his field have increasingly
emphasised the proactive approach that advocatessth of the term ‘stakeholder
engagement’ instead of stakeholder management gbligit the importance of
partnership between the firm and its multiple stateers (e.g., Andriof & Waddock,

2002; Lozano, 2005; Wu & Eweje, 2007).

The concept of stakeholder engagement has alsoedjagupport among
practitioners. For instance, Svendsen (1998), vivoeates stakeholder collaboration
as opposed to stakeholder management, proposegla tgubuilding collaborative
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stakeholder relationships, including “(1) creatiagfoundation, (2) organisational
alignment, (3) strategy development, (4) trustdiod, (5) evaluation, and (6) repeat”
(p. 67). Another example is Wheeler and Silland®@®7), who encourage developing
inclusive relationships with stakeholders. Theygasg a model containing cycles of
stakeholder inclusion and continuous improvemantheéir view, “cycles of inclusion
refer to processes of diagnosis, dialogue and aidied at securing the effective
participation and active inclusion of stakeholderthe affairs of the company”, while
“cycles of continuous improvement refer to morehtecal processes where diagnosis
tends to be factually based” (including occupatiosafety and health, quality,

environmental preservation and animal welfare) (&lére& Sillanpaé, 1997, p. 180).

The essence of the shift from the traditional apphoto the proactive approach
to stakeholder management is a trend of increasmmprtance towards building
successful stakeholder relationships. EssentiiiBse writers pay more attention to
stakeholder engagement (i.e., partnership buildihgn to traditional stakeholder
management, highlighting and dynamic efficiency—uealcreation and learning
(Nooteboom, 1992)—in order to acquire critical iases, strategic information, and
problem-solving capabilities. The proactive applodo stakeholder management
emphasises that managers should focus their attermtn creating value for the
organisation’s multiple stakeholders, based on asocapitaf and ‘value-based
networks’ (Wheeler et al., 2003). In line with tliense, Post et al. (2002) propose a
comprehensive model, indicating that a firm's relaships with its critical
stakeholders are crucial to generating organisatiavealth. Post et al.’'s model
contains two main parts. One is the corporate tmaecomprises strategy, structure,

and culture. The other is the strategic environnoérihe corporation including three
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different levels of stakeholders: resource-basadustry-structure, and social and
political. As stakeholders play important roleshe process of value creation, Post et
al. argue that corporations need to be redefinealdtiress stakeholder relationships

and responsibilities by taking all relevant stakdbos into account.

In addition to the issue of unclear definition dékseholders, the concept of
stakeholder management has attracted other amitgcisFirst, having multiple
objectives from stakeholders is not feasible fonagers. For instance, Jensen (2002)
argues that stakeholder management does not praviitegle-valued measure of the
manager’s performance. Moreover, the argument akesiolder theory may allow
managers too much discretion, which is not appabgrito allocate shareholder
wealth (Sundaram & Inkpen, 2004). Similarly, Cenoamerrone and Gomez-Mejia
(2009) emphasise the risk of executives having lkirderest in expanding their
power by stakeholder management, due to the csumalbiguity of the relationship
between stakeholder interactions and firm perfocea®econd, ‘stakeholder theory’
is not a theory. For instance, Grandori (2005) esgthe stakeholder view lacks a
theoretical foundation and needs to link to otleroties (such as agency theory and
property rights theory). Besides, as Antonacopowad Méric, (2005a) indicated,
stakeholder theory cannot be falsified and is pstextension of the theories of
control. Third, stakeholder management is meredtatic analysis. Key (1999) argues
that Freeman (1984) does not provide any indicaéibaut managing change even

though ‘managing in turbulent times’ is one of @Gmphases.

In summary, there has been a wide range studietaieholder management or
stakeholder theory. In spite of the criticisms d&ed, many scholars agree that
stakeholder theory has made a positive contributioboth management theory and
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practice. For instance, Laplume et al., 2008), wiave recently undertaken a
literature review on stakeholder theory, reveal gtakeholder theory has increasingly
been accepted by different disciplines concerneith wihethical and irresponsible
behaviour of a few firms. Fassin (2009, p. 116jesta“the stakeholder concept has
the potential to deliver a theory of the organmatwith practical usefulness for
management.” Nevertheless, the relationship betvatakeholders and strategy or

strategic management is still under-researchedbapet al., 2008).

2.4 Linkage between stakeholder management and coefjtive advantage

Although the concept of stakeholder managementra@®d in the field of strategic
management, few studies have directly linked stakigln management to competitive
advantage. Nevertheless, some researchers havanedathe association between
these two subjects. For example, as discussecraltines (1995) has argued that
stakeholder management may create competitive &yarby reducing transaction
costs as a result of successful trust developniodriguez et al. (2002) posit that
modern enterprises can achieve competitive advestdyy acknowledging the
concept of “scarcity of natural resources” (p. 13®d “co-responsibility between
businesses and society for the development of ls@saurces” (p. 140). They go on
to argue that engaging stakeholder relationshipd @nhance two sources of
competitive capabilities—innovation and reputatidtarrison, Bosse and Phillips
(2010) suggest that firms, which share value witiirtstakeholders and involve them
in their strategic decisions, could gain benefitehs as “increased demand and
efficiency, higher levels of innovation, and an remsed capacity to deal with
unexpected events” (p. 67), which would furtherdrmee the source of competitive
advantage. Thus, it can be argued from these stuti@ firms strengthen their
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competitiveness by mobilising resources and dewedppapabilities as a result of
successfully engaging stakeholder relationships.,(&yuso et al., 2006; Svendsen,
Boutilier, Abbott & Wheeler, 2001). Moreover, suchlationships exhibit social
complexity or causal ambiguity in nature, so itliicult for competitors to imitate or
substitute them, which could help sustain competitidvantage (Cennamo et al.,

2009; Harrison et al., 2010; Rodriguez et al., 2002

However, research on the linkage between competitadvantage and
stakeholder management is at an early stage nlttislear how to apply the concept
of stakeholder management to the main researchnssref competitive advantage
such as the activity-position view or the resouresed view. While the stakeholder
perspective is concerned with both internal ancereal attributes of the firm, a
stakeholder approach examining competitive advantagtill missing. As discussed
earlier, corresponding to the three aspects of tomcept of competitive
advantage—source, durability, and appropriationmmoon issues of competitive
advantage include value creation, value presemat@md value capture. Besides,
these issues are interconnected, rather than sep&aystematic approach should
involve all the common issues. This review has shtvat there is still a knowledge
gap between stakeholder management and competdiventage. In order to fill this
gap, based on the common issues related to compeditlvantage, three research

guestions are framed as below.

Value creation. Value creation is not only the key issue of cotitipe
advantage but also the main theme discussed stakeholder management literature.
For example, Freeman and Liedtka (1997) suggeswaperspective of the firm as
creating value for stakeholders, termed stakehaldpitalism, emphasising that value
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creation, instead of value capture, must be theripriof the organisation. Freeman
and McVea (2001) suggest that creating value foittipkel stakeholders provides
opportunities that inspire change and innovatiocV& and Freeman (2005) argue
that a stakeholder approach offers a “unique andlented contribution to
decision-making processes, particularly in innoxatand entrepreneurial fields” (p.
59). Moreover, the relationships between the fimd ds stakeholders can be viewed
as value-based networks, moving towards creatihgevar all stakeholders involved
(Wheeler et al., 2003). In brief, stakeholder mamagnt is quite compatible with
competitive advantage in relation to value creatibtowever, the relationship
between stakeholder management and the sourcemgfetitive advantage still merit
further exploration. The first research questiofrasned as follows:

e How does stakeholder management influence the sowfc competitive

advantage?

Value preservation Value preservation is the key to durability oststinability
of competitive advantage. Regarding durability ofmpetitive advantage, scholars
tend to argue that social complexity, or causaligoity embedded in engagement of
stakeholder relationships, makes it difficult foongpetitors to imitate a firm
(Cennamo et al., 2009; Rodriguez et al., 2002). éi@w if a stakeholder approach is
compatible to one of the three perspectives of aditipe advantage—the
resource-based, the activity-position, and thetielal views, it should offer some
elaboration on how stakeholder management can helprm to sustain the
competitive advantage generated, based on thefispperspective applied or, for
instance, how stakeholder management may helpis@stadvantage generated from

enhanced mobilisation of resources, increased Bsiwgc costs, or improved
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proprietary learning, etc. Thus, there is a neeelxetmine how to sustain competitive
advantage by stakeholder management. Hence, thendseesearch question is
framed:

e How may stakeholder management help a firm sugggompetitive advantage?

Value capture. Value capture has frequently been addressedeirstdtkeholder
management literature. For example, Clarkson (198%)ts out that it is crucial for
managers to distribute the economic value generbyethe firm among primary
stakeholders appropriately. Similarly, Asher et @005) emphasise both value
creation and value capture are important and masageed to take all relevant
stakeholders into consideration in their stratetgcisions. Value capture is a main
theme of stakeholder management, which is concewitd dealing with multiple
stakeholder interests. In particular, the stakedrolgerspective is a shift from
organisational value to a broader society valugékeet al., 2007). Appropriation of
competitive advantage is a typical type of valuptaee that involves dealing with the
bargaining power of different stakeholders. It igltenging for managers to balance
different stakeholder demands. As indicated by &eng002), the stakeholder
management literature dose not seem to give cl@dagce for determining how to
prioritise stakeholder interests or even how t@nede the interests. Coff (2003) also
indicates that the appropriation of competitive auage is a relatively
under-researched area. Thus, it requires expldhagmanagers’ role in developing
and sustaining competitive advantage while they fwe issue of value capture
among stakeholders. Hence, the third researchigoastframed:

e How do managers perform their roles in developind maintaining competitive

advantage by balancing different stakeholder desfand
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2.5 Conclusion

This chapter reviewed two research topics: competiadvantage and stakeholder
management. Firstly, the extant literature rega@rdcompetitive advantage was
reviewed. The concept of competitive advantage istm®f source, durability, and
appropriation. Three major streams of studiesuticlg the activity-position view, the
resource-based view, and the relational view, werapared and discussed. Common
issues related to competitive advantage were ifdhti value creation, value
preservation, and value capture. Secondly, theatitee on stakeholder management
was reviewed. The concept of stakeholders wasdaoted. The major streams of
studies on stakeholder theory were discussed,dmgjuthe theories of the firm and
different perspectives of stakeholder theory—desee, instrumental, normative,
and metaphorical. Subsequently, stakeholder manegfeand the strategy of the firm
were discussed. Lastly, the linkage between stddehamanagement and competitive
advantage were discussed. This was followed byseudsion of how three research

guestions were framed according to the literateveemw.
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3.1 Introduction

This chapter presents the theoretical frameworkthadesearch methodology for this
thesis. As stated, the objective of this study as explore how stakeholder
management has an influence on competitive advantiigaims to get a better
understanding of the relationships between stakieiholmanagement and the
important issues of competitive advantage, inclgdimalue creation, value
preservation and value capture. Thus, this studynégxes complex phenomena and
explores the associations between stakeholder reareag and different aspects of
competitive advantage. The general research appr@hosen to achieve this

objective is a qualitative, multiple-case study.

This chapter is organised as follows. First, theotktical framework used is
presented. Second, the choice of general resegmioach is discussed. Third, the
criteria for case selection and the data collegbitedures are described. Fourth, the
method for case data analysis is summarised. Riféhreliability and validity of this
study are discussed. Sixth, ethical consideratwasutlined, and finally, a summary

overview of each case company is presented.

3.2 Theoretical framework

This section presents the theoretical framework ihased to guide data collection,
analysis, and interpretation of this study. Accogdito Kilbourn (2006), the
theoretical perspective in a research study refldbie researcher’s theoretical

orientation, which is crucial to interpreting thata in a qualitative study, irrespective
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of whether it is explicitly or implicitly statednlother words, theoretical perspectives
play a role as the filter for limiting, choosingliating, and interpreting the data for
this study. Therefore, an analytical theoreticanfework has been developed, as

shown in Figure 3.1. It will also be further expled later, as shown in Table 3.1.

Level of analysis

i A A A AIE—
Component of the

competitive context Firm level Inter-firm Industy Society
- level level level

Local communities and citizens

Industry-structure/market

Y ¥

L Competitive advantage -

Sowrce Durability Appropriation

Value Value

: , Value captwre
creation preservation

Figure 3.1: An analytical theoretical framework

Note: RBV: the resource-based view; RV: the relatioal view; APV: the activity-position
view; SHV: the stakeholder view

Figure 3.1 exhibits two dimensions. One dimensisrthe level of analysis
indicated by four columns; the other is the comporef the competitive context.
The three main perspectives of competitive advaatafe resource-based view, the
relational view, and the activity-position view—agkosen to provide the foundation
of the theoretical framework. A number of researslague that these perspectives of
competitive advantage are the most influentialh@ strategic management literature
(e.g., Dyer & Singh, 1998; Lavie, 2006; Post et 2002; Mesquita, Anand & Brush,
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2008; Rodriguez et al., 2002). The stakeholder vievorporates and complements
the three perspectives of competitive advantageairnholistic approach that
encompasses all internal and external attributesa dfirm. Each perspective of
competitive advantage has its focus on the levanalysis. The resource-based view
focuses on firm level analysis and addresses fpetific resources. The relational
view centres on inter-firm level analysis and engiées relational assets generated
from inter-firm collaborations such as strategiltaaces. The activity-position view
concentrates on industry or market level analysts iackles activities and strategic
position in the industry structur€he stakeholder view is concerned with all relevant
stakeholders and provides a multiple-level analysuding the society level which

is not covered by the three perspectives.

The initial theoretical research framework was digved by focusing on the
stakeholder view (addressing a firm's critical sfaélders only). However, the
stakeholder view was required to integrate othewoties because its theoretical
foundation was inadequate (Grandori, 2005). Althguge stakeholder view could be
argued as an extension of the relational view (Bbat., 2002), it did not address the
role of stakeholders as resource providers or ysttato contribute to the generation
of firm-specific assets, if the resource-based vieas not included. Furthermore,
activities and resources are two sides of the samire for explaining the source of
competitive advantage (Sheehan & Foss, 2007). K necessary to include the
activity-position view to emphasise activities aivers and address the important

stakeholders in the competitive context (Porter &@nder, 2002; 2006).

However, from the above assertions, the generahtaiion of the theoretical
framework has remained the same since it wasdasgeloped. The data collected in
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this study supported the stakeholder view and titegration of the three main
perspectives of competitive advantage—the resooased, the relational, and the
activity-position views. Nevertheless, the framekvaras modified and improved in
order to convey a clearer and informed schemaisfstudy. For instance, in Figure
3.1, the initial ‘Dimension of the stakeholder aaxit was replaced by ‘Component of
the competitive context’. The box of ‘Competitivelvantage’ was expanded by

incorporating value creation, value preservatiowl @alue capture.

By using the analytical theoretical framework, tthesis seeks to contribute to
the literature on competitive advantage and stakehananagement in three ways.
First, this study explores the applicability of thheee perspectives of competitive
advantage in Chapter 4, the empirical work shovet ttompetitive advantage is
contributed by various factors and it requires arptions from multiple perspectives
of competitive advantage, confirming the need fdraéistic approach. Second, the
analytical theoretical framework reflects both mt and external environments of
the firm by integrating three main perspectivexampetitive advantage. The three
perspectives include many critical stakeholdershsas employees and shareholders
at the firm level, strategic partners at the irfiten level, and customers and suppliers
at the industry level. Integrating the three pectipes with the stakeholder view
allows the research to examine the linkage betwemmnpetitive advantage and
stakeholder management in a systematic approacird, Thased on the case
companies, it shows that the stakeholder view i @b encompass the three
perspectives and explain how they complement edlér.oln the following core

chapters (Chapters 5, 6 and 7), the analyticalrétieal framework helps to examine
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the three important aspects of competitive advategpurce, durability and

appropriation—in terms of value creation, valuesprgation, and value capture.

The theoretical framework is used as a lens fosaegibent analysis to address
the three research questions in this study. Theethirews on competitive advantage

are outlined and their relevance to the stakehaolidev is discussed as follows.

The resource-based view

The resource-based view argues that a firm’'s camgetadvantage comes from
firm-specific resources that are valuable, rare,pdrfectly imitable, and
non-substitutable (Barney, 1991; Barney, 2001bgi@ét 1993; Peteraf & Barney,
2003). Critical resources, which are scarce in neatare indispensable to generate
differentially greater value, leading to better fpanance. Whether a resource is
critical is determined by its superior efficiendyat can provide the customers with
higher value with a given cost or can provide thveith the same level of value with a
lower cost. The resource-based view is in line Withliamson’s (1991) description
of ‘economising’ which is mainly concerned with ieféncy and internally-oriented
activities. Generally, the resource-based view g$esu on the resources and
capabilities controlled by a firm (Barney, 2001letétaf & Barney, 2003). Research
tends to centre on intangible resources such abddies (e.g., Amit & Schoemaker,
1993; Dierickx & Cool, 1989; Makadok, 2001; Siq@e# Cosh, 2008), knowledge
(e.g., Nonaka, Toyama & Nagata, 2000; Nguyen, N&ckiguyen, 2009; Poppo &
Zenger, 1998), or reputations (e.g., Fombrun & Ré&l, 1997; Rindova & Fombrun,
1999; Dolphin, 2004a). In brief, it could be argudédt the resource-based view
explains performance differentials across firms ifactor-based, efficiency-oriented,
and firm-level approach (Peteraf & Barney, 2003).
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Therdational view

The relational view addresses the importance oftexjic relational resources
generated from collaboration between firms, whiah be the source of competitive
advantage (Lavie, 2006; Dyer, Kale & Singh, 200yeD& Singh, 1998; Gulati,

Nohria & Zaheer, 2000). Dyer and Singh (1998) ssgdeur potential sources of
inter-organisational competitive advantage: relaSpecific assets, knowledge-
sharing routines, complementary resources, andtaféegovernance. In the literature,
the relational view tends to be regarded as amsiie of the resource-based view
(e.g., Lavie, 2006; Douglas & Ryman, 2003; Farjo2®02), for example, knowledge
or capabilities generated by inter-firm relatiok®gut, 2000; Rosenkopf & Nerkar,

2001). However, there are two issues that neecttadaressed. First, the relational
view focuses on shared resources instead of naedhasources (Dyer & Singh,
1998; Lavie, 2006). Thus, the relational view itsebuld only complement the

resource-based view, rather than replace it. Othsources or capabilities that are
built within the firm still play important roles irthe generation of competitive
advantage. Second, the relational view only referster-firm relationships; it does

not involve social partnerships between business raot-for-profit or civil society

organisations, which could also create strategwamathges for firms (Eweje, 2007,
Eweje & Palakshappa, 2009). In summary, the refatiview describes competitive

advantage in a resource-based, relation-orientetirder-firm-level approach.

The activity-position view

In contrast to the resourced-based view, the agipasition view is characterised by
its focus on external environment (Jorgensen, 2d@8pite its internal ingredients—

the firm’s value chain/system (Porter, 1985; 1981d activity systems (Porter, 1996).
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Porter (1980; 1985) suggests that competitive adgencomes from the strategy that
effectively places the firm in a favourable positiwithin an industry structure. In
particular, Porter’s (1980) five-force model suggethat firms need to assess the
relative power and influences of their stakeholdaersluding customers, suppliers,
competitors, new entrants, and substitute produckrsaddition, Porter (1996)
emphasises the importance of a set of well-orgdnsseategic activities, rather than
an individual activity or the resources per se. Ble@vity-position view is closely
aligned with Williamson’s (1991) notion of ‘straisompg’ which is concerned with
industry structure, market power, and competititrategy. Porter (1990) introduces
four key components in the external environmentbraad concept of industry
structure, as a dynamic system: input factor camtt demand conditions, related
and supporting industries, and firm rivalry basadstrategy and structure. Porter and
colleague apply a similar concept, while using eddéht terms in his subsequent
research such as local environment (Porter, 198d) @ompetitive context (e.g.,
Porter & Kramer, 2006). To sum up, the activityifioa view portrays competitive

advantage in an activity-based, market-oriented,iadustry-level approach.

Towards a stakeholder approach

Based on the discussion above, the resource-babed,relational, and the
activity-position views focus on distinctive levetd analysis. Peteraf and Barney
(2003) indicated that multiple levels of analysisntibute significantly to an
understanding of competitive advantage. Howevetegmation is not simply
combining these perspectives together. To recomndiierent perspectives needs
systematic analysis because there are not onherdiff assumptions but also

contrasting core logics involved (Lengnick-Hall &\, 1999).
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Post et al. (2002) suggest the stakeholder viesvaemprehensive approach to
examine how the firm creates its wealth. The staldsr view is compatible with the
three perspectives of competitive advantage. Fsttkeholders are the major
providers of resources to firms; for example, erjpés supply labour and
shareholders supply capital (Harrison & St. Jol®97). Besides, stakeholders are
catalysts facilitating the generation of valuedorgses such as reputations or trusts
for the firm. These resources are often co-crebtedhe firm and its stakeholders
(Gregory, 2007; Heugens, van den Bosch & van Ri@02). Thus, the stakeholder
view is consistent with the resource-based view,tarms of obtaining valued
resources. Second, the stakeholder view could parded as an extension of the
relational view, including the relationships betweéhe focal firm and other
stakeholders, rather than being limited to intemfbusiness partnerships (Andriof &
Waddock, 2002; Post et al.,, 2002). Third, Freenk884) argues that stakeholder
management is compatible with Porter’s five-forcedel, but focuses more on
stakeholder wants and needs; he proposes a maificancorporating a sixth
force—relative power of other stakeholders, whidiamces the focus from industry
structure towards stakeholder structure. Moreaover,stakeholder perspective views
firms as ‘value-based networks’ that work togethwith their stakeholders to create
value (Wheeler et al., 2003). Hence, the stakehal@ev is quite compatible with the

activity-position view, in terms of engaging acties for enhancing firm value.

Comparing various per spectives

Although the three perspectives of competitive ativge exhibit different foci, they
are not totally contradictory. In terms of distinet levels of analysis, they contribute

to the common issues of value creation, presenvatiml capture (see Table 3.1).
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Value creation. The source of competitive advantage is concemi¢ld value
creation. The resource-based view asserts thardbeurce heterogeneity creates
differential value among firms (Peteraf & Barne903). As shown in Table 3.1, in
the row labelled ‘Value creatignfirm-specific resources include physical assets,
human resources, technology and knowledge, finhoajaital, and intangible assets
(e.g., trademarks, patents, copyright, and goojivHificiency of critical resources
that can create more value than rivals can is dloé of competitive advantage. The
relational view extends the concept of criticalngges to relational resources. Shared
resources, such as relation-specific assets, kdgelesharing routines, and
complementary resources, generated by close bupgtisr relationships or strategic
alliances play the lead characters, which domimatee creation (Lavie, 2006; Dyer
& Singh, 1998). According to the activity-positionew, strategic choices, firm
activities and related drivers determine the redaticompetitiveness. Strategic
positioning in the context of the industry struetuin this view, is much more
important than efficiency in the process of valoeation (Porter, 1980; 1985; 1996).
In particular, Porter (1991) argues that resouraed capabilities contribute to
competitive advantage only if they support favolegimsitions of the firm, which are

often guided by managerial choices.

Interestingly, Lado, Boyd, and Hanlon (1997) suggestaxonomy of firm
resources: (1) market, (2) internalised, (3) retm, and (4) symbolic and
idiosyncratic resources. Market resources refendse that can be acquired from the
market, such as materials, parts, and componertésnhlised resources refer to those
that are directly controlled by the firm, such adenmts, formulas, technology, and

production or innovation capabilities. Relationakwources refer to those that are
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generated by inter-firm relationships, as propolgdhe relational view. Symbolic
and idiosyncratic resources refer to those thatirsengible and socially complex,
which facilitate a firm to accumulate, improve, amdjanise the tangible resources,
such as trust, reputation, and reciprocal excha@ymbolic and idiosyncratic
resources are closely related to the argumentsobye sscholars that stakeholder
engagement could help generate competitive capabilihrough trust, innovation,
and reputation (e.g., Ayuso et al., 2006; Jone85;19rlitzky et al., 2003; Rodriguez
et al., 2002). From the stakeholder view, this teptay could be a good foundation
for integrating different perspectives of compeétadvantage. The empirical findings
discussed in Chapter 4 justify that the sourcesavhpetitive advantage could be
manifold. A firm can be regarded as a value-bast#dark (Wheeler et al., 2003) and
the empirical results of this study, discussed hei@er 5, suggest that a firm can
enhance its capacity to generate value by forrmga# set of good and reliable
relationships with its multiple stakeholders, thghuvalued resources as well as

activity drivers

Value preservation The durability of competitive advantage is coneer with
value preservation. As shown in Table 3.1, in the labelled ‘Value preservatigrto
prevent imitation from rivals, the resource-basettww addresses isolating
mechanisms related to firm-specific resources, sashresource scarcity, causal
ambiguity, time compression diseconomies, and ageek interconnectedness. The
relational view, in addition to causal ambiguitydaiime compression diseconomies,
accentuates isolating mechanisms related to rakdtioresources, including
inter-organisational asset interconnectedness, ngrartscarcity, and resource

indivisibility (Dyer & Singh, 1998). Alternativelymeans to preserve competitive
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advantage suggested by the activity-position vieeu$ on drivers of activities, such
as scale, sharing across activities, and optimgtegeof integration, which configures

firm resources to meet the strategy (Porter, 1989]1; Sheehan & Foss, 2007).

From the stakeholder view, isolating mechanismseggad by stakeholder
management includes time compression disecononu@ssal ambiguity, social
complexity, and transaction costs. They are disgmiss Chapter 6. Following the
multiple-source logic, the stakeholder view alstegmates different perspectives,

according to their respective levels.

Value capture. The appropriation of competitive advantage isceoned with
value capture. As shown in Table 3.1, in the roweled ‘Value capture’, the
resource-based view addresses the issue of apgopribetween the firm and its
resource suppliers based on relative bargainingepa@off (1999) posits that relative
bargaining power is determined by the stakehold&biity to form coalitions, their
unique information, or switching costs. The tranisac cost economists argue that
bargaining power relies on asset specificity, infation asymmetries, and monitoring
costs (e.g., Williamson, 1985). The above prin@pdé transaction costs can also be
applied to the situations proposed by the relatigigay, relative bargaining power of
allied firms or strategic alliances. The activitgsition view focuses on appropriation
between the firm and its customers or suppliergdas relative bargaining power
inherited in the market/industry structure (Port#880), and the ability of the
managers to identify the opportunities for compegisuccess in the context (Porter,
1991). The traditional perspectives of competitilvantage have ignored the role of
society value in strategic decisions. The stakedroldew proposes to involve all
relevant stakeholders while dealing with approprabf interests. However, tackling
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multiple stakeholders could be challenging and daaged. Managers need to
consider value creation and value capture togeff®eLepak et al. (2007, p. 187) put
it, “the issue of different stakeholders and conmaeinterests makes the issue of

value creation very complex and also points tar@ortance of capturing value.”

From the discussion above, each perspective of ebtive advantage makes a
unique contribution to the stakeholder view, bagedts distinctive level of analysis.
In essence, the linkage between stakeholder mareageand competitive advantage
is value—in terms of value creation, value presiowaand value capture. Through a
generic level of analysis that involves all critistakeholders, the stakeholder view is
a holistic and coherent approach to embrace theetperspectives of competitive
advantage and go beyond merely combining them ttire®Nevertheless, the
stakeholder view of competitive advantage is nhoamheo replace any of them. It is
complementary to these perspectives, by providiriffarent dimension for better

understanding the strategic decisions of firms.

3.3 Approach of the research

The objective of this study is to explore how stakder management influences
firms’ competitive advantage. The subject of tl@saarch involves a relatively under-
researched area and needs an exploratory studytharsd makes the qualitative
approach appropriate for this type of inquiry. Mwrer, case studies provide
researchers with opportunities to examine compdéationships between the firm and
its social networks. Therefore, as suggested byedMi& Huberman (1994) and
Eisenhardt (1989), the general research approaactenhto achieve the objective of

this study is a qualitative, multiple-case study.
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Denzin and Lincoln (2005) described qualitativeesgsh as being surrounded by
“a complex, interconnected family of terms, consegtd assumptions” and related to
“methods connected to cultural and interpretivedigsi’ (2005, p. 2). Gummesson
(2006) argues that qualitative research is a sopeagproach, allowing researchers to
examine issues including complex, context and persblorgan and Smircich (1980)
suggest that the research approach should beestlectthe basis of the nature of the
social phenomenon to be explored. This study exesnithe linkage between
competitive advantage and stakeholder managemdnthwnvolves the complex
firm-stakeholder relationships, their multitudeioferactions, and the uncertainty of
the context. According to Gummesson (2006), quaintg methods are not
appropriate for these aspects and a qualitativeoaph is better. Hence, this study

follows the features of qualitative research design

As stated in Chapter 1 and Chapter 2, in orderdpture the complex and
dynamic aspects of stakeholder interactions andpetitive advantage, the research
guestions of this study were framed to start wilow.” This type of research
guestions refers to more uncontrollable situationsvhich the researcher may be
involved. According to Yin (2009), the case stugypwach allows a researcher to
examine a social phenomenon and its context andda® more holistic explanations.
Moreover, there are some advantages in using astagg method. Orum, Feagin and

Sjoberg. (1991, pp. 6-7) state:

1. It permits the grounding of observations andcepts about social action

and social structures in natural settings studiesecat hand.
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2. It provides information from a number of souree®r a period of time,
thus permitting a more holistic study of complexiab networks, social
action and social meaning.

3. It allows for time and context specific investign.

4. It encourages and facilitates theoretical intiova

In a similar vein, Eisenhardt (1989) argues thaecstudy is a research approach
that concentrates on examining a dynamic sociahg@menon within individual
organisational settings and it is appropriate te oase study research for theory
building. Furthermore, multiple-case studies arelaust approach to creating theory
because they allow replication and extension actasss (Eisenhardt, 1989; 1991).
For the purpose of contributing insights into atiekly unexplored area, case study
method can be a useful exploratory approach fowuidog data, where suitably
planned and designed (Bryman, 1989). Answeringhbe’ research questions lead
this study on to choose a qualitative researchgdesind take an exploratory research
approach. The comprehensive and exploratory featoire¢his study direct it to the
case study method. This study examines a topichwikicelatively under- researched.
Explaining how stakeholder management affects ctithgeadvantage can be better
achieved by a profound exploration of the backgdyysrocesses and outcomes of
multiple cases. Given the nature of this study,ube of a qualitative, multiple-case

design is deemed an appropriate approach for dolgitive research purpose.

Generally, researchers use a deductive approadunantitative studies and an
inductive approach in qualitative research (Stras3orbin, 2008). However, some
scholars suggest a combination of deductive anductinde methods, termed
“abduction” or “systematic combining” (Dubois & Ga&el 2002, p. 555). Charles S.
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Peirce (1839-1914) was the first philosopher wheooduced abduction as a logic
form. He portrays the development of knowledgenalagy to the Darwinian model
of evolution (Skagestad, 1979). Peirce (1931-1988ktrates three modes of
reasoning—deduction, induction, and abduction argliess: deduction is the only
reasoning of the three that is entirely certaiduiction generates a rule only proved in
the long run; and abduction indicates that somgthimght be the case. Peirce
proposes abduction as a third way between deduatdninduction, which is referred
to the generation of new ideas (Buchler, 1955).oMding to Hanson (1958, 1960),
both the inductive and the deductive models of irygdo not describe the processes
that lead to discovery. He applied Peirce’s not@nabduction to explain how
scientific discoveries occur. Alternatively, Harm@®65) addresses ‘the inference to
the best explanation’ and the issues are usuatipexted with realism. Lipton (1991)

further develops it by distinguishing between akctuml potential explanations.

The abductive logic is particularly suited to resbawhere some guidance is
necessary to manage the development of novel kdgeleluring the study. For
example, Pettigrew (1997) highlights an importamaracteristic of processual
analyses—the ongoing iterating cycle of deductiod anduction. Langley (1999)
argues that “theory building involves three proesss(1) induction (data-driven
generalisation), (2) deduction (theory-driven hymsis testing), and (3) inspiration
(driven by creativity and insight)” (p. 708). Thistudy examines a relatively
unexplored topic—the impacts of stakeholder inttvas on competitive advantage,
within the bounds of a set of well-established acaid areas (stakeholder
management and competitive advantage). In line wihgley (1999), this study

pursues both inductive and deductive approacheatiitely in the process of theory
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development, working together with inspiration. idt quite compatible with the
abductive logic. As Miles and Huberman (1994) gut‘any researcher, no matter
how unstructured or inductive, comes to fieldwoikwsome orienting ideas” (p. 17).
Following the abductive reasoning, an analyticabtietical framework was proposed
in the previous section. This framework revealezlithportant issues that need to be
resolved, specified what data should be collegbealvided the initial coding scheme

for data analysis, and suggested disciplines terpnetation of data.

3.4 Case selection and recruitment

In this study, case selection was purposive, nudam. Harrison and Freeman (1999)
indicate that case studies with a purpose are tikaslty to contribute to new
knowledge. In a discussion of case studies forrthbuailding, Eisenhardt also argues
that “random selection is neither necessary, nefepable” (1989, p. 537). In this
regard, the major concern of the researcher istmageneralise the result of the
research but to make the most of the opportuniigéatify the emergent patterns or
theory. The aim is to pursue analytic generalisatimther than statistical
generalisation (Yin, 2009). Hence, the cases salesihould be able to cover various
aspects of the research that is being conductecbrding to Eisenhardt (1989), four
to ten cases are sufficient for theory buildingttiBeew (1997) also suggests a small
number of cases (normally six to ten) are apprépifar a processual analysis. In this
study, the case number was ten based on the rewntdo collect information from a

diverse range of organisations.

The case companies were selected from firms in daiwaiwan is a small and

open economy that has experienced significant igesé&nd negative impacts from
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globalisation and technological advancement in plast few decades (Dahiman,
2008). Many firms in Taiwan had to develop and rreamtheir competitiveness under
a complex and dynamic environment for their survildoreover, the researcher is a
Taiwanese, who has lived in Taiwan for over forgags with eighteen years of
working experience in senior management positidasvan was selected since the
researcher could more easily collect data, fromeesqgnal perspective. Taiwanese
firms were suitable for this study as they couldraplify typical firm behaviours in a

competitive environment. The environment of thesas—further information on the

Taiwanese context—is provided as follows.
Background of Taiwan

Taiwan is an island situated in East Asia betwdenS3outh China Sea and the East
China Sea off the southeastern coast of Chinaadtdeen under the government of
the Republic of China since 1945. The Republic bin@’s political status, as a state,
has been controversial in the international comiyusince 1971, when its United
Nations seat was replaced by the People’s Repoblhina (PRC). Nevertheless,
Taiwan's rapid economic growth in the past few desahas advanced it from a
developing economy into a Newly Industrialised Emroy and one of the Four Asian
Tigers—Hong Kong, South Korea, Singapore, and Tai{Rage, 1994). In 2007,
Taiwan was ranked as the world’s 24th-largest esgnamong the 181 economies

listed by the IMP

The success of Taiwan’s economic growth can bebatéd to its economic
policy, including encouragement of exports and ifpredirect investment (Dollar,
1992; Edwards, 1993). This explains why most ofdage companies were export- or
international-market-oriented. Although, the rolé government has created hot
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debate regarding Taiwan’'s growth because of themwrent’s support, intervention
and protection by scholars (Aberbach, Dollar & So#p 1994; Schrank & Kurtz,
2005), the Taiwanese government’s intervention gonemic activities has been
dramatically reduced since the 1980s owing to midveral policies, such as
deregulation, trade liberalisation and relaxedifpre&xchange control. In other words,
the role of government invention in its economidiges, such as promotion of
exports, was not so important as before (Hsueh,&Berkins, 2001). Moreover, the
government has since needed to integrate enviraaneonsiderations into industrial

policy because of increasing demands from stakeneldHo, 2008; Rock, 2002).

In maintaining its economic growth, since the 198@sTaiwanese economy has
increasingly abandoned its labour-intensive indestriwhich were unable to compete
with other developing countries such as China, ndet, Thailand, etc. Taiwanese
companies began moving to southern China in ordleéake advantage of cheaper
labour costs and tax incentives offered by the €engovernment (Hsing, 1999;
Young & Lan, 1997). Despite the political tensidhe economic relations between
Taiwan and China have improved rapidly since thgirbeng of China’s open door
policy in 1978. In 2004, China became Taiwan’'s séelargest trading partner,
accounting for 15.13% of its total trade. Since 20China has become the largest
trading partner of Taiwan. In 2008, the trade betw&aiwan and China accounted
for 19.41% of Taiwan’s external trade, which, tdget with Hong Kong, totalled
26.7%, of Taiwan’s external tradeThis explains why there were many activities,
such as exporting goods and services, investmeplamts and operations sites, and
establishing strategic partnerships for marketiagearch, R&D and new product

development, which had been engaged in by caseamggin this study.
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A final point that needs to be mentioned is aboaté unions in Taiwan.
Taiwanese workers were not allowed to form tradensuntil the lifting of Marshal
Law in 1986. Due to the legacy of government ing@tion, institutional constraints
and the problem of limited organisational strengihjons’ bargaining power has
always been insignificant in Taiwan, compared toeotdeveloped countries (Huang,
2002; Pan, 2001). The implication is that most Baiese firms do not treat trade

unions as powerful stakeholders, and this wasateftein each case company.

Selection of purposive cases

Miles and Huberman (1994) suggest four parametsr&amparable choices for
multiple-case studies: setting, actors, events, anocesses. To facilitate the
comparability of cases, this study uses the samanpers. The settings include the
focal firms and their different stakeholders. Tiotoes are the firms, through their
senior management, such as the CEOs or senior mx@nakhe events refer to the
main foci of interest, which contribute to the uredanding of the relations between
stakeholder management and competitive advantagk,as investments in R&D and
equipment, technology transfer, new product devakm, environmental protection,
and participation in various social or philanthmctivities. The processes are
signified by those advancements facilitated by eftakder management, including
resource commitment, capability development andatimiship building, which

generate and sustain competitive advantage.

To keep the four parameters constant in selectasg companies, it is possible
to achieve analytic generality by selecting a diitgrof case companies, in terms of

different ages, industries, and sizes of orgarugati Different ages partially reflect
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different stages of the life-cycles of firms. Var@industries can mirror numerous
dimensions, such as industrial versus consumer sgaadividual versus corporate
consumers, general versus niche markets, traditivaessus high-tech products.
Different sizes of firms were sought in terms dfatent capital value and the number

of employees.

The general criteriafor case selection

In order to collect sufficient data, this study sh@ mix of information-rich cases that
could demonstrate the diversity mentioned aboveoAtingly, the general criteria for

case selection in this study were set as follows:

The firm has been established for more than tersyea

e The firm is able to display its leadership positiomelation to its competitive
advantage, such as financial performance or mataete.

e The firm has demonstrated its orientation in stakddr management.

e The number of firms selected from the same industliynited to two.

Procedure of case recruitment

Having determined the criteria for inclusion of easompanies, there were several
steps necessary to recruit the potential parti¢godor this study. Firstly, the main
targets were listed companies or public offeringné in Taiwan, as their background
information could be collected from sources, sushcarporate websites and the
database of listed companies in Taiwan, which ecessible by the public. Secondly,
the researcher made a phone call or sent an etan@gich potential company in order
to get the names, telephone numbers or e-mail sslelseof the CEOs or the senior
managers, who had been involved in strategic dewsand stakeholder management
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of their companies. Thirdly, the researcher sentad- invitations to all potential
participants, introducing this research project andting them to participate in it.
Once the CEO or the senior manager of the poteatialpany had agreed to be a

participant, an appointment was made for the intgrv

Profiles of case companies

In this study, the capital of case firms rangednfrdS$ 1.54 million to 2.61 billion;
the numbers of employees ranged from 30 to 42,000.founded year of case firms

ranged from 1960 to 1996, reflecting both tradiéilband high-tech industries, as well

as different paths of growth. Details of the cas@mpanies are show as Table 3.2.

Table 3.2: Profiles of case companies

Company| Founded Industry Number of | Capital Size
Name Year Employees (US$,000)

Enterprise resource planning

Alpha 1982 |(ERP) software 950 40,960

Beta 1995 |Industrial computers 470 32,470

Gamma 1988 |Textbook publishing 1,000 26,248

Delta 1960 |Adhesive tape 580 89,049
Thin film transistor liquid crystal

Epsilon 1996 |display (TFT-LCD) panels 42,000 2,401,762
Cathode ray tube (CRT);

Zeta 1971 |(TFT-LCD) panels 24,000 2,610,741

Eta 1961 |[Textiles (Apparel) 570 42,561

Theta 1980 |Property development 60 32,048

lota 1983 |Contracted dyeing & finishing 370 57,973

Kappa 1993 |Computer security system 30 1,539

Note: Data of October, 2007; Conversion rate: US$ 32.5 NT$
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3.5 Data collection

3.5.1 Semi-structured interviews

Interviews, ranging from open-ended to completdlyicdured, are very common
strategies for collecting data in qualitative resbaBryman, 1989; Creswell, 2007).
Kvale defines the qualitative research interviewasinterview whose purpose is to
obtain description of the life world of the inteewee with respect to interpreting the
meaning of the described phenomena” (1996, p. B& Jemi-structured interview
approach combines both completely structured amsh-@mded questions, which can
focus on main themes within the research but allew themes to emerge (Pettigrew,
1990). In other words, this approach was guided pye-planned interview schedule,
but acknowledges that departure could occur if reatde themes developed from
interviewees’ responses (Bryman, 1989). This isstent with the logic of this
study—including both deduction and induction. Hertbe semi-structured interview
approach was used to collect primary data for shigly. The detailed interview

schedule is in Appendix 1.

Interviews were conducted in Taiwan during Septenarel October in 2007.
The interviewees were the CEOs and/or senior masajehe selected case firms. In
other words, the choice of informants—the actors-thtd study was determined by
the research questions, rather than by represesnass (Miles & Huberman, 1994).
Interviews were carried out at the premises of dhge companies. Each interview
lasted for one to one and a half hours. All intewws were tape recorded with the

interviewee’s consent.
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3.5.2 Documentary data

Documentary data were used in this study as secpndasearch material.
Documentary data mainly refer to the company’sonistand important events for
each case company. They can be collected throdifghnetit forms and sources. In this
study, documentary data of each case company iedladmpany strategy and policy
documents, company announcements, press releases| aeports (or financial data),
and information from company websites. Other seaondata, such as research or
journal articles, industry yearbooks or other boaksld also be included if necessary.
Bryman (1989) argues that documents can offer thyeeefits for qualitative
researchers, which other sources cannot give; fogirovide an additional channel to
acquire information; second, to verify the validdfinformation from other sources;
third, to introduce a distinct level of analysiowtver, there may be some limitations
of secondary data. Information contained in repfantshe public may not fully reflect
the true situation of a firm, for example, the noss and objectives set out in the
annual reports. Hence, it is uncommon for a researto use documents only as the

main source of research data.

Documentary data in this study were employed t@ halidate the interview
data. They can also serve as the basis for estadgia summary of each case, such as
“the case as analytical chronology” (Pettigrew, @,99. 280), for data analysis.
According to Bryman (1989), a study belongs to tla¢egory of interview-based
studies, if it mainly uses unstructured or semidtired interviews and documents as
sources of data and puts little emphasis on ppatiti observation. Thus, this study

could be labelled as an interview-based study.

99



Chapter 3: Theoretical framework and methodology

3.6 Data analysis

Analysis of qualitative data refers to searchingrfeeaning through interpreting the
views and behaviours of the participants. Howeiteis challenging to record the
process thoroughly. As Bryman put it, “unlike thealysis of quantitative data, there
are few generally agreed rules of thumb for thdyasieof qualitative material” (1989,
p. 166). In general, Miles and Huberman (1994) sagthree types of activity in data
analysis: (1) data reduction, (2) data display, &B)Y conclusion drawing and
verification. Miles and Huberman portray qualitatidata analysis as an iterative
process, consisting of the action of data collectamd the above-mentioned three
forms of activities in data analysis. Creswell prds the process of data analysis for

the case study, including several phases as b&od7( pp. 156-157):

e Data managing: Create and organise files for data;

e Reading, memoing: Read through text, make margiespdorm initial
codes;

e Describing: Describe the case and its context;

e Classifying: Use categorical aggregation to essalthemes or patterns;

e Interpreting: Use direct interpretation; developunalistic
generalisations;

e Representing, visualising: Present in-depth pictididae case (or cases)

using narrative, tables, and figures.

The data analysis process for this study followesinglar set of steps to those

recommended by Creswell (2007). First, the intevgievere recorded and transcribed.
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Data of each company, including interview trandcaipd documentary data, were put

into an individual file folder (both electronicé and printed hard copies).

Second, initial data analysis included reading therview transcripts and
related documents, and sorting out the data. Téeareher made margin notes, while
noticing particular themes. The data analysis veadlifated by a coding list (See
Appendix 3). The coding of this study involved #ammain steps: generating initial
codes; collating data relevant to each code, myiie codes or creating new codes;
and searching for themes. The initial coding categowvere developed based on the
theoretical framework and the three research questiThe codes were divided into
three tiers. While reviewing the data collecteck tlesearcher started to place the
collected data into general and, subsequently, mtye specific categories. For
example, one of the questions posed to all paaintgpwas the sources of competitive
advantage of the company. The transcripts wergaligitcoded under the tier one
category, ‘Source of competitive advantage’. Whienha relevant transcripts of the
participants had been placed under this categhey tvere further analysed. This
process was to determine what sub-categoriesti@r might be identified from this
broad category, for example, ‘Resource advantdge‘thermore, the transcripts in
this category were further placed into the tieeéhcategories—‘Markets’, ‘Internal’,
‘Inter-firm’ and ‘Others’ respectively—as the chateristics had been distinguished
from the data. While re-examining the tier threg¢egary, ‘Markets’, the themes
emerged were ‘human resources’ and ‘financial eip@During the process of coding,
the transcripts were coded by using the initialafetodes at the beginning. Then, a
new code might be created, or an existing code fieddiif needed. The coding list

was finalised when all the transcripts were codethb tier three codes.
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Third, the next step was to analyse the case coegpardividually. As Stake put
it, “our first obligation is to understand this onase” (1995, p. 4). The attention of
within-case analysis is put on the particulariteesd complexity of each case. To
achieve this goal, a case summary of each caseamgmgf this study was made.
During the process of data analysis, the most itaporthing was to identify any
emergent theme that could be linked to the resequestions, or could potentially

contribute new insights to the subject area.

Fourth, the following work involved categorising darorganising emerged
themes. For example, Alpha’s engagement in cussni®r continuous efforts in
product development and customer services, was yaf&etor of its source of
competitive advantage, which could differentiateelit from its rivals. The huge
capital commitments by Epsilon and Zeta createxdifsignt cost advantages, in terms

of economies of scale, of the production of lar§g&-LCD panels.

Fifth, as this thesis is a qualitative, multipleseastudy, each individual case was
a part of the whole study. Accordingly, the subsequstep was to draw cross-case
conclusions. The conclusions drawn from each casddmhen be considered as the
base of supporting evidence for replication in otb@&ses. To search for cross-case
patterns, Eisenhardt (1989) recommends three gieatg1) the aspects suggested by
the theoretical framework or current research goestwere identified and cross-case
similarities and differences were acknowledged; gPilarities and differences of
selected cases were displayed; (3) data gatheozd different sources had been
compared and prioritised in order to determine Wwipatterns were more significant
than others. For example, the isolating mechanirat could preserve competitive
advantage, including time compression diseconomasysal ambiguity, social
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complexity, and transaction costs (e.g., DierickxC&ol, 1989; Jones, 1995; Reed &
Defillippi, 1990) were identified from the literaturin the cross-case analyses, three
themes emerged: technological and manufacturingaadgs, environmental
investments, and internationalisation, which wegarsignificant than other themes

and could be used to elaborate on and supportadtmmgpression diseconomies.

The last step was to present the arguments ofabearch by using tables or
figures. The purpose of quantitative analysis is itentify or discover
conceptualisations of pattern, structure and megafiom the empirical data (Patton,
2002; Strauss & Corbin, 2008). Thus, in the keyptéis of this study (Chapters 4, 5,
6 and 7), tables or figures were used to summamge illuminate the important

themes or concepts resulted from the empiricalrigsl

3.7 Reliability and validity

Yin (2009) suggests some criteria for assessingqtiadity of case-study research,
including construct validity, internal validity, #&tnal validity and reliability. These
criteria are common to qualitative social scieregearch and have been suggested by

other scholars (e.g., Judd, Smith & Kidder, 1991).

Validity means “the extent to which a measure mfi@nly the desired construct
without contamination from other systematically wag constructs” (Judd et al.,
1991, p. 51). It is a gauge that indicates how eoty or model describes the
phenomenon investigated as a good fit (Gummes$ifiQ)2There are three types of

validity: construct, internal, and external valdit
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Construct validity is concerned with whether thestoucts developed during the
research refer to a set of sufficiently operatioma&lasures and genuinely reflect the
social phenomenon, being investigated (Yin, 20QR)dd et al. (1991) describe
construct validity as “the degree to which both thdependent and dependent
variables accurately reflect or measure the cootstrof interest” (p. 28). To address
the issue of construct validity in this study, thesearch employed the tactics
suggested by Yin (2009), including using multiptauices of data and establishing
chains of evidence, for example, using endnotesefi@rring to specific interviews or

documents.

Internal validity concerns the causal relationshipsesearch. Judd et al. (1991)
describe internal validity as “the extent to whadnclusions can be drawn about the
causal effects of one variable on another” (p. 28cording to Yin (2009), internal
validity is only applicable for causal or explangtocase studies, rather than
exploratory or descriptive research. Although thiisdy is exploratory, it adopts an
abduction logic, which includes both induction adeéduction reasoning. The
arguments drawn from data need to be linked tdeeltheories or previous studies.
Thus, emphasis should be placed on the processhexking, questioning, and
theorising the phenomena examined in order to wehligh credibility (Kvale,

1995).

Another issue of internal validity is related tcethbility of making inference,
especially considering rival explanations and gmobses (Yin, 2009). To minimise
the problem of making inferences, the researchdrdmecked the transcripts of the
interviews with other sources such as documentatg dnd company information
from the Internet. For instance, by searching imfation of the case companies on the
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Internet, the researcher could confirm whetherréigigant’s response was consistent
with the material gathered from other channels. pingose of this procedure was to
ensure whether the evidence was convergent. Thigjgh this process, the validity

of the data from the interviews was confirmed.

External validity refers to whether research firgdircan be generalised to other
research or a similar phenomenon in the outsidddwdudd et al. (1991) describe
external validity as “the extent to which one cameyalise the results of the research
to the populations and settings of interest in liypothesis” (p. 28). Yin (2009)

emphasise the difference between case studiesuavelygesearch:

This analogy to samples and universes is incongwn dealing with case studies
Survey research relies atatistical generalisation, whereas case studies (as with
experiments) rely oranalytical generalisation. In analytical generalisation, the
investigator is striving to generalise a particutat of results to some broader

theory (p. 43).

To achieve external validity, this study used atiplgd-case design, with ten case
companies, to show different firms displaying samilpatterns that relate to the
research questions. However, such analytical gksatian would not happen
automatically (Yin, 2009), nor be mechanical (Milé Huberman, 1994).

Researchers need to demonstrate similarity, diffe¥reor similarity at a higher level
among the multiple-case studies by skills suchasstating, refuting, or synthesising

(Noblit & Hare, 1988).
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Reliability refers to the possibility that the raseh can be replicated by other
investigators (Gummesson, 2000). Judd et al. dedél&bility as “the extent to which
it is free from random error components” (19915p). As this study was conducted
by only one researcher, its reliability may be sgbjto question. To minimise this
concern, the researcher developed case study datahd made a case study protocol
(see Appendix 2), suggested by Yin (2009), whichlatdacilitate an auditor to repeat

the research procedure in order to achieve the satceme.

3.8 Ethical considerations

Ethical approval of this study was required befgreceeding further, as a
requirement of the University, despite the fact tihés project was considered to be
low risk in terms of ethical concerns. The researcicknowledged and read the
‘Code of Ethical Conduct for Research, Teaching Budluations involving Human

Participants’ before assessing the ethical stafuthis research. In addition, the
researcher discussed the project with his superts@nsure that all the potential
risks to the participants in this study had beesnidied. Moreover, measures for
dealing with the potential risks were consideredie THuman Ethics Approval

application for this research was approved by thasddy University Human Ethics
Committee: Northern at its meeting held on 24 M@ 72 (Reference No.. MUHECN

07/32).

Before conducting interviews, the researcher demtconsent form through the
e-mail to ask each interviewee to sign the consamd under the permission of the

company. Moreover, according to the standard in&tion sheet of Massey
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University, the candidates were advised that theyewinder no obligation to accept

the invitation and, if they decided to participatesy had the right to:

e decline to answer any particular question;

e withdraw from the study (any time before or durthg interview);

e ask any questions about the study at any time gynanticipation;

e provide information on the understanding that thiedidate’s name would not be
used unless s/he gave permission to the researcher;

e Dbe given access to a summary of the project firedmigen it was concluded; and

e ask for the audio tape to be turned off at any tilmeng the interview.

Documentary data regarding selected companies waltected from public
sources, such as corporate websites and datalfdsgedcompanies in Taiwan. This
study did not collect any documentary data thaiewwmt publicly available or had not

been disclosed publicly by the case companies.

3.9 Summary of case companies

3.9.1 Alphd

Alpha was established in 1982. It is located inp&aiCounty, northern Taiwan. The
company’s main business was to provide businedsvad packages of operations
management to local small- and medium-sized enseqrAt the very beginning, it
had only three employees. To date, Alpha has expesd several stages of growth in
revenues as well as company size. In 1988, the auoftemployees increased to 100
as it started after-sales customer service. In 18%ngaporean computer consultant

company became a strategic investor in Alpha arigebeit start business in the
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international markets. In 1996, the number of cu&ls increased to 5,000. Better
customer services differentiated Alpha from its peftitors and thus it enjoyed

increasing customer patronage.

In 1998, Alpha successfully developed new produatsjuding enterprise
resource planning (ERP) and web-based electrone idéerchange (EDI) systems,
which could integrate all the business functionsanforganisation. In 1999, Alpha
was the first ERP provider that listed its shamesh@ Taiwan over-the-counter (OTC)
stock market and formed seven strategic busine$s. timom then on, it was able to
raise funds more easily than its rivals and makeemesource commitments in R&D.
In 2001, its customers increased to 12,000; it astablished a wholly-owned
subsidiary in Shanghai, China, promoting its ERBdpcts and providing related
customer services. In 2002, it formed a joint vemtwith the largest Chinese IT
distributor and system integrator in China, activslarting its ERP business in the

Chinese market.

Although there were strong foreign competitors,hsas SAP and Oracle, Alpha
has been the market leader of ERP in both the Tes&and the Chinese markets. In
2003, it successfully developed new products, ohiolg the second generation
ERP—ERP II, CRM (client relation management), SGMpply chain management),
and BSC (balanced scorecard) systems. In 200#gried to provide customers with
online customer service. In 2005, it establishestrategic business unit to provide
tailor-made products and services specified by atotmer as well as mass
customisation according to the different needsusta@mers from different industries.
In 2006, its turnover totalled US$ 64.8 million atte number of employees had
increased to 950.
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Alpha’s critical stakeholders include customers,pkryees and shareholders.
However, it implicitly respected stakeholders sashthe government, media, and
local communities in order to keep a good reputatfor recruiting competent
employees and raising funds. As its business im&has increasingly become much
more important, it also began to take the governnm@n account, which meant it

faced new challenges in stakeholder management.

3.9.2 Betd

Beta was established in 1995. It is located in &a{pounty, northern Taiwan. The
company’s business idea is to provide high-quahitustrial computer, components
and related products such as compact periphergbaoemt interconnect (PCI), single
board computers, industrial motherboards, industoanputer peripherals, industrial
computer chassis and subsystems, and computerdales. The industrial

computer market in Taiwan had high entry barriedsich were characterised by high
technology, short product life-cycle, and smalidate. Beta’'s customers were mainly

from overseas and its rivals were local firms arahuafacturers in South Korea.

To achieve its competitiveness, Beta’s strategy wwaluild strategic alliances
with foreign partners in order to acquire advantazhnology and provide superior
customer services. In 1999, to facilitate its in&#ional operation, Beta set up one
subsidiary in Beijing, China, another one in Sing@p and still another in the United
States of America (USA). In 2001, for the purpo$eechnology transfer, it built a
strategic alliance with Motorola and a motor tedbgyg alliance with Mitsubishi. It
established one subsidiary in Shanghai and anatherin Shenzhen, China, in the

same year to provide marketing and customer sexvine2002, Beta listed its shares
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on the Taiwan OTC market. It established a gloli@nece with Sun Microsystems

and set up an R&D centre in California, USA in artteaccess advanced technology.

Beta has been a fast-growing and major player @ itidustrial computer
industry, with ongoing capability development andreasing marketing networks. In
2003, Beta became an associate member of Intel Comations Alliance. Its total
revenues exceeded US$ 30 million. In 2004, fourdpets items of test &
measurement and four products items of networkingp&munication were granted
the 12th Annual Taiwan Symbol of Excellence Awamdsar the end of 2004, Beta
listed its shares on the Taiwan Stock Exchange0mb, it established two foreign
offices, one in Germany and the other in India2006, it set up a sales office in
Korea and co-operated with Toshiba Teli Corporatonproviding vision platform
solutions. In 2007, Beta acquired a US company witlotal investment of US$ 20
million. This investment significantly enhances &stcapabilities of design, R&D,
and manufacturing in embedded computing. MoreoBeta is able to utilise its US
sales channels, customer services, and logistitreenin the same year, Beta’'s

revenue totalled US$ 63.8 million and the numbegraployees increased to 470.

The critical stakeholders of Beta include custometsategic partners, and
employees. Compared to other companies, strategitngys were extremely
important because they influenced its technologiegabilities. Following the same
logic, employees were crucial as well. Moreover tiop management of Beta
acknowledged its corporate social responsibilitpd adevoted much effort in
stakeholder engagement, taking other stakeholdedd) as local communities, into

account. The challenges confronting Beta includsxhlating competition from larger
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firms in local PC related industries, such as nobébor motherboard manufacturers,

and increasing sophisticated demand for advancadwmproduct development.

3.9.3 Gamm&®

Gamma was established in 1988. It is also locatelhipei County, northern Taiwan.
Its main business was publishing non-core curritulextbooks of primary and junior
high schools, including arts and humanities, healtid physical education, and
integrated activities. In 1991, it set up Taichujegntral Taiwan) and Kaohsiung

(southern Taiwan) branch offices.

In 1995, after the deregulation of the textbook ketaiby the government, it
began to publish primary-school textbooks of cowericulum and supplementary
materials. Due to its past experience in publishog-core curriculum textbooks,
Gamma became the market leader of primary schatildeks in Taiwan. In 1998, it
set up a Tainan (southern Taiwan) branch office.2002, owing to further
deregulation, it started publishing junior high @chtextbooks for the core curriculum.
It leveraged its capabilities accumulated from mlidhg primary-school textbooks
and actively integrated its resources to impros®fterations efficiency. For example,
in the same year, it successfully introduced thd®> 3RP system and launched a
centralised distribution centre and warehouse mheon Taiwan. Such integration of
resources helped it enjoy many cost advantagesnmnication, data and document

processing, and transportation over its rivals.

As the local textbook market matured because ofenimiense competition, in

2003, Gamma decided to make some strategic changepe with the challenges of
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shrinking profit margins. First, it established dingual (English and Mandarin

Chinese) school as a brand new business unit artedtrecruiting students of
kindergarten and primary school levels. Secondeiermined to explore the Chinese
market and set up a Beijing office in China to asctdsupplementary textbook market

research.

In 2004, the bilingual school began to recruit quriigh-school students.
Gamma established two subsidiaries in China, orgeijing, the other in Nanjing. In
2006, it began to sell a series of kindergarterenedtin China. In 2007, the bilingual
school started to recruit senior high school stteleBamma has become the largest
primary and junior high school textbook publishemaiwan, in terms of market share
(approximately 35%). The bilingual school has beeo®amma’s most profitable
business unit, although its primary objective wastn make a lot of money. In 2006,

Gamma’s revenue totalled US$ 82.2 million and itgpyees increased to 1,000.

The textbook industries involve high governmeneiméntion in both Taiwan
and China. The governments are the most powerdkebblders. Without clear and
open policies, players in this industry could behah risks. Another powerful
stakeholder in this business referred to the opineaders of the customers. They
were school teachers who could influence studemdsizeir parents. Nonetheless, the
end users, the students, should not be ignoreds, The root of its success related to
managing these critical stakeholders successflithg challenges faced by Gamma
included how to leverage their current successitioré business, which involved new

stakeholders.

112



Chapter 3: Theoretical framework and methodology

3.9.4 Deltd*

Delta was founded in 1960. It is located in TaiQ#ly, capital of Taiwan. Its first

product line included pesticides for farmers. In649it developed and produced
polystyrene (PS) plates and closed its pesticidnbgs at the same time. In 1974, it
successfully developed and produced oriented popypene (OPP) adhesive tapes.
The production and distribution of adhesive tapes lbecome its main business since
then. In 1987, it started to produce printed cirdanards (PCBs) and created a

separate strategic business unit.

As the main customers of Delta’s two product linese from overseas markets,
it actively pursued internationalisation of its keting and production in order to
improve its competitiveness. For example, in 1988et up a subsidiary in South
Africa, producing OPP adhesive tapes. In 199(rined a joint venture with a local
plastics manufacture in Southern China, produciitP @dhesive tapes. In 1992, it
established a subsidiary in the USA, in chargerofipction and marketing of OPP
adhesive tapes. In the same year, Delta becarsted tompany on the Taiwan Stock
Exchange, making it easier to raise funds for ifi@atihg its international operation

and business expansion.

In 1993, it set up another subsidiary in the USAcharge of production and
marketing of PCBs. In 1995, it established a suésidin Malaysia, in charge of
production and marketing of OPP adhesive tape$997, it established a subsidiary
in China, producing and marketing both PCBs and @fiesive tapes. Moreover, in
1998, it set up a subsidiary in Singapore in charfgbusiness in Southern Asia. In
1999, it established its US headquarter in chafgallats business in the USA. In
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2000, it closed its PCB business, which was puetthéy a British group. From then
on, Delta has focused only on its adhesive tapaterebusiness and became a main

adhesive tapes manufacturer.

Since 2000, in both the polyvinyl chloride (PVC)p¢aand the OPP tape
industries, Delta has become one of the top thireesfin the world, in terms of
production volume. It achieved its competitivenkegsdvanced know-how as well as
operations efficiency, in terms of high quality amdsonable price. There were five
international business units: China, Northern Assmuthern Asia, America and
Europe. In 2003, it established a factory in Shangind has become the largest
adhesive tape manufacturer in China. With ongomgpduction of new products, it
has experienced continuous growth in its adhesiped and related products business.
In 2007, its revenue totalled US$ 126.3 million ahd number of employees was

580.

Delta is the oldest company of the cases compani#ss study. Based on its
initial chemical background, it had successfullyveleped new products and
transformed itself into a top company in manufdomiradhesive tapes. It had a
history of good CSR and respected its multiple edtakders including shareholders,
employees, customers, and local communities. Itiqodatr, it had a good tradition of
taking care of its employees and minimising envmental pollution. In the
increasingly maturing market of adhesive tapes, ¢hallenges faced by Delta
included searching for new suppliers in order tduce its costs of materials, and
developing new products for higher profit margiNew stakeholder relations needed

to be dealt with, while carrying on these strategie

114



Chapter 3: Theoretical framework and methodology

3.9.5 Epsilort?

Epsilon was established in 1996. It is located smnlehu Science and Industrial Park,
sitting between Hsinchu City and Hsinchu Countynairthern Taiwan. Its main
business idea was to manufacture plasma displaglpai®DPs) and thin-film
transistor liquid crystal display (TFT-LCD) panels.1998, Epsilon and IBM signed
a contract on the technology transfer of manufawguB.5 generation of TFT-LCD
panels. In 1999, it successfully commenced masdugtmn of 13.3 inch-TFT-LCD
panels. In 2000, Epsilon successfully commencedsnmsduction of 17 inch-

TFT-LCD panels and listed its shares on the Tai®@mtk exchange.

In 2001, Epsilon merged with another local TFT-LGAnel company and
formed the largest TFT-LCD panel manufacturer iiwéa, accounting for over 20%
of the world's large-sized TFT-LCD panel market2002, Epsilon went public on the
New York Stock Exchange. The key competitive edfy&msilon is to achieve the
cost advantages of economies of scale by enormesguimce commitments in
production capacity and the application of quatipntrol. Being listed on the New
York Stock Exchange provided it with opportunitiek raising huge amounts of

capital through the international financial market.

In 2003, Epsilon was ranked number one in the qatpagovernance poll in the
technological industry by Asiamoney magazine. IM0&0Epsilon merged with
another local company, which enhanced its markesitipn as well as its
competitiveness. It became one of the world’s tdped¢ TFT-LCD panel
manufacturers, in terms of market share. Its mamayrcts included TFT-LCD panels
for LCD Monitors, notebook PCs and LCD televisiofpsilon has supplied its
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products to world-leading companies, such as Sagysfipple, and ViewSonic. In
2007, its turnover totalled US $14.76 billion artk tnumber of employees was

42,000; it was still the largest TFT-LCD panel miaturer in Taiwan.

Although Epsilon is a relatively young firm compar® other case companies, it
is a leader in terms of sustainability, CSR, angarate governance, in Taiwan. One
reason for this could be that many of its sharedrslavere institutional investors, such
as the major shareholder, Acer. It is a proactmagany that works towards being a
‘green’ company. Since 2007, it has started to @m@nt an environmental protection
policy, termed the ‘Green Solution’, which involv&&D, procurement, operations,
logistics, service, recycling. Its major challengeduded the increasing pressure for
environmental protection from stakeholders, and t¢mgoing demand for huge

amount of capital for R&D and new production capaekpansion.

3.9.6 Zetd®

Zeta was established in 1970. It is located in TaoyCounty, northern Taiwan. The
main business was to produce and sell cathodeutzsst(CRT) for televisions. Its
initial strategic partner was RCA Corporation, then leader of television technology
in the USA, to produce Black and White CRT. In 198@0-operated with Toshiba to
develop colour CRT. In 1984, it started to produweno displayer grade gun parts
and signed a contract with Toshiba on LCD technplwgnsfer. In 1985, it started
mass production of colour CRT. In 1987, it set upeav factory producing colour
CRT and became the largest manufacturer of coldeil @ Taiwan. It enjoyed

advantages of technological competence and ecosarhaEales over its competitors.
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Owing to the trends of technological advancemedtinareasing labour costs in
Taiwan, Zeta adopted two strategies. First, itdietito internationalise its production
in order to take advantage of lower labour costklaverage its previous success. For
example, in 1989, it established a subsidiary iday&a, producing colour CRT as
well as mono displayer grade gun parts. Moreovényested in a factory in Fu Chou,
China in 1994. In 1996, Zeta established a subyidrathe UK, producing colour
televisions. Second, it started to absorb new tgdas for product development. For
instance, it set up an LCD lab in 1993. In 199%raduced the first LCD module in
Taiwan. In 1999, its TFT-LCD panel plant startedssg@roduction and signed a

contract with Mitsubishi on plasma display pan@BP) technological co-operation.

In 2000, Zeta was listed on the Taiwan OTC Market & built the TFT-LCD
Overseas Maintenance System. In 2001, it foundethanfactory in Jiangsu, China.
In 2002, its PDP plant started mass productionFitsChou plant was ranked the
largest firm in global colour monitor CRT productidn 2007, Zeta was ranked as the
fifth-largest TFT-LCD panel producer in the workhd the third-largest producer in
Taiwan. Its revenue totalled US$ 4.43 billion ahd humber of total employees was

9,000.

Zeta has inherited a pro-stakeholder philosophmfits parent company, rather
than following the philosophy of shareholder supsieyn This philosophy has been
promoted to the employees of the whole companyi@ndustomers. Zeta’s critical
stakeholders include shareholders, customers, gegdo strategic partners, suppliers,
and local communities. However, as a relatively ahdl conservative company, its

efforts devoted in CSR and sustainability wereswosignificant as Epsilon’s.
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3.9.7 Etd*

Eta was founded in Tainan, southern Taiwan, in 198l main business was the
production of apparels for export markets, inclgdthe USA, Europe, and Japan.
With steady growth, its capital increased from aiidl investment of US$ 92.3
thousand to US$ 369.2 thousand in 1989 after itgetewith two local plants in

southern Taiwan.

The apparel industry is a typical labour-intensindustry. Eta was confronted
with increasing labour costs in Taiwan and risingnpetition from other developing
countries, such as China, Thailand and Indonedia.skarted its plan of strategic
change. First, it decided to internationalise itsdoiction. In 1991, it invested in a
subsidiary in China, producing garments. In 1993sat up a garment plant in
Indonesia. In 1994, it established another garmtarit in China. In 1996, its second
Indonesian subsidiary plant started productionl988, it invested in a subsidiary in
Cambodia and started production. In 1999, its sec@ambodian subsidiary factory
started production. In 2000, it invested in a sdibsy in El Salvador and started
production. In 2004, it dissolved its subsidiary il Salvador because of an
unpleasant experience with the local union; it ats@sted in a subsidiary in Jordan,
producing garments. In 2006, it invested in a dibsy in Qingdao, China, producing

garments.

Moreover, Eta was determined to establish a ratpibusiness by franchises
from reputable companies and establish its ownidasbrands, instead of being
limited to the original equipment manufacturer (OEMusiness. In 1993, it

established Brand A menswear and started to sdlhina. In 2002, it obtained the
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franchise from a German company and marketed BBantenswear in China; in the
same year, it launched its second own brand, B&ofl men's casual wear. In 2003,
it obtained the franchise from a Singaporean com@erd marketed Brand D men's
casual wear in China; in the same year it acquaréxtal Brand E of womenswear in
the Taiwanese market. In 2004, it invested in a@lidry in Shanghai, and developed
its third own brand, Brand F womenswear in the €senmarket. In 2005, it obtained
a franchise from a French company and marketeddB&amen’ swear in China. In
2006, it obtained a franchise from a French compang marketed Brand H

womenswear in Taiwan.

In 1999, Eta listed its shares on the Taiwan OT@ketaand listed its shares on
the Taiwan Stock Exchange in the following year. tdpnow it has successfully
diversified its production sites in Taiwan, Chitgdonesia, Cambodia, and Jordan. It
has also succeeded in extending its business toofasetailing through its own
brands as well as franchises. In 2007, the revefl#a totalled US$ 294.2 million

and the number of employees was 570.

Eta is a successful example that has transforrsetf ftom a traditional labour-
intensive manufacturer into a leading fashion camypavhich has built its own brand
and obtained several international franchisescilitical stakeholders have evolved
along with its changes. Its initial critical stakdthers were customers, employees and
banks. Shareholders, strategic partners and lamalmunities have become more
important as it grew over time. The challenges ddog Eta included more complex
stakeholder relations and shifting stakeholder etgt®ns which it needed to manage.
For instance, it needed to develop or introduce feskion products continuously,
which involved not only customers but also suppl&nd other stakeholders.

119



Chapter 3: Theoretical framework and methodology

3.9.8 Thetd®

Theta was founded in 1980. It is also located iipdiaCounty, northern Taiwan. Its
main business was residential property developnWiih steady growth, it became
one of the major residential developers in northiEamvan due to its quality, services
and affordable prices. In 1999, it was granteddhality certification of ISO 9002.
The main factors of its success could be attribteitie leadership and competencies

of the top management, who have been in the indtatover thirty years.

Since 2005, Theta has been ranked as one of théetopesidential property
developers in Taiwan. However, in an increasingiynpetitive and maturing local
market, the top management of Theta decided tasifyats business. First, it started
to develop and run a chain of full-service hotel2005, this plan included 14 hotels
island-wide in Taiwan and will be completed arou2@ll. Second, in 2006, by
investing US$ 66.8 million, it acquired the majprdwnership of a large theme park
from a bank mortgagee sale and began a differemtoli business. In 2007, Theta was
ranked the third-largest property developer in Baiwin terms of project value (US$

1.15billion), and its revenue totalled US$ 171.3iom.

Residential property developers displayed an istarg@ phenomenon in their
stakeholder relations. Along the product life-cychs a developer, Theta faced
different key stakeholders, including land owne&syernments, local communities,
contractors, banks, and customers. Since its cestwmere the general public, it also
needed to -cultivate its reputation by being conedittto corporate social
responsibility and taking care of various stakebmdd Among the selected cases,

Theta is the only company that did not engage termational business. However, as
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the tension increasingly relaxed between Taiwan @mtha, the possibility has
emerged of investment in residential propertie<Chynese in the future. Moreover,
the new business units of hotels and the theme a@kexpected to receive more

Chinese tourists. In other words, new stakeholelations could emerge.

3.9.9 lotd’

lota was established in 1983. It is located in TewyCounty, northern Taiwan. The
main business included commission dyeing and fingghand sales of a full-range of
woven cellulosic and synthetic fabrics. In 1987 introduced a management
information system (MIS) to improve its productiefiiciency as well as the quality
of marketing and customer service. The companyopbphy was to provide high-
quality services to its customers. In 1992, it waanted quality certifications,

including 1ISO-9002, EN 29002 of Europe, and BS 5PBRT 2 of UK.

As the operations of dyeing and finishing involvadh potential for pollution
by toxic chemicals, lota paid much attention toissvmental protection in order to
minimise its risks. Ongoing commitments in envir@mtal protection differentiated
itself from other firms and gained recognition frodifferent stakeholders. For
example, in 1993, it was appointed by the Ministhfconomic Affairs, Taiwan as a
demonstration firm committed to energy saving. B9, it served as a leading
demonstration firm for pollution prevention and veaseduction in the textile industry,

assisting the government to promote environmemtakption policy.

In 1996, lota was listed on the Taiwan Stock ExgeanThis is expected to

support its resource commitments in new producteldgment and pollution
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prevention through raising funds from the publit. was granted international
certifications for its environmental protection,chuas ISO-14001 in 1998 and

Oeko-Tex Standard 100 in 1999.

Due to increasing costs of labour and environmempiatection, lota has
confronted escalating competition from China andheotdeveloping countries.
Although it was still the leading firm for dyeinghé finishing in Taiwan, it has
suffered from dramatically shrinking profit margias the relatively matured market.
It has started to co-operate with foreign partrierslevelop new products by using
advanced technologies. For example, in 2005, lot@perated with Nano-Tex, a
leading fabric innovation company, to develop salvenanotechnology-based
products such as Nano-Pel and Nano-Tex Coolest @onih 2007, its revenue

totalled US$ 28.2 million, and the number of empley was 370.

As a traditional textile company in Taiwan, in {h&st, lota recognised its critical
stakeholders including customers, the technicahtdhe government and suppliers.
Being in a high-potential pollution industry, it swy@ommitted to many resources in
environmental protection so as not to impair thdfave of local communities.
However, past success does not automatically heipumph in the future. lota is
struggling with intense competition from both locald foreign rivals. Increasing

costs of labour and environmental protection hakeet! its cost advantage.

3.9.10 Kappd®

Kappa was founded in 1993. It is also located iipdiaCounty, northern Taiwan. Its

main business idea was to provide a wide rangafofmation security devices for
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E-security solutions. In 1996, it completed an RS#ardware encryption/decryption
circuit design. In 1998, it developed the first getion of hardware encryption
engine as well as key management of crypto card Kappa’'s own brand name. In
1999, it released a Personal Computer/Smart CaEdS@®) reader chip. In 2000, it
released the RSA security chip. In 2001, Kappa essfally developed the Public
Key Infrastructure (PKI) enabled solution and coygimart card chip. In the same
year, it became IBM's security product providertie Pacific Asia market and
successfully developed the Web Access Control 8ygi&ACS) for dealing with

problems of document management. In 2003, Kappatleaérst firm in Taiwan to

develop the RSA, 32K smartcard IC chip successfully2004, its PCI interface
crypto card gained the US Product CertificationFt®S 140-1 level 3 Certification

from the National Institute of Standards and Te by

Recently, Kappa has become the leading local desgmd manufacturer of PKI
enabled applications, including government, finahcservice, health-care, and
e-business transaction systems. It has providedd smjtware and hardware solutions
in both domestic and international markets. Its getition has been mostly from
international firms, rather than local rivals. 107, its revenues totalled US$ 1.91
million, and the number of employees was 30. Kaigpa technological design firm
for web-based security solutions. Its critical staélders include customers, technical
team, shareholders and the government. In partjdhiea government determined the
specification of security requirement, which infheed whether Kappa was qualified
as a bidder to bid a government project. Although a small company, compared to
other selected cases in this study, the managenasndemonstrated its commitment

to CSR and paid much attention to the needs oftigiple stakeholders.
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3.10 Conclusion

The literature has indicated that there could eaigtositive relationship between
stakeholder management and competitive advantageiever, there is a certain
knowledge gap, regarding how stakeholder managernrdhiences the source,
durability and appropriation of competitive advaygaThe purpose of this study was
to examine the issue through a systematic approadelp fill the gap. Using a
stakeholder approach, this study proposed a thealrétamework to guide the data
collection, analysis and interpretation. To fintddistic approach, the starting point is
trying to integrate different perspectives, inchglithe resource-based view, the
relational view, and the activity-position view. Wever, integration is not simply
combining them together. To reconcile differentwserequires taking the different
underlying assumptions into account. As the stakiemdheory is well established in
the literature, employing a stakeholder approacmobrace the three views would not
only develop a coherent perspective but also gaiymerely combining them.
Nevertheless, a stakeholder approach to compe#itivantage is not meant to replace
the resource-based, the relational or the actpatsition view. It would be
complementary to these perspectives, by provididgfarent dimension for a better

understanding of the strategic decisions of firms.

This chapter has outlined the research methodi®fsthdy, including the choice
of the general research approach, the criteri@dee selection, the procedure for data
collection, how the case data were analysed, dmdattconsiderations. In order to
capture the complex and dynamic aspects of statehoiteractions and competitive
advantage, the general research approach chosehitye the objective of this study
is a qualitative, multiple-case study method. Taseccompanies were selected from
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leading firms of several industries in Taiwan. Tddsms have had experiences of
creating and maintaining their competitiveness undecomplex and dynamic
environment. They exemplify how a firm’s stratefiehaviour could manage their
stakeholder influences in a competitive environmenbata collection included
in-depth interviews and gathering documentary débas chapter has provided the

background information of Taiwan and a summaryaahecase company.
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4.1 Introduction

This chapter examines the source of competitivaathge. As stated in the literature,
competitive advantage is generally viewed as altresiua firm’'s competitive
strategies that enhance its competitiveness osecutrent or potential rivals (e.g.,
Porter, 1980; 1985; Rindova & Fombrun, 1999; WallkyThwaites, 1996). To
achieve a competitive advantage, a firm needseotify its source appropriately and
allocate its resources efficiently. However, diffier views of competitive advantage
provide different possible routes and suggestrdisitie business strategies to achieve
an advantage. For example, as stated in Chaptethe2, resource-based view
emphasises the resources or capabilities thatedwalMe and inimitable (e.g., Barney,
1991, Dierickx & Cool, 1989; Peteraf & Barney, 2008he relational view centres
on inter-firm relationships that could generateatiehal assets or capabilities (e.g.,
Dyer & Singh, 1998; Lavie, 2006). The activity-posn view highlights the
importance of systematic activities that fit theastgic position or respond to the
competitive context (e.g., Porter, 1985; 1991; }9@6could be argued that any one
of these views considered alone does not fully @rpthe source of competitive
advantage. Some scholars have suggested combiiffexgit perspectives (e.g., Ray

et al., 2004; Sheehan & Foss, 2007).

According to some marketing scholars (e.g., BhamdWaradarajan & Fahy,
1993; Day & Wensley, 1988; Hunt & Morgan, 1995)mpetitive advantage is the
result of a chain effect, including both resourcel gositional advantages. For

example, Day and Wensley (1988) suggest that theeg of competitive advantage
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includes: (1) sources of advantage from superialissland resources, and (2)
positional advantages from superior customer valuewer relative costs. Hunt and
Morgan (1995) provide a notion of competitive adege that comprises comparative
advantage in resources and competitive advantageiketplace position. Following
their arguments, the three perspectives of connpetatdvantage can be divided into
two categories. First, the resource-based and #iatianal views are more
resource-oriented. Second, the activity-positioewiis more position-oriented.
Although Porter (1985; 1996) emphasised that cortgetidvantage originates from
business activities in pursuit of a favourabletstyec position, such activities would
not be successful without deploying firm resoured8ciently and effectively.
Similarly, Walley and Thwaites (1996) argue tha¢ torporate strategy determines
how the resources, which forms the source of comyeeadvantage, are mixed. This
view is compatible with Porter’s (1991) argumerdtthesources are only valuable in
the situation when they are required and utilisedrealise a firm’s strategy.
Successfully achieving competitive advantage reguinot only possessing or
building strategic resources or capabilities bwgoataking a smart strategy for
strategic positioning—in terms of cost leadersipmduct differentiation, or focus
(Porter, 1985). In other words, both resources agtivities play important roles in
achieving competitive advantage. Therefore, it woadlvance our understanding of
competitive advantage to examine the two closellated concepts: resource

advantages and positional advantages.

The objectives of the chapter

This chapter seeks to integrate the various petispsdy identifying their common
characteristics in order to serve as a foundatiorttfe following chapters. The main
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research streams of competitive advantage condsotis resource and positional

advantages; thus, two questions will be addressed:

e How does a firm achieve resource advantages ovepetitors?

e How does a firm achieve positional advantages owsipetitors?

Theoretical framework

The framework proposed in Chapter 3 (Figure 3.1)sisd to analyse and explain the
empirical data in this chapter. Based on this fraork, the concept of competitive
advantage includes four perspectives—the resouwaseeh) the relational, the
activity-position, and the stakeholder views, imte of distinctive levels of analysis:
firm, inter-firm, industry structure and society.oWever, in this chapter, the
stakeholder view is only limited to the analysistla society level. An integrative
stakeholder view will be discussed in the followritapters. Moreover, the source of
competitive advantage will be analysed by resoumdeantages and positional

advantages respectively.

This chapter is organised as follows. First of by a firm can gain resource
advantages through resource acquirement and acationuis discussed. Next, how a
firm can achieve positional advantages by actwitsd drivers is analysed. It is
followed by a discussion of the relationship betwemsource advantage and
positional advantage. Lastly, a discussion of titegrative approach to competitive

advantage and the conclusion of this chapter @septed.
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4.2 Resource advantages

This section addresses the question of how a foiieaes resource advantages over
its rivals. The purpose of achieving resource athgas is to provide customers with
better-value products or services than its congrstitprovide, by acquiring or
accumulating superior resources. Valued resouree® libeen a key issue across
various perspectives of competitive advantage.iledpy Sanchez (1995), Lado et al.
(1997) suggest a taxonomy of firm resources: (1yketa (2) internalised, (3)
relational, and (4) symbolic and idiosyncratic. Aaingly, there are four major
channels through which a firm can acquire or acdatauits resources. First,
resources can be purchased from the markets thitoaigbactions. Second, for some
specific resources or capabilities, there are nzh suarkets and they can only be
created or accumulated within the organisation.rdfhsome strategic assets or
capabilities can only be generated (or at lowetsydsy inter-firm partnerships. Thus,
they are generated by relationships and would eelte purchased from the markets
nor be created or accumulated within the orgamsatlone. Fourth, intangible
resources, such as reputations, need long-ternstimeaits as well as commitments by
the firm; for the most part, it is needed to beoggised by other constituents (e.qg.,
governments, certification organisations or locaimmunities). They are symbolic

and idiosyncratic in nature.

4.2.1 Resources acquired from the markets

In line with the resource-based view, resourced tmald be acquired from the
markets cannot be the source of competitive adgents they may fail to meet

Barney’s (1991; 2001b) VRIN/O criteria. One of #réical issues here is that due to
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the mobility of resources, a firm cannot preventnpetitors from imitating its
activities. In other words, if resources can beuied from the markets, they would
not meet the VRIN/O criteria. However, human resesy for example, are acquired
from the markets but are still crucial to the sscef every organisation regardless of
their different needs and wants (Barney & Wrigh®98). Wright, McMahan and
McWilliams (1994) argue that, owing to differenc@scognitive ability and skills
among people, good candidates for a firm’s humaoueee are limited. Thus, firms

need to compete for good people in the human resauarkets.

Based on the empirical results from this study, tfio®is interviewed suggested
that they regarded human resources, including bathagers and employees, as the
source of competitive advantage, and they compeitigld other firms (including
competitors and other industries) for these ressuic the markets. For example, the
CEO of Alpha stated: The major difference between our company and our
competitors is that we have had a strong manageteant and good employees since
we were established and we have been continuoogljoging and maintaining high
guality staff” A similar argument was made by the CEO of Béfdanagers and
employees are crucial to our competitiveness an@mesery proud of ourselves that
we have an excellent system of training and dewsdoyp, which can attract new
employees and retain existing sfaff This view was further supported by the senior
manager of Zeta who pointed out th&ngineers are very important in this industry
and one of the critical factors of our competitigesa is how to maintain these skilled

human resource’s

It is evident that in the face of an intensely cefitpye environment, firms need
superior staff for executing strategic plans toieeh their organisational goals. In
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looking for specific employees that fit the orgaatisn, the CEO of Gamma stated
that: “We need staff that fit our culture ... Compared to campetitors, we have
hired and trained appropriate staff who are muchrenempowered and aggressive so
as to face difficulties and solve problems in thighly competitive industry This is
also supported by the senior manager of Epsilon sdid that: n this industry,
human resources are extremely important becausg déine the foundation of our
competitiveness ... We need to fight for talents sischmanagers and engineers,
otherwise we cannot compete in this industiye further asserted thatTélented
people are wanted by every industry; if we dori¢rothem better remuneration, other

firms will recruit them right away

As long as imperfect competition exists in the neéskquality heterogeneity and
differential costs are likely to occur, and firmanchave an advantage by acquiring
and deploying these resources (Wright et al., 19bd¢ above quotations support the
assertion that managers and employees are imposgamices of competitive
advantage if firms utilise the potential of humassaurces to strengthen their
capabilities further (Wright et al.,, 1994). Theyeaalso consistent with Wright,
Dunford & Snell’s (2001) argument that human researare a key component of a

firm’s core competencies and a source of competaivantage.

Similarly, since firms need sufficient funds to popt their strategic investments,
financial capital is another important source ofmpetitive advantage, which can be
obtained from the markets. In the literature, ficilahcapital tends to be regarded as
homogeneous; few studies focus on heterogeneocasciad capital. One exception is
a study by Foss, Foss, Klein and Klein (2007) grasents a comprehensive analysis
addressing capital heterogeneity based on Austiégital theory. This study shares
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the similar notion that capital is not completebniogeneous. The empirical findings
of this study confirm the importance of financiapdal in generating competitive
advantage. For example, the CEO of Alpha sdizthée' of our competitive advantages
is that we have invested significant financial r@ses in R&D...It is impossible for
our local competitors to invest such a substargiadount of capital in new product
development because they dont have as much cagitak havé This argument was
supported by the CEO of Delta who made a similsed®n: ‘In this industry, we are
one of the very few companies in the areas of Chmth Taiwan that can afford to
have active R&D efforts and wholly-owned distribatichannels in the US market,

which need huge capital; both of them are our sesiaf competitive advantage

Other respondents in this study shared a similew\and argued that financial
capital is important in their industries for compeh. Specifically, the senior
manager of Epsilon stated thaEifiancial capital is crucial to this industry becsel
our competitiveness is determined upon economissabé that needs a huge amount
of money for investment in production capatifhe senior manager of Theta also
supported this view by asserting thdtirfancial costs play an important role in our
industry because we are a project-based businedsaanh project needs funding by a
large sum of money... Strong financial capital positdefinitely strengthens our
competitivenessArguably, in the case of Epsilon and Zeta, battwed institutional
investors as more important than private inves{oegardless of their amount of
investmentf® Compared to its competitors, a firm may have armatage if either it
can acquire the resource at a lower cost (of theesguality) or of a higher quality (at
the same cost). According to Janney and Folta (R@ppealing for capital from more

professional investors strengthens a firm’s abilityaise subsequent financial capital.
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The above discussion suggests that human resoamesfinancial capital
acquired from the markets can be sources of cotiygetidvantage. Moreover, in the
capital market, financial capital keeps on seaigian better investment opportunities
in terms of higher rates of return or lower riskatizely. However, it should be noted
that firms compete for human resources and findmapital with other firms, and
such competition is not limited to within the samdustry. In other words, human
resources and financial capital are mobile acrdérent industries. Correspondingly,
financial capital chases better investment oppdrasall the time. This argument is
in line with the activity-position view’s assumptidhat strategic resources could be
acquired from the market and their scarcity issulteof managerial choice that may
change over time (Porter, 1991). As Porter puPitire managerial choices lead to the
assembly or creation of the particular skills aadources required to carry out the

new strategy” (1991, p. 105).

4.2.2 Resources built or accumulated internally

The resource-based view tends to advocate thakedatasources or capabilities,
possessed or built by an organisation, are the s@inces of competitive advantage
(Amit & Schoemaker, 1993; Barney, 1991; 2001b; Bler & Cool, 1989). The
empirical findings of this study confirm the aboayuments that resources built or
accumulated within the organisation are import&ot. example, the CEO of Alpha
said that: The source of our competitive advantage includeskiiowledge in this
industry, our R&D capabilities, and a strong managmt team ..” This view was
also supported by the CEO of Deltafhe source of our competitive advantage
contains our formula, production and management abdpgy, and R&D
competence .”.Moreover, the CEO of Eta shared a similar viewshying that: The
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main source of our competitive advantage includes kmowledge, experience, and
managerial capabilities in the industry ... that's ywhwve can enjoy our

competitivenes’s

In addition, Mahoney (1995) argues that organisafioents are generated by the
combination of resources and mental models witha firm. Similarly, Schroeder,
Bates and Junttila (2002) emphasise that bothnatesand external learning in an
organisation trigger unique physical resources drafinctive capabilities, which
result in superior firm performance. This is somatveimilar to Farjoun’s (1998)
argument that skill and physical bases are compiéang A similar argument was
made by the CEO of GammaMé have developed and accumulated sound know-how
and human capital for the past two decades, whrehdé#ficult to be caught up with
by our competitor§ The senior manager of Zeta also supported thgsiraent by
stating that: The source of our competitive advantage includes moduction
capabilities ... It is important for us to build amdaintain human capital through
on-the-job training and accumulation of work expeage” In a similar vein, the
senior manager of Theta argued thaks“we are a project-based business, our
knowledge and experience accumulated in this imgustre crucial to our
competitiveness ’..This view was further confirmed by the senior rager of

Epsilon:

The source of our competitive advantage is not delyendent upon recruiting
the right people but also we provide them with gt@ihing and development. In
contrast to our competitors, | think, our compasysuperior to them regarding how
to accumulate human capital ... Moreover, we haversé\patents, developed by
ourselves ...
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Certainly, intangible resources such as human alagiid knowledge seem to be
much more firm-specific, time-consuming, and pagipehdent than resources from
the markets (Dierickx & Cool, 1989; Schroeder et aD02). As internally built
resources and capabilities are difficult to be pased from the markets (Teece et al.,
1997), they have more chance of meeting the VRIdH@ria (Barney, 1991; 2001b).
The above discussion supports the view that comyeetadvantage comes from
valued resources possessed by the organisationedsaw capabilities built or

accumulated within the organisation.

Moreover, a combination of resources from two ddfé sources may reinforce
each other and provide a firm with an advantage @serivals. For instance, more
financial capital in R&D investments could facitéaknowledge or capability building.
On the other hand, a firm with uniqgue human capitatapabilities may find it easier
to persuade potential investors and raise caphh those who lack such features

(Youssef, 2001). Therefore, they may be complenmgmédher than independent.

4.2.3 Resources acquired or generated through intéirm partnerships

According to the relational view, inter-firm partships can create network resources
such as pooled human resources, financial assatketing efforts, R&D investments,
and reputations, which enhance the performancéeoirtterconnected firms (Lavie,
2007). Ireland, Hitt and Vaidyanath (2002) arguet ihter-organisational alliances are
a valuable channel for firms to gain access totegjia resources. The following
guotations from interviewees of this study confitimat inter-organisational alliances
may be an important source for firms to acquirateggic resources that can help them

achieve their competitive advantages. Three kinflsstoategic resources were
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generated through inter-firm interactions or stgatepartnerships: relation-specific
assets, knowledge-sharing routines, and complemyemnsources and capabilities

(Dyer & Singh, 1998; Lavie, 2006).

First, the empirical findings support the view thater-firm partnerships
encouraged firms’ commitment to strategic investimiest lower risk because of
mutual trust (Dyer & Singh, 1998). Relation-specifassets generated through
inter-firm partnerships would lower co-ordinatiomsts and can benefit more efficient
communications (Dyer, 1996). This phenomenon ismomin joint R&D projects
and joint production (Teng, 2007; Ha & Rothaern2€105). For example, Alpha and
Eta illustrated that relational-assets were createstrengthen their competitiveness
and achieved superior performance, including timekged to new product, advanced
equipment replacement, and specific capacity expan3he CEO of Alpha stated

that:

In the process of our product development, we lase added new functions,
which we regarded as important when an enterprisestomer) succeeded in growing
to a certain size ... our growth comes from the iaseel needs of our customers,
which make us upgrade our products and facilitate ionovation ... We learnt and

developed our new products in accordance with lassipractices of our customers

This view was confirmed by the CEO of Eta who saat: “We have developed
so-called ‘strategic partnerships’ with our core stomers; based on this kind of
relationship, we are able to upgrade our compegitiess by related strategic
investment, including new product introduction, lamnresource development and

financial capital expansiah Nevertheless, investment in relation-specifgsets
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still bears the risks of opportunism and a parsexit from the alliance (Dyer &
Singh, 1998; Teng, 2007). CEOs of both Alpha and &nphasised that the trust

between strategic alliances should be based omgatéym relationship.

Second, the case companies in this study illustrdtat strategic partnerships
could be the source of competitive advantage bylitetong the generation of
knowledge-sharing routines (Dyer & Singh, 1998).céwing to Nahapiet and
Ghoshal (1998), common goals and compatible culsuigport knowledge-sharing
between organisations. Knowledge-sharing routinesmelify the benefits from
shared resources of alliances (Lavie, 2006). Adngrdo the CEO of Gamma, the
common goal of his company and its customers etp generate new knowledge for

product improvement and development. He stated that

We have held a wide range of seminars for the dasade and accumulated
very close relationships with our customers, esglgcthose opinion leaders ... the
feedback either from these opinion leaders indiailyu or from seminars as group
conclusions, continuously played an important roleur product improvement and

development, which enhanced our competitiveness

Moreover, knowledge sharing requires some supmprtionditions. Mathews
(2003) indicates that the process of strategic ureso acquisition includes three
stages—search, acquisition and absorption. One rimoissue is the absorptive
capacity, which is mainly determined by a firm’'siopr knowledge (Cohen &
Levinthal, 1990). Therefore, Mathews (2003) argtiegst absorption is the most
challenging stage of the resource acquisition mE®céor it requires the firm to

assimilate the shared resource effectively int@xisting resource profile. This view
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was supported by the senior manager of Epsilon séid that: Based on the early
technological development, the knowledge and tdoggownere transferred from our
strategic partners smoothly ... As for our subseqisdD efforts, we have already
developed our own technology capabilities and aeguguite a few patents in this
industry” This argument was also confirmed by the seni@nager of Zeta who

pointed out that:

Through our parent company, we established relatigrs with our strategic
partners and acquired advanced knowledge and tdofggo from them; the
technology transfer also included managerial knawh... We chose partners with
the similar culture and we also engaged in our da&D activities ... We not only
obtained operations skills and routines but alsdtlibe management systems needed

with their help

In the cases of Epsilon and Zeta, the senior masagfethe two companies
stressed that learning culture and current capiasilinfluenced their absorption
capacities that facilitated them to absorb new sddaowledge and technology

generated from interactions between themselveshesndstrategic partners.

Third, the empirical data showed that firms gaigethpetitive advantages from
the benefits generated by leveraging complemem&sgurces or capabilities through
strategic alliances (Das & Teng, 2000; Dyer & Sint®08). Stuart (2000) argues that
a firm’s resource base plays an important rolestatdishing strategic partnerships.
Thus, firms prefer to choose particular partnergctvipossess strategic resources that
cannot be easily acquired elsewhere (Doh, 200Gategfic resources encompass

capabilities, human capital, technology, know-hand reputations. The CEO of Eta
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supported this argument by stating th&iof' the past few years, we have enjoyed an
advantage in a specific market segment that is higit price and relatively small
order; we have integrated and mobilised the resesirof upper, middle, and lower
streams as a strategic alliance. Each participaas lits unique contribution to this
alliance, which helps provide products with highabjty and flexible design within a
very short period A similar argument was made by the CEO of I§te formed a
supply network with our strategic partners, fromnspng, weaving to dyeing and
arranging; it strengthened our competitiveness his thighly competitive markét
This view was further supported by the CEO of Kapgpa co-operation with our
prestigious foreign partners, we leverage our tesbgies, capabilities and
experiences in the local market so that we havepetiive advantage in several

overseas markets. we can share our resources or capabilities withreather’

In the cases of Eta, lota and Kappa, all of thesspssed distinctive resources or
capabilities, for example, Eta’s know-how in appgm@duction and lota’s expertise
in textile dying and arranging. They collaboratethwiheir strategic partners and
thereby strengthened their competitiveness, caoliglgt Moreover, successful
partnerships facilitate learning owing to the expesto new resources, capabilities

and novel combinations of existing ones (Irelandl£t2002).

In short, the above empirical findings clearly siitate that competitive
advantage can be generated not only by individtrakfacting alone, but also through
interactions between organisations. As Ireland.qi it, “Few firms have all of the
resources needed to compete effectively in theeatidynamic landscape. Thus, firms

seek access to the necessary resources throwcali’ (2002, p. 413).
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4.2.4 Resources built or generated through other @mnels

In addition to those resources acquired from thekets, built or accumulated within
the organisation, and through interactions betwkens, strategic resources may
come from other channels. One important such resasra firm’s reputation that has
the potential for value creation and cannot belgasitated by competitors (Roberts
& Dowling, 2002). Fombrun (1996) proposes that coape reputations comprise four
elements: credibility, reliability, responsibilityand trustworthiness. A good
reputation can be regarded as a strategic resamdethe source of competitive
advantage. First, it may help a firm enjoy costaadage such as the higher level of
value created by superior employees (Dierickx & IC4889; Roberts & Dowling,
2002; Rumelt, 1987). Second, it may enhance difteak advantages such as
corporate awareness and branding (Balmer & Gra§320/alley & Thwaites, 1996).
However, corporate reputations are not an orditgpge of intangible assets. It is
necessary to note that corporate reputations cammaolely built within the firm,
purchased from the market, or created by inter-fipartnerships. A corporate
reputation is generally created as the result ofiudtifaceted process and it needs
endorsement by both internal and external constituef the organisation. Gotsi and
Wilson (2001) describe corporate reputations asadyic constructs, which influence
and are influenced by all the ways in which a comypgarojects its images: its

behaviour, communication and symbolism” (p. 29).

The empirical findings of this study demonstratat tteputations, recognised by
different stakeholders, is an important resourca saiccessful firm. For example, the
CEO of Alpha confirmed this argument by saying tHate promoted effectiveness,
responsibility, and passion as our corporate cudtur. We have been successful for
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over twenty years and have become the leader B itldustry because we have
respected and fulfiled our responsibility to oumgoyees, shareholders and

customers, and they can trust us as a reliablerapdtable company

This view was also supported by the CEO of Beta hedstated that: Our
superior performance in the past few years exeragplthe core value of our company,
‘CARE’; it includes commitment, assurance, relidpjland execution ... We care
about our customers, shareholders, and employeesr.commitment to stakeholders
has made us a reliable and trustworthy institutiovioreover, a similar argument was
made by the senior manager of Zet@ut corporate culture comprises honesty,
integrity, industriousness, frugality, which suppaois as a prestigious company to
achieve the vision of sustainable development whin 4S goal of customer's

satisfaction, employee's satisfaction, social $atison and global satisfactioh

The above quotations confirm that reputation isnaportant strategic resource,
in which most firms actively invest. Corporate regions signify firms’ economic
performance, consistency with social norms, andtexgic positions (Fombrun &
Shanley, 1990) and influence different decisionsvafious stakeholders, including
investment decisions, career selections, and ptodhoices (Dowling, 1986).
Accordingly, a good reputation helps a firm rectakented people, raise financial
capital, and build alliance partnership with otleeganisations. This argument was

supported by the senior manager of Epsilon whoeatghat:

Integrity has been an important culture of our camp as a reputable

organisation that can be trusted by our customsisreholders and potential
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investors, and our employees ... it's a plus foraugtse funds in the capital market
and recruit high quality employees, not to mentlweiping us establish business

relationships with our customers and suppliers

On the other hand, sufficient resources enablenatth build a good reputation,
especially in the field of philanthropy. This viemas supported by the senior manager
of Theta: “We have established our reputations by continuoysamement in every
respect, which is extremely important to our busine. As we felt that we should give
something back to the society, we established adftion in charge of holding

various charity events such as supporting the desab.”

4.2.5 Developing a resource profile through numeraisources

This section seeks to answer the question of hdinmaachieves superior resource
advantages against its rivals. The key issue is &adwn provides its customers with
better-value products or services by deployingasources in a more efficient way.
The empirical findings of this study highlight tithe source of competitive advantage
is not limited to any single perspective. All resdents revealed that their
competitive advantages originate from combinatiafisstrategic resources from
different channels (see Table 4.1). Strategic nessuinclude those acquired from the
markets, internally built or possessed by the fijointly generated by strategic
partnerships, or created through other channelg. dioposition of developing a
resource profile coming from numerous sources sistent with Lado et al.’s (1997)
argument that competitive advantage is based otipteuresources. In other words,
to gain resource advantage, a firm needs to deaiogffective bundle of resources,

instead of relying on an individual resource. #casupports Sanchez’s (1995; 1997)
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Table 4.1: Empirical findings: Source of resource dvantages

Case Types of resources
company| Market Internal Relational Other
Alpha |ehuman e knowledge ecomplementary |eculture of
resources e R&D capabilities capabilities in commitment and
e financial capital product innovation integrity; reputatio
Beta e human e product design |ecomplementary |eculture of
resources e innovation resources and commitment,
e financial capital capabilities capabilities in assurance,
product innovation reliability, and
execution
elearning culture
e reputation
Gamma |e human e knowledge erelational assets |eculture of learning
resources e experience (joint venture) and
e management |ecomplementary problem-solving
capabilities resources and e reputation
capabilities
Delta e human e formula erelational assets |e culture of
resources e production and | (joint venture) commitment and
e financial capital management |e complementary integrity
capabilities resources and e reputation
e R&D competence capabilities
Epsilon |ehuman e Patents e advanced e culture of
resources einnovation and | knowledge, commitment,
e financial capitgl production technology and integrity, and
capabilities managerial sustainability
know-how from  |ereputation
strategic partners
Zeta e human e Patents e advanced e culture of honesty,
resources einnovation and | knowledge, integrity,
e financial capitgl production technology and industriousness,
capabilities managerial frugality
know-how from  |ereputation
strategic partners
Eta e human e knowledge e relational e learning culture
resources e experience investment in new|e reputation
e financial capitale managerial product
capabilities introduction,
human resource,
and production
capacity
e complementary
resources and
capabilities
Theta |ehuman e knowledge ecomplementary |elearning culture
resources e experience resources and e reputation
e financial capital capabilities
lota e human e knowledge ecomplementary |eculture of integrity
resources e technology of resources and e reputation
e financial capital operations capabilities
Kappa |ehuman e technologies ecomplementary |ereputation
resources e capabilities technologies,
e experiences capabilities and
experiences
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argument that a firm’s competitive advantage stérom its capacity to acquire

multiple resources and its capability to co-ordéntite utilisation of those resources
from different sources—internalised, relational amdrket. Sanchez (1995; 1997)
proposes that a firm’'s ability to develop and dgpte resource base provides it with
strategic flexibility to cope with unstable marladportunities and threats. This is in
line with the dynamic capabilities approach, whishggests that, in a dynamic
environment, each company may organise, adjustreaanhfigure its resource profile

over time (Eisenhardt & Martin, 2000; Teece et H997). In other words, firms need
to perform two kinds of activities—resource pickiagd capability building—in order

to gain their competitive advantages (Makadok, 20Pbreover, as mentioned in the
previous subsections, firms with valued resourcgsarce their capacities to acquire
or accumulate further strategic resources. Ressufen different sources can

reinforce each other to expand or strengthen tha&uree portfolio.

The above discussion generates the subsequentsgiopo

Proposition 4.1: A firm’'s resource advantages are based on an @ffectsource
portfolio consisting of strategic resources acqdirer accumulated from multiple
channels, including markets, within the organisationter-firm relationships, or

interaction with other stakeholders.

4.3 Positional advantages

This section addresses the question of how a faimeaes positional advantages over
its rivals. According to Porter (1985), the genazampetitive strategies, which can

help a firm achieve a favourable position in anustdal structure, include cost
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leadership, product differentiation, and focus—aitltost leadership or product
differentiation in a niche market. In contrast i@ tresource-oriented perspectives of
competitive advantage (i.e., the resource-basedbancklational views), the activity-
oriented view (i.e., the activity-position view)dases on activities rather than on
resources per se. Porter (1985; 1991; 1996) eng@washat competitive advantage
stems from the strategy, in which a firm effectivebnfigures its resources and links
a set of activities, creating lower cost or betteistomer value than its rivals.
Therefore, it is activities (of a strategy) thatedenine what strategic resources should
be acquired or generated in order to achieve catiyeeidvantage (Porter, 1991,

Walley & Thwaites, 1996).

In a similar vein, marketing scholars emphasisecihrecept of customer value
and argue that customer value creation is cruciaaining competitive advantage
(e.g., Anderson, Narus & Van Rossum, 2006; Rintanékusela & Mintronen, 2007,
Smith & Colgate, 2007). Woodruff defines customalue as “a customer’s perceived
preference for, and evaluation of, those produdbates, attribute performances, and
consequences arising from use that facilitatesbl(ocks) achieving the customer’s
goals and purposes in use situations” (1997, p). I4#& concept of customer value is
well-matched with Porter’s (1985; 1991) argumemtieérms of positional advantages.
For instance, Porter (1991) emphasises that the tealue’ in his value chain
analysis (Porter, 1985) means ‘customer value’ctvkeads to a prospective profit for
the firm. Thus, customer value is relevant to caimipe and firms that offer better

value products than rivals would achieve competiddvantages.

Specifically, Porter (1985; 1991) emphasises thadyars should be focused on
discrete activities. Furthermore, Porter (1991)ppses that the drivers of a discrete
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activity, and in particular the mix of individuakiders, structurally determine the
variation among rivals in terms of cost advantageroduct differentiation. Porter
(1985) identifies two types of drivers. Cost drvdower the cost of an activity by
reducing the costs of the inputs for generating shene level of output or by
increasing output without adding the costs of tipuits. Differentiation drivers lead to
a customer’s greater willingness to pay by enhandhe customer value of the
product. Sheehan and Foss (2007) describe the ngeahithe drivers by including
both the firm in which the activity operates and ttontext in which the firm operates.
In other words, to gain competitive advantage, dbgvity-position view concerns
activities and drivers on two levels. One focuseghe organisation itself; the other

focuses on the competitive context of the orgamegtiorgensen, 2008).

According to the empirical data collected from thiady, there are three main
findings relevant to positional advantages. Fiiafys acquire resources and maintain
their resource portfolios that are related to thmmsitional advantages. In addition,
firms achieve their competitive advantages, by fpeat least, partially influenced by
discrete activities and drivers of firms. Moreoviemns, which achieve competitive
advantages by taking advantage of activity drivéesnonstrate that they have sensed
the opportunities in the competitive environmenisl appropriately responded to

them.

4.3.1 The resource portfolios and positional advaages

An emphasis that has emerged from the empiricalirfgs of this study is that a
firm’s competitive advantage relies on a superasource portfolio, rather than on

individual resources. Moreover, it could be argtieat an effective resource portfolio
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contributes significantly to the opportunities irchaving favourable strategic

positions. In other words, how the resources amabioed is crucial to the firm's

competitiveness.

As shown in Table 4.2, using the typology of theay&c competitive strategies
proposed by Porter (1985), the competitive strategif companies interviewed can

be put into four categories: differentiation, cadvvantage, focus and a mixed strategy.

The mixed strategy includes both cost advantageldfedentiation.

Table 4.2: Positional strategies of case companfés

Company Positional strategy Pure or mixed
Alpha Differentiation Pure
Beta Focus/Cost advantage Pure
Gamma Differentiation Pure
Delta Cost advantage + DifferentiationMixed
Epsilon Cost advantage Pure
Zeta Cost advantage Pure
Eta Cost advantage + DifferentiationMixed
Theta Cost advantage + DifferentiationMixed
lota Cost advantage + DifferentiationMixed
Kappa Focus/Cost advantage Pure

The first category is characterised by its difféla@ion strategy. This category
includes Alpha and Gamma. The competitive stratggghe two companies was to
create higher customer value by product or serdifierentiation, including new

product development and upgrading customer servitkgy tended to emphasise
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flexibility and customised products or servicesefgfore, the two companies needed
more internalised resources, such as empowerethovative staff, to meet customer
demands. Relational resources were not so impaaafar other groups. Reputations,
in this situation, focused on product and servigality, brand awareness and trust in
the industry that helped them facilitate the essabhent of transaction relations with

counterparts or support better terms of transasti®his could also have helped them
recruit good employees and raise capital. Thusptixeof resources in this category

displayed a customer-oriented resource advantagg tould support their

differentiation strategies.

Cost advantage is a feature of the second categpsilon and Zeta belong to
this category. Both of them enjoyed cost advantafesugh economies of scale,
which relied upon huge financial capital. Howeverpst investors should have
reasonably assessed several factors before deaditiggir investments. The success
of their business included technological and préidac capability, which was
supported by a strong management team and engirRRelational resources were
important because they needed advanced techndlogmasfer from strategic
partners. Reputations, in this situation, focusadcost advantage, quality stability,
trust in the industry, and corporate image thapéelithem facilitate the establishment
of transaction relations with counterparts or suppmetter terms of transactions,
including recruiting good employees and raisingehagpital. As a result, the mix of
resources of this category displayed a productiented resource advantage that

was able to match their cost advantage strategies.

The third category exemplifies a focus strategyis Tategory includes Beta and
Kappa. They targeted the customers of specific eninoharkets, which had high

148



Chapter 4: Integrating different perspectives of copetitive advantage

technological entry barriers and required the aeadation of innovation capabilities.
The most important strategic resources were cocbntdogical knowledge and
capabilities embedded in their management teamsir Tasource portfolios were
dominated by internalised resources and capab,ilitiéarket resources were not as
important as internalised resources. Relation@luees tended to focus on those that
could enhance their technological or innovationadgiiies. Reputations also centred
on how to strengthen their technological knowledgeapabilities. Consequently, the
mix of resources of this category displayed a caifiab/knowledge-oriented

resource advantage that was capable of fitting tbeus strategies.

The fourth category contains four companies—Ddtta, Theta, and lota. This
category demonstrates a mixed strategy, includirmgh bcost advantage and
differentiation within the same organisation. Hoeevthe case companies in this
category used different competitive strategies emmnted by separate strategic
business units according to the different marketssegments) targeted, rather than
using a mixed strategy in the same market. For pl@nktta used a differentiation
strategy for its fashion products, but used comtléeship for its OEM apparels. The
mix of resources of companies in this category ive® both customer-oriented and
production-oriented resource advantages. Howekiey, tisually established separate
departments to handle different orientations obuese advantages that supported two

different positional advantages in distinctive nesk(or segments).

The empirical findings of this study show that emfs resource portfolio is
closely related to its positional advantage. On ¢ne hand, a superior resource
portfolio can create efficiency (Bowman & AmbrosiBD07; Peteraf & Barney, 2003)
and thus help create positional advantages; orotther hand, it is the managerial
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choices that determine how resources are pickealalged and accumulated (Porter,
1991; 1996). In particular, Porter (1996) disputesview that treats critical resources
as key factors of success. It is worthwhile to exemthe other side of the

coin—activities and their drivers.

4.3.2 The role of activities and drivers

Using Porter’s (1985) value chain analysis, a farrattivities are divided into two

categories: primary and support activities. Primaatvities include inbound logistics,
operations, outbound logistics, marketing and saed services. Support activities
refer to procurement, technology development, hureaaurce management and firm
infrastructure, such as planning, finance, accogntnd public affairs. Porter (1985;
1991) identifies important drivers that affect batiative cost and differentiation.

They could be either a cost driver or a differeidra driver, or both. There are six
drivers of activities revealed by the case compmammethis study: (1) economies of
scale, (2) cumulative organisational learning, {8 timing to market entry, (4)

linkages between activities, (5) degree of verticakgration, and (6) geographic

location (see Table 4.3).

The first driver is economies of scale. Economilescale create cost advantages
for operations by decreasing unit costs of outpbey are usually enjoyed by large
firms because of the larger scale of productioracayp Economies of scale enable
large firms to grab a major portion of market sh@hristensen, 2001). For example,
Delta and Zeta have actively expanded their prodoctapacities and taken the

advantage of lowering production costs, particylfiked costs, by mass production.
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Table 4.3: Empirical findings: Source of positionaladvantages

Case Positional advantages
company| Activities Drivers Responses to the competitive context
Alpha |e economies of scale in R&D |e availability of financial capital and
human resources
e cumulative learning in e sophisticated customer demand
comprehensive customer service
Beta e the timing to market entry into e  context for strategy and rivalry
the industrial computer market
e geographic location: e availability of specialised inputs
international operations network  sophisticated customer demand
and access to customers
Gamma |e the timing to market entry into e  context for strategy and rivalry
the local textbook market
e cumulative learning in textbooke sophisticated customer demand
publishing
Delta e economies of scale in productimn availability of financial capital and
human resources
e degree of vertical integration |e availability of effective supporting
industries
Epsilon |e economies of scale in productien availability of financial capital and
human resources
e cumulative learning in TFT.CD|e sophisticated customer demand
panel design, patent, operations
and related management systq
e linkage between activities: R&D
and marketing activities; HR
development and technology
development
Zeta e economies of scale in productimn availability of financial capital and
human resources
e cumulative learning in TFT.CD|e sophisticated customer demand
panel design, patent, operations
and related management systems
Eta e geographic location: e availability of human resources
international production network
e integrated supply network e availability of related and supporting
industries
Theta |e geographic location e availability of financial capital and
human resources
e degree of vertical integration |e availability of related and supporting
industries
lota e the timing to market entry: the |e context for strategy and rivalry
local dyeing and arranging
market
e integrated supply network e availability of related and supporting
industries
Kappa |e linkage between activities: R&[» sophisticated customer demand

and marketing
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Both of the two companies were ranked in the wertdp ten firms in their industries

in terms of production volume and market shareth®sCEO of Delta put it:

Our level of production is ranked the second ortthied in Asia, and ranked in
the top ten in the world ... our competitive advaetagnclude our production process
and management systems ... which can automate tdeqgbian process and lower
the cost ratio of labour ... the quality and reliatyilof our products are also very

important to our competitiveness ...

The senior manager of Zeta further supported thgsiment by saying that:Our
competitive advantage is our production capabilitylt is not a special technology

but a capability to minimise the cost by mass potida.”

Besides, the advantage of economies of scale capjileed to R&D activities;
thus large firms are more able than smaller firmmafford new product development
that needs more investment. The following quotatiom Alpha’s CEO supports this
argument: When the scale is large to some extent, ... we kawveability to
research, implement and deliver what we want ..ailortcustomer needs ... We can

allocate our costs of R&D to our customers and gmjost advantageé.

Although economies of scale provide competitiveaadage, they also constrain
a firm’s flexibility (Fiegenbaum & Karnani, 1991The concepts of economies of
scale is closely related to cost leadership. Howea® there exists merely one cost
leader in a market or a market segment (Porter5)19Be opportunity to pursue the
cost leadership route is small (Walley & Thwait&896). Thus, it is rare that firms

solely depend on economies of scale or lower @psbinpete, they tend to link them
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to other activities and drivers. For example, Ddiias the cost advantage of
economies of scale, but it focuses on the relighélind quality of its products as well
as good customer service. Alpha enjoyed the adgastaf economies of scale in its
R&D and customer services, but it has been in pucfa differentiation strategy in

the market.

The second driver is cumulative organisational neay. Learning refers to
increased efficiency in an activity developed fremor practice and experience. A
number of studies record the phenomenon of learmngnany industries, such as
pharmaceuticals (Pisano, 1996), semi-conductorhir{Bd995; Hatch & Mowery,
1998), and health care (Waldman, Yourstone & Smig903). Cumulative
organisational learning could be closely relatedtteer drivers such as economies of
scale and the timing to market entry. It improvpsrations, including know-how and
management systems, and furthers the advantagesatd economies and early
movers. Porter (1985) argues that learning coulsultein cost reductions in
operations or services over time. The empiricaladat this study support this
argument. For example, from the experiences ofaoctang with customers, Alpha
learnt and improved its customer services by intootg new technologies in order to
serve more customers and more efficiently thanvtds. As the CEO of Alpha stated

that:

We keep on improving our customer service from piior experience ...
Generally speaking, customer service is criticathis industry. Thus, we divided the
areas of our service very delicately and improvieeht continually ... In particular,
the modes of customer servisech as call centres and e-learning have been our
competitive advantage while we faced a huge markéira. As China is a large
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region, it's impossible for customers to come to offices to participate in the
training we hold, especially the costs would hagedme very high ... we needed to

create many kinds of services that customers rasedn

On the other hand, cumulative organisational lewysupported accumulation of
knowledge and skills and enhanced Gamma and Zstapetitiveness. As the CEO

of Gamma said:

The advantage is mainly from building up of humesources ... Therefore, the
advantage is mainly focused on human resource deweint and knowledge
development ... To be ahead of our competitors, we t@learn how new products
are developed in the advanced countries such agn]apSA, and European countries.
We need to keep learning new things. We also relyun staff and contacts with our
customers to realise what customers want, whichlaanain sources of our learning

and improvement.

Similarly, the senior manager of Zeta emphasisat tkor us, TFT-LCD panel
was a brand new product ... , based on learning aoclmulation of skills and
knowledge, we were able to allow production expamsind market growth in order

to reduce our costs and that's our competitive azge”

It is necessary to clarify two related concepts ardipg cumulative
organisational learning: organisational learningd aarganisational knowledge.
Generally, the literature of organisational leagntends to view learning as a social
process (Cook & Yanow, 1996; Gherardi, Nicolini &€la, 1998). On the other hand,

the literature of organisational knowledge tendsiew organisational knowledge as
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an intangible assets, which is a kind of resoutbes can be possessed by firms
(Grant, 1996; Teece, 1998; Nonaka, 1994). Therefdhe resource-oriented
perspective focuses on what resources could be rgjede by cumulative
organisational learning; alternatively, the activibriented perspective emphasises the

process—the activity of learning per se.

The third driver is the timing to market entry. fopeering firm that enters into
an emerging market can make positive economic tgrofrom first-mover
advantages—»by building a reputation in the businesissing the learning curve, or
gaining consumer patronages (Lieberman & MontgomkE9§8; 1998; Porter, 1980).
Lieberman and Montgomery (1988) suggest three rgigif first-mover advantages:
technological leadership, preemption of assets, langer switching costs. In this
study, there are three companies displaying theedof the timing to market entry.

For instance, the CEO of Gamma said that:

The government only opened a very limited scopextthook market in 1989 ...
It was only until 1996, the government opened tiaary school textbooks for core
subjects ... The business in textbooks was all dgrieebgovernment in the past. In
the private sector, there was no know-how. | @dishe period 1989-1996, and built
up my know-how. While the government further opemethe market in 1996, | had
the advantage in the industry, as | was the fins¢ dhat entered the market ... It

contributed to the significant growth of my company

In addition, the CEO of Beta confirmed this viewdsgting that:

We first entered this market by leveraging the kst manufacturing
infrastructure in Taiwan—high efficiency in manutaing, designing and application
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of the IT and the electronic industries ... and weseha niche market that had higher
entry barriers...Although competitors from the US &ndopean countries had their
own competitive advantages, the demand for bettslr merformance kept increasing,
and our competitive advantage was actually the best performance. When facing
local rivals, our first-mover advantage was that emered the market earlier than

them and we accumulated much better technologyapdbilities.

Similarly, the CEO of lota also supported this vieyrevealing that:

Our company was established in 1983. In Taiwawas the time that original
fabric had become a matured product in export m@arkend required value-added
function to upgrade the products of this industrthink it was a good time for us to
enter this market and we organised a team with gdgding and arranging
techniques, which was the first-class team at ttiae in Taiwan ... Through
interactions with customers and continuous learnifigy the past twenty-several
years, this team has contributed to our R&D, prddut and management and we

have been the leader of this industry in term&ofinique and management.

The above case companies have supported techralogic knowledge
leadership as the main source of first-mover achgad. Furthermore, it is worthwhile
to note that first-mover advantages may come fréve opportunity to lock in
customers because of switching costs or custonaenifey (Makadok, 1998; Porter,
1985). However, the timing to market entry is nbée tonly determinant of the
performance; the competitive strategy and othdaofacsuch as possessing patents or

trade secrets, should also be taken into accowrb¢¢; Heron & Saxton, 2004). The

156



Chapter 4: Integrating different perspectives of copetitive advantage

above quotations demonstrate that Gamma, Betacdadvkere not only early movers

but also benefited from cumulative organisatioralhing as their advantages.

The fourth driver is linkage between activities.cArding to Porter (1985),
linkages between related activities need co-ordinawithin the organisation and the
quality of such co-ordination determines perforngarfeorter (1996) emphasises that
to gain competitive advantage, firms should idgndiftinctive activities and connect
them together in a unique way. This argument igpsupd by the empirical data of
this study. For instance, Epsilon and Kappa lintter R&D and marketing activities
in order to compete against their rivals. The semanager of Epsilon pointed out

that:

For us, R&D is extremely important, ... in the past fyears, we have actively
engaged in R&D activities. We obtained the secondtmumber of patents among
Taiwanese companies ... this became the weapong detending strategy against
competitors’ lawsuits—such as injunctions—that hlagen a kind of barrier to entry
into the international markets ... As we have our patents, rivals would hesitate to

take legal actions.

In addition, the CEO of Kappa made a similar argotngaying that:

Our competitive advantage relies not only on ourlR&ctivities but also on our
quick response to market demands. Facing competftiam large companies, we
integrated our core technology and marketing atigi in order to meet the local
requirements in terms of cost and quality ... We takeantage of our great strength

of flexibility and responsiveness.
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Moreover, Epsilon also linked its human resourcenagamentind technology
development activities together, which enhancedcampetitiveness. It confirms
Hatch and Dyer’s (2004) argument that investmentuman capital could enhance
technology development and thus improve firm penmmce. The senior manager of
Epsilon stated:

A professional management team is crucial to odugtry. Compared to our
local competitors, ... we have an excellent humaouege management system to
recruit, cultivate and maintain our staff ... Thisviery important to our technology
development. With the right people and good systevescan develop advanced

technology since Taiwan is still a developing count

Linkages between activities have an important ioghlon for competitive
advantage. In contrast to the argument that adesaaique resources or resource
mix, the concept of linkages between activities kagises synergy effects that could
be generated and the characteristics that are eangsid unique in nature (Porter,
1996; Sheehan & Foss, 2007). In other words, auenapllection of activities is the

key factor that determines competitive advantage.

The fifth driver is geographic location. Porter 859 suggests that location
should be viewed as an independent driver. Locaifan activity not only affects its
costs but also generates other added value. Fonpaa Beta established global
marketing and R&D bases, which helped its accesgidbal customers as well as

enabling talented people around the world to jbairtstaff. The CEO of Beta state:

We need to establish closer relationships with oustomers...Being a local

company, we are not able to grow continuously (gukmited market size). So, we
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extended our operations and set up our bases arthedorld in order to realise our
core value. On the other hand, it is a challenge ds to search better talents at

different places, recruit them to the organisatiangd make the organisation grow.

Another example is Eta. Its internationalisationpobduction sites effectively
reduced its production costs, particularly the laboosts, which provided it with

significant cost advantage. As the CEO of Eta Hzatt

Our company belongs to the earliest overseas monelss industry ... In 1989,
we decided to move overseas. We have establishehkproduction sites in different
countries since then. Based on this production odtwwe can take advantage of
each production site and provide our customers Withmost competitive price ... the
apparel industry is labour intensive and dependsnmamagement ... For example,

there are at least one thousand employees workigfactory.

On the other hand, Theta illustrates that a unitpsture of the property
development industry, location involves its openasi and marketing activities. It may
be either a cost driver or a differentiation drivdependent on the competitive

strategy of each project. The senior manager ofal$tated that:

In the industry of residential property developméntation is vitally important.
The location choice of land for development is Keg in our business ... With
appropriate decision making, it is still possible maintain the competitiveness
regardless of the economic cycle ... Properties iodgareas are irreplaceable ... On

the other hand, if the location choice is inappiapeg, ... it might result in a failure.
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Porter (1990; 1998, 2000) argues that clustersgemgraphic assemblies of
inter-related firms, demonstrate a region or counfrorigin competitive advantage.
In other words, location matters. From the abowvetapions, it is evident that location
plays an important role in both primary and suppetivities. However, the empirical
findings reveal a different meaning. Firms in Tawatend to utilise
internationalisation to enhance their competitigsneincluding access to factors,
markets and activities. This argument is consistetit Fahy’s (2002) argument that
in a global context, countries seem to be insigaift since firms may arrange their
operations in different parts of the world. Howeuée finding of this study does not
necessarily deny Porter’s location-based theorycoimpetitive advantage. For
instance, Sturgeon (2003) argues that geographstering and dispersal may not be
contradictory. He uses Silicon Valley as an exantpldisplay that the advantage of
proximity can reinforce international operationswarks. Steinle and Schiele (2002)
argue that industries are unevenly influenced kynlode of clustering. Therefore, the
driver of geographic location may include two aiegive approaches: local cluster
and international dispersal. It could be argued ¢hérm may gain its competitive
advantage by each of them, depending on the syralesf determines how it

configures its activities and resources.

The sixth driver is degree of vertical integratid?orter (1985) suggests that
integration may have an influence on costs andigeoa firm with cost advantages.
One way is to avoid the issue of bargaining powetwken buyers and suppliers and
thus increase efficiency. There are two case compan this study, which confirm
such an argument. Delta and Theta exemplify thdica integration offered them

significant cost advantages. The CEO of Delta rexdethat:
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As for our company, the most important thing fopetgoroduction is how to
achieve ‘full integration’ ... We own the formula ..cqaire more advanced
technology through purchasing from external souroesn-house R&D; we have
differentiated our products from our competitons.distribution, we have established
channels all over the world, bypassing the middieniénis is the only way that we

can realise the whole profit.

Similarly, the senior manager of Theta said that:

One of our areas of competitiveness is the strectirour company. We have
integrated an upstream contractor into our companhlyis could effectively control
our construction costs within a reasonable scopehére is any fluctuation in the
upstream market, we could adjust our constructi@st€ and still maintain our
competitiveness in the market. | think this is thain portion of our competitive

advantage.

Similar to geographic location, degree of vertigaegration is not necessarily
beneficial for all firms. This is a ‘make or buysue proposed by transaction cost
economists (e.g., Coase, 1937; Williamson, 198%)mng$- decide to make or buy
according to their transaction costs. If costs ohtracting, co-ordinating and
controlling are high, firms tend to make rathemtiiay; on the other hand, if there is
cost advantage of outsourcing, firms would chobtseliuy option. In the literature,
there are two approaches regarding the outsouogtign: market transactions (Jones
& Hill, 1988; Leiblein, Reuer & Dalsace, 2002) asiategic alliance (Pisano, 1990;
Steensma & Corley, 2001). In particular, Christen@901) argues that the advantage

of vertical integration is determined by the cutrethnology that is required to meet
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customer needs. A high degree of vertical integnaprovides potential to advance
available functions by interactions between integgtaub-systems. On the other hand,
if customer needs can be satisfied by current taolgy, vertical integration is
inefficient. The cases of Delta and Theta do npipsut Christensen (2001) argument
because they addressed more on cost perspectiwevidn both of them also depend
on the upstream firms to strengthen their competi@ss by innovative activitiésIn

other words, they do not completely contradict €tensen’s (2001) argument.

4.3.3 The influences of the competitive context

Porter (1990; 1991) argues the origin of compedidvantage is not merely within
the organisation and may be the local environmeniiich the firm operates. A
similar argument was proposed by Porter and caliedyt using a different term, the
competitive context, instead of the local environim@orter & Kramer, 2002; 2006),
maintaining that firms can strengthen their contpetiadvantages by improving their
competitive contexts. Porter (1990; 1991) idengiffeur broad determinants of the
local environment: factor conditions, demand caodg, related and supporting
industries, and context for strategy and rivaleyited as Porter's diamond framework.
First, factor conditions refer to the availabilby high-quality inputs such as human
resources and financial capital. Instead of gersemlfactors, Porter focuses on
specialised factors that meet the needs of speaifitistries. Second, demand
conditions concerns the volume and characteristidscal demand, which shape the
sophistication of products and services and imprear@ of quality over time. Porter
suggests that demanding home customers may playrdiee as a trigger for
competitive success in the international marketsirdl related and supporting
industries refer to suppliers of upstream compaemt machines and service
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providers. Porter addresses those that can berabéelin the supply chain and
stimulate innovation in the industry. Fourth, comtior strategy and rivalry concerns
the presence of local competitors that could suppoprovement and innovation
through vigorous competition. Porter emphasisedrtiportance of information flow
and incentives that encourage competing firmsde far enhancing competitiveness.
In this regard, the government plays an importate in shaping the competitive
context by means of its competition policies, imthg protection of intellectual

property, transparency in government operations pgromotion of investment.

In particular, Porter (1991) argues that the coitipetcontext may determine
how activities are organised, which results in d@wement and accumulation of
unique combinations of resource or capabilitiesndde the competitive context
provides opportunities for competitive success é&nts need to recognise and
respond to them appropriately. It could be argueat & strategy is how a firm
configures its activities in order to achieve swssgenhile properly identifying and
responding to the potential in the competitive eaht This four-determinant
framework of competitive context can be used tolymeathe activities and their

drivers of the case companies described in thaqus\subsection (see Table 4.3).

Factor conditions

The driver of economies of scale could be explaeethe response of firms to factor
conditions. Due to having access to substantiahitral capital, Alpha could afford to
engage in rigorous R&D activities and reliable newwduct development, and Delta,
Epsilon and Zeta have significantly expanded tpeaduction capacities. All of them

are listed companies and have successfully raigadkfin the financial market.
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Another driver related to factor conditions is geqquic location. For instance,
Eta established and relocated their factories grs®eas in order to take advantage of
geographic location for access to cheaper labonoti#er case is Beta, which utilised
its global networks to hire talented staff from twerld markets. It is different from
Porter’s (1990; 1991) argument that high-qualityl @apecialised inputs need to be
locally based. Both Eta and Beta exemplify thespanses to lack of human resources
in the local market. In brief, each firm could fiad appropriate way to respond to the

availability or shortage of inputs, rather tharildeling a mechanistic approach.

Demand conditions

There are three drivers related to demand factidhg. first driver is cumulative
organisational learning. Alpha and Gamma accumdiltiteir skills and knowledge in
order to satisfy the particular customer needsiefitly and effectively. Both of them
focused on customer services, improvement of exgjgdroducts, and introduction of
new products. On the other hand, Zeta developetedsnology in production for
improving product quality that met customer requieats. The second driver is
linkage between activities, including Epsilon andpida. Both companies integrated
R&D into their marketing and sales activities imer to compete against their rivals.
Epsilon used the patents, acquired as the resuttew R&D efforts, as a defensive
strategy to prevent rivals from taking legal actiorgarding intellectual property
protection. Kappa utilised its R&D activities as nkgting weapons to compete over
its rivals. Both companies demonstrate that coripetistimulates innovative
activities that may benefit customers. Moreovemé also benefit from competition
if they can distinguish these opportunities fronarmdpes in the environment and take
appropriate actions. The third driver is geograpboation. Beta and Theta have been
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successful by serving their customers through tivastages of geographic proximity.
In summary, all firms discussed above demonstridigidthey effectively responded to

sophisticated and changing customer demands.

Related and supporting industries

The driver concerning related and supporting indestis the degree of vertical
integration. Both Delta and Theta demonstrate ttesponses to inefficiencies of the
supply network based on arm's length relationship®y internalised upstream or
downstream firms in order to economise transaatasts. On the other hand, Eta and
lota formed efficient supply networks based on arl@hgth relationships, which were
examples of non-integration that created competisuccesses (see quotations in
Subsection 4.2.3). Nevertheless all of them dematest their appropriate responses

to the different situations of related and suppagrindustries.

Context for strategy and rivalry

The driver of the timing to market entry was theule of responding to context for
strategy and rivalry, including Beta, Gamma, andh.loThese companies took
advantages of the timing to market entry and hesd-fnover advantages. However,
they faced different competitive environments. Biteused on a niche market, of
industrial computers, which was ignored by mostalofirms in the mid-1990s.

Gamma sensed the potential and decided to entéextiook market as a pioneer as
the government gradually deregulated the textbewkistry in Taiwan from 1989

onwards. lota built up a technical team that cadtth up with an emerging market
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of dyeing and arranging cloth in the mid-1980s. Ttee companies had

appropriately identified the market opportunitiesl aesponded to them effectively.

4.3.4 Configuring activities as responses to the mpetitive context

This section addresses the question of how a foihieses its positional advantage.
From the empirical findings of this study, all respents revealed that their
competitive advantages were influenced by bothvitiets and drivers (see Table 4.3).
The results support Porter’s (1985; 1991; 1996ument that strategy is doing
something different from rivals, and the distinetigtrategic choices of activities,
together with their drivers, provide the firm wisldlvantages against competition. In
contrast to the resource-based view, the actiwilgitpn view focuses on strategic
choices of activities per se, rather than choidesesources. Moreover, to achieve
competitive advantage, coherence among activinesdaivers is vital. It is needed to
balance different drivers across different actatiwithin the organisation (Porter,
1985; 1996). For example, the driver of economiescale may negatively impact on
the driver of location regarding transportation tsofocal cluster vs international
dispersal). Sheehan and Foss (2007) emphasisent@exity of managing activities
and drivers which are difficult to imitate, for tasice, the unique linkages between

activities by Epsilon and Kappa in this study.

Porter (1996) describes the coherence betweentasiand the firm’s strategic
position as ‘fit', which determines the efficiencgnd effectiveness of the
interconnected activities of a firm. He identifigsee types of fit. The first-order fit
refers to harmony between each discrete actiaityl the whole strategy. The

second-order fit indicates the situation wherev#iets strengthen each other. The
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third-order fit is optimisation of effort. Fit beeen position and activities requires
significant trade-offs. As the CEO of Beta put“iBtrategies, from Michael Porter’s
point of view, is actually about learning what notdo instead of learning what to do,
fully utilising your resources and maximising therec of your competitiveness,

instead of thinking whether to go after what otheople have already dorie

The empirical data reveal that resource advantadgepasitional advantage are
interdependent. First, a firm's resource portfoBbould be consistent with its
competitive strategy, reflecting cost advantag&emdintiation or focus. Second, a
firm’s activities and drivers reflect its resportsethe competitive context, including
factor conditions, demand conditions, related amgperting industries, and context
for strategy and rivalry. This supports Porter'991) proposition that competitive
context can shape the competitive success of a Moreover, as discussed above,
each driver is not necessarily creating positive nagative effects, such as
geographical location or degree of vertical intéigra Firms need to consider the
specific situation they face. This logic is alsmsistent with the discussion above that
to achieve competitive advantage, the firm needshimose a unique collection of

activities that fits both internal and external konments.

The above discussion generates the subsequentsgropo

Proposition 4.2: A firm may achieve its positional advantages, basada

collection of strategic activities responding te @dompetitive context.
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4.4 Towards an integrative approach

From the empirical findings of this study, it coulet argued that each view of
competitive advantage only explains a part of tHele. None of them can fully
describe the overall phenomenon displayed by tee fiems. As stated in Chapter 2,
there is debate regarding the resource-based vezsus the activity-position view.
However, some common ground still exists betweemth~or instance, Porter (1991)
argues that competitive advantage stems from thgpetitive context that shapes a
firm’s strategy, determining how its activities aveganised and linked and how the
resources are configured. One of the four compaenehtthe competitive context
proposed by Porter (1990; 1991) refers to factonddmns, which emphasise
specialised inputs. This is typically compatiblelwhow firms deploy their valuable,
rare, and difficult to replicate resources as sstggk by the resource-based view
(Barney, 1991; 2001b). Similarly, another componeot the competitive
context—related supporting industries—concerns loi@paand locally based
(especially clustered) suppliers. This is in linghwhe relational view, arguing that a
firm’s critical resources can be created beyondra’s boundaries and the networks
or alliances can thus generate relational advastédger & Singh, 1998; Lavie, 2006;
Hervas-Oliver & Albors-Garrigos, 2009). In partiayl Porter argues that performance
differences among firms “are partly a function oamagerial choices, differential
rates of resource accumulation, or chance” (1991;1p). It could be argued that a

firm achieves its competitive advantage througlinlvesources and activities.

In the literature, there are quite a few reseasclegue for integrating the

resource-oriented and activity-oriented approachesexample, Porter states, “If you
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could hook the resource-based view to the valuencha strategic choices, and
ultimately to profit, then you could build a morebust role for resource/capability
thinking” (Argyres & McGahan, 2002, p. 50). Ray &t acknowledge the role
activities play in creating competitive advantageshying that: “Activities, routines,
and business processes are the mechanisms thrdugh regsources and capabilities
get exposed to market processes where their udimalue and ability to generate
competitive advantage are realised” (2004, p. S8Geehan and Foss (2007) suggest
that the resource-based view and the activity-mosiiew are complementary. They
argue that, on the one hand, the weakness of asismsipn factor markets (i.e.,
homogeneity of factors) proposed by the activitgipon view can be improved by
the resource-based view; on the other hand, iratust the activity-position view
could unravel the criticism addressing the staature of the resource-based view.
Stoelhorst and van Raaij (2004) suggest that brgighe gap between the two
perspectives may be achieved by understandingdleeof process efficiencies in
transforming unique resources into positional athges in order to explain

performance differentials.

It is clear that the theoretical framework of thtady (Figure 3.1) fits well with
the empirical results. From the discussion in thevipus two sections, the source of
competitive advantage can be better understooddxyrporating both resource and
positional advantages. Firstly, resource advantafesfirm are based on its strategic
resource portfolio. Individual strategic resourt@na is not enough to create a unique
advantage. The resource-based, the relationalthenstakeholder views help explain
how a firm builds up its resource advantages, ab e them emphasises different

types of resources. Strategic resources of cas@amies were purchased from the
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markets, built up within the organisation, genetatsy alliance partnerships, or
created by other channels. The notion of strateggource mix emphasises resources
from multiple sources, rather than an individuak.oiccording to this logic, the
source of competitive advantage of a firm is basadits capacity to utilise and
combine the strategic resources acquired or acatetilfrom multiple channels
(Lado et al., 1997; Sanchez, 1995; 1997). Henae rékource-based, the relational,
and the stakeholder views contribute to our undashg of resource advantages, as

each of them emphasises different types of ressurce

Secondly, a firm may achieve its positional advgesa by providing its
customers with lower cost or better-value proddicteugh its activities and drivers.
This study found strong evidence in support ofdbivity-position view. In particular,
strategic activities of case companies were regsons the competitive context,
including factor conditions, demand conditions,atetl supporting industries, and
context for strategy and rivalry. The case compmarnre this study revealed two
distinctive features. One is that the ways in whielse companies responded to the
competitive context were not limited to local proxtiy only, but also included global
context, for example, Beta and Kappa’s responseégiteand conditions. The other is
that drivers are not one-directional only. The sairieer could be positive for one
company but negative for another, for example, dagree of vertical integration.
Firms need to identify the opportunities and resbtm them appropriately (Porter,
1991; Sheehan & Foss, 2007). As Porter (1991; ) ddt it: “Firms must understand
and exploit their local environment in order to iaele competitive advantage.” In this
regard, the activity-position view contributes torounderstanding of positional

advantages.
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Thus, competitive advantage comes from a firm'ouese capacity (superior
resources, unique capabilities, and solid relatigpg® and a mix of activities/drivers
that respond to the competitive context. The irgege approach of the theoretical
framework proposed in Chapter 3 of this study hesnbsupported by the empirical

findings of this chapter.

The following proposition is generated from the \ebdiscussion:

Proposition 4.3: Competitive advantage includes both resource athges and
positional advantages; firms could achieve competindvantage by developing a

superior resource portfolio or smart collectionadftivities or both.

4.5 Conclusion

This chapter sought to examine the source of cadtiygetadvantage from an

integrative approach. The empirical results of thtisdy supported the concept of
competitive advantage that encompasses both res@mnd positional advantages.
Resource advantages come from an effective res@anttolio that contains various

strategic sources. Strategic resources includeetraxjuired from the markets,
internally built or possessed by the firm, genatateough strategic partnerships, or
created by other channels. Positional advantagastneot only from resources but
also from activities and their drivers. Moreoves, suggested by Porter (1991), a
firm’s competitive context shapes its competitivdvantage; on the other hand, the
firm can seek to influence the competitive contéxtenhance its competitive

advantage. Thus, the origin of a firm’s competitagdvantage includes its resource
capacity (superior resources, unique capabilitees] solid relationships) and its
activities that respond to the competitive context.
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The resource-based, the relational, and the agcfpasition views look at the
source of competitive advantage through differensés, and each of them reveals
only a part of the story. It is necessary to moegdnd these individual views in order
to explain the source of competitive advantageehetthe integrative approach of the
theoretical framework proposed in Chapter 3 of #tsdy was supported by the
empirical findings of this chapter. This pave theywto suggest a stakeholder
approach to competitive advantage in the next enapiecause there are critical
stakeholders involved in a firm’s source of comipeti advantage including both the

resource capacity and the competitive context.
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competitive advantage

5.1 Introduction

This chapter addresses the first research quesimn:does stakeholder management
influence the source of competitive advantage? tAged in Chapter 2, stakeholder
management refers to managing stakeholders in tersgsc way, which is a
stakeholder approach to strategic management (reeb®84; Freeman & McVea,
2001). There are several scholars who maintain #takeholder management
contributes to value creation and organisationallthe For example, Post et al. (2002)
argue that a positive relationship exists betwetakeholder management and
organisational wealth. Freeman and his colleagueghasise that the essence of
stakeholder management is to view the relationstbpsveen a firm and its
stakeholders as a network for creating value (Wdreet al., 2003). The notion of
stakeholder management involves two important ssfilsst, the purpose of a firm’s
existence is to create wealth for benefiting alitefstakeholders; second, managers
should perform their role so as to offer the gretateenefit to each stakeholder
involved (Boatright, 2006; Freeman, Wicks & Parma@04). In line with this
thinking, stakeholder management is compatible wiitle concept of gaining
competitive advantage, and addressing the isstmwfto maximise value creation.
However, the literature rarely discusses how stakign management contributes to

competitive advantage in the process of value icreat

In Chapter 4, the source of competitive advantags analysed in terms of two

important aspects: resource advantages and p@igolvantages. This chapter goes

173



Chapter 5: Stakeholder management influences on smes of competitive advantage

further in examining how stakeholder managemenuanices a firm's source of
competitive advantage in terms of those two asp&sgarding resource advantages,
a range of stakeholders can be resource providergell as catalysts that facilitate
generation of resources (Harrison & St John, 18®é&t et al., 2002). In this respect,
stakeholder management is crucial for a firm tddoan effective resource portfolio,
as stakeholders closely related to the multiplecsiof resources. Besides, a firm’s
strategic activities involve critical stakeholdexs well. The competitive context in
which a firm operates is composed of various stakkgns (Harrison & St John, 1997;
Post et al.,, 2002), which can shape the competdadsantage of the firm (Porter,
1991; Post et al., 2002) and be influenced by itine fPorter & Kramer, 2002; 2006).
Hence, this chapter examines how a firm may gampaiitive advantage if it could
respond to or improve its competitive context byprapriately managing its
stakeholders. It is appropriate to assert thatdoempetitive advantage to occur,

stakeholder management needs to be an integrabfdausiness strategy for the firm.

The objectives of the chapter

This chapter examines how stakeholder managemewntimiiaence the source of

competitive advantage. There are two questionsatidbe addressed:

e How may stakeholder management affect a firm'sussoadvantages?

e How may stakeholder management affect a firm’stposl advantages?

Theoretical framework

This chapter uses the analysing framework suggést€tapter 3 (Figure 3.1), which

is the stakeholder view linking three perspectioéscompetitive advantage—the
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resource-based, the relational, and the activigitipm views. Following a similar
approach to Chapter 4, competitive advantage idyseth in terms of resource
advantages and positional advantages, and the esowfc competitive advantage

originate both within the firm and in the compeficontext.

This chapter is organised as follows. First of #tie possible roles which
stakeholders may play in influencing resource athges are analysed. Next, how
stakeholder management influences a firm’'s postioadvantages is discussed.
Finally, a discussion of the stakeholder view ofmpetitive advantage and the

conclusion of this chapter are presented.

5.2 Stakeholder management influences on resourcdwantages

This section addresses the question of how statehohanagement affects a firm’s
resource advantages. Before answering this questiere is a need to understand the
roles that stakeholders may play in the procesalfe creation, especially, regarding
how to build an effective resource portfolio. Instistudy, the attention is focused on
critical stakeholders that were defined in thisdgty-‘those who have resources,
vested interest, power or other influential factdisat are critical to a firm’s
competitive strategy or strategic decisioiis notion is expounded by Kochan and
Rubinstein’s (2000) study on the Saturn Corporatiwhich views stakeholders as
those who (1) provide the firm with valued resosic€) have some interests that
may be influenced by the success or failure offitme or by their relationship with
the firm, and (3) are able to exert influence oa fihm by power or other means. As

stakeholders include different groups with variousrests, scholars tend to classify
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them into several different categories. For examgdestated in Chapter 2, Post et al.
(2002) used three dimensions to classify staken®ideesource-base, industry-

market, and social-political terrain.

Findings from the interviews in this study revdattfirms are mainly concerned
with the specific stakeholders. Among all stakebodd it showed that the most
important stakeholders reported by case companas wanagers and employees,
shareholders and investors, banks, customers, istgpbtrategic partners, media,
local communities and civil society. Consideringddan & Rubinstein’s (2000)
definition and Post et al.’s (2002) categorisatistgkeholders play two roles in
influencing a firm’'s resource advantages. Firsitksholders are resource providers
who supply valued resources to the firm. Secorakes$tolders are catalysts that may
facilitate generation of valued resources. Corredpw to the resource portfolio
discussed in Chapter 4, stakeholders who proviéefitim with resources can be
classified according to Lado et al.’s (1997) tymplaf resources: acquired from the
markets, built within the organisation, or geneddtg inter-firm relationships. For the
resources acquired or generated from other chgrstaleholders are catalysts rather
than resource providers. The empirical results {&d#e 5.1) that confirm the above

categorisations are discussed as follows.

Resources acquired from the markets

In this study, valued resources acquired from tleekets include human resources
and financial capital. Stakeholders in this catggmiclude managers, employees,
shareholders or investors, and banks. For exarfiptes regard employees as one of

their valued resources and they should devote raffolt to acquire them from the
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Table 5.1: Empirical findings: Stakeholder managemst and resource advantages

Case Stakeholders as resource providers/e influencers
company) pmarket: employeeiInternal:employee|  Relational: Symbolic/
and shareholders and managers | strategic partners idiosyncratic: local
communities, civil
society and othersg
Alpha  |eproviding good |e promoting a e providing e promoting a cultur
working continuous comprehensive | of integrity and
condition improvement customer servicescommitment
e establishing and| culture and e integrating
maintaining a encouraging customers into
good corporate | learning new product
governance development and
system product
improvement
Beta etaking care of |eproviding e involving e commitment to
employees ina | training and strategic partners CSR
long-term base | development in innovation,  |e promoting a cultur
(e.g., training, programs for new product of ‘CARFE’
development and employees such| development and
promotion); as supporting marketing
e establishing and| tertiary education
maintaining a |e employing an HF
good corporate | software for
governance training and
system management
through
encouraging
learning
Gamma |e providing good |e encouraging staffe involving e commitment to
working participating in | customers in neyw CSR
condition and various sport product
training, activities which | development and
development and strengthen staff’'s providing them
promotion capabilities. with training
e providing programs
training and e cooperating with
development strategic partners
programs in exploring the
including tertiary] Chinese market
(MBA) education
Delta e providing good |e providing e involving e commitment to
compensation employees with | strategic partners environmental
and working training and in innovation, protection
condition development new product e promoting a cultur
e establishing and| programs development and of integrity and
maintaining a including marketing commitment
good corporate | supporting
governance tertiary education
system (MBA) programs
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Epsilon |ecommunicating |e providing e involving e commitment to
with institutional| employees with | strategic partners CSR, sustainability
investors training and in innovation, and being a green
periodically, e.g.] development new product company
press conference programs development and
& release, and |e providing staff marketing
seminars. with a healthy

e providing wages| environment that
above the allows internal
industry level, competition
offering training e commitment to
and developmen green products
job rotation and | and green supply
promotion from | chains
within

e establishing and
maintaining a
good corporate
governance
system

Zeta e offering a e providing e involving e commitment to
reasonable profit comprehensive | strategic partners CSR
sharing scheme | training and in innovation, |erespecting
and providing development new product stakeholders and
good working programs for development and promoting a good
conditions employees marketing reputation for

e communicating |e linking incentive integrity and
with investors system to the transparency
through various | concept of
channels and value-added per
offering quick employee to
responses. promote

e establishing and| productivity
maintaining a
good corporate
governance
system

Eta e providing good |e providing new |e sharing e commitment to
working visions to the information and | CSR
condition, e.g., | employees and | developing new
good hygiene encouraging staff products with
system and to learn new strategic partner
work-life balance business and working

e establishing and| opportunities together for
maintaining a specific overseas
good corporate ordersin a
governance systematic way
system

Theta |eproviding good |eproviding staff |einvolving e commitment to
working with various strategic partners CSR
conditions training and in innovation,

development
programs to
support their

learning

new product
development ang
marketing
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lota e Offering a fair  |e sponsoring staff |e involving e commitment to
employee to participate in | strategic partners environmental
incentive system programs offered in innovation, protection
e establishing and| by professional | new product e promoting a cultur
maintaining a institutions development and of integrity and
good corporate | including niche markets commitment
governance technical
system innovation, new
product
development and
marketing
Kappa |eproviding good |e providing e cooperating with|e commitment to
working employees with | upper stream and CSR
condition and various training | lower stream
training, and development partners for joint

development
e offering stock

programs to
support their

development of
new products an

o

options, technicg learning services for nich
shares to markets
employees

labour markets. The empirical results support drigument, as the CEO of Delta
stated: To our employees, our tradition is treatment wikpgect and promotion from
within; moreover, we also support tuition fees of staff for post-graduate studies on
a case- by-case basisin addition, the senior manager of Epsilon offérsimilar
evidence by pointing out thatOur wage level is always above the industry lemel i
order to attract good employees; in addition, ...emrdevelopment and opportunities
of promotion are very important to retain our staimilarly, the senior manager of
Zeta argue: To retain our employees, our company offers a nealle profit sharing
scheme to reward those who contribute to the sgsookthe organisation ... It is also
important to provide our staff with good workingnditions” These examples
illustrate that they recognised employees as atistakeholders and support Ackers’s
(2002) suggestion that considers the interests oitipte stakeholders in human

resource management policy.

Furthermore, the CEOs and senior managers whocipatid in this study
acknowledged that there was a trend in involvingleyees as critical stakeholders
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for consultation and bargaining, due to the emergiower of trade uniorfs.
Nevertheless, they emphasised employees were vedgedrces and were vital to the
firm’s success or failure, which reflected an instental approach to the stakeholder
perspective (Jones, 1995). This view is also somaéwh line with the studies on

strategic human resource managenfévitight et al., 1994; 2001).

This thesis does not discuss the debate over sharesoldgsus stakeholders'
interests in detail. However, it is worthwhile tote that shareholders are providers of
financial capital, which is an important resourcer fall firms. Although the
shareholders versus stakeholders debate is a piot ito the corporate governance
literature (e.g., Letza, Sun & Kirkbride, 2004; hic 2004; Smith, 2003; Vinten,
2001), the importance of financial capital as auedl resource seems to be
disregarded in studies on competitive advantagenar€ial capital is not
heterogeneous in nature, but it is an indispensagtedient of the resource portfolio.
In particular, from the interviews of the senior magers of Epsilon and Zeta, it
appeared they treated shareholders as investtingr than owners. In other words,
they were relatively more stakeholder-oriented tBhareholder-oriented. Moreover,
the strategy of the firm would determine what resewshould be acquired and what
advantage will be generated (Porter, 1991). Aedtat Chapter 4, both Epsilon and
Zeta relied on huge financial capital, togetherhwiiecessary human resources, to
expand their production capacities in order to tere@onomies of scale. Hence, both
companies actively engaged their shareholdersfioresand successfully raised
financial capital they needed. The senior managerEpsilon asserted: We
communicate with our institutional investors peraadly, such as press conference,

press release, investor seminars, direct dialognd ao on, to let them know our
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strategic plan and current operation; transparensya very important policy of our
organisation and we continuously provide current dature investors with relevant
information” Similarly, the senior manager of Zeta stated:thAs a listed company,
shareholders are crucial to us because we needite mew capital from the public
frequently ... We communicate with our investorsughodifferent channels and we
respect their opinions or comments on our businkgsquick responses and

transparent informatiori

Although a firm’s investor relation strategies abile a response to stakeholder
pressure (Rao & Sivakumar, 1999), the empiricalltesupport the argument that a
systematic investor relations scheme as an intggralof a firm’s strategy would help
gain competitive advantage (Dolphin, 2004b). Theyaso in line with the argument
that firms gain competitive advantage from bettearicial reputations (Rindova &

Fombrun, 1999).

The above examples demonstrate that actively magagakeholders, such as
employees and shareholders, helps firms acquiteeglalesources from the markets or
preserve the resources acquired. The stakeholdeageeent approach indicates that
firms tend to build long-term relationships withethresource providers. Moreover,
non-price factors play an important role in theskatronships (Mahon, Heugens &

Lamertz, 2004).

Resources built or accumulated internally

Another source of resource advantage comes froouress or capabilities developed

internally (Amit & Schoemaker, 1993; Dierickx & Cpdl989; Mahoney, 1995),
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including unique technology, sound production psses, superior organisation
culture, or innovative ability. Capabilities embeddn human capital are more likely
viewed as a source of competitive advantage dukeio social complexity (Barney,
1991, Carpenter, Sanders & Gregersen, 2001). Stidesis in this category include

managers and employees.

The empirical findings of this study show that céisms treated their managers
and employees as important stakeholders and stalehmanagement facilitated
capability building. For example, this view was paged by the CEO of Beta who
stated: YWe promote our company as a learning organisatidrgining and
development is crucial for our company to accunaulaiir capabilities and face a
changing environment and | believe that is why \aa perform better than our
competitors’ It was also confirmed by the senior manager péien and he said:
“We provide our staff a healthy environment in whesleryone can grow through
constructive internal competition ... Through traiginand development, job
rotation ... our staff can strengthen their capal@btand become the important assets
of the company . This view was further supported by the senior agar of Theta:
“As a learning organisation in a changing environtmeontinuous improvement is
our objective all the time and we provided our esgpks with all kinds of training
and programmes to support them, which not only eodd our productivity but also
increased our employee satisfaction ... It can blectfd by our success of ISO 9001

and 9002 certifications achievéd

The above examples demonstrate that, with appteptakeholder management
activities, firms can develop superior capabilitieat enhance their competitiveness.
Additionally, Beta and Theta both highlighted tlaetfthat they regarded themselves
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as learning organisations, addressing the impagtah@daptation to change. This is
also consistent with the dynamic capabilities pecsipe (Eisenhardt & Martin 2000;
Teece et al.,, 1997). However, employees may inerdasir bargaining power and
weaken the firm’s competitive advantage owing wrtinformation asymmetry, high
costs related to replacing them, and the sociatalagssociated with them (Blyler &
Coff, 2003; Coff, 1999). This creates an issue ofvhto balance the multiple

stakeholder interests of an organisation.

Resources acquired or generated by inter-firm partnerships

Another source of resource advantage stems froouress acquired or generated by
inter-firm partnerships (Dyer & Singh, 1998; Iretaet al., 2002; Lavie, 2006).
Stakeholders related to this category include egratpartners (including suppliers,
customers, and other organisations) who have éstall partnerships with the focal
firm. The empirical results of this study show tinater-firm partners are important
stakeholders, and stakeholder management helpsaadfhiring or generating valued
resources. For instance, Alpha and Gamma vigoronsgbived their customers in the
development and introduction of new products, basedhe strategic partnerships

with the customers. As the CEO of Alpha confirmieid airgument by stating that:

We provide the best services and training programtaeur customers, we have
continuously improved and upgraded our productsoadiag to customers’ feedback
and involved them in our product development alentp their growth; we even
extended our products and services as our customenrsed their operations from
Taiwan to overseas markets such as China ... We ainbuilding strategic

partnerships with our customers
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This was further supported by the CEO of Gamma winaintained: We
endeavoured to establish a close relationship with customer ... We involved them
in new product development and pilot use of nevdywrts; we also provided them
with a wide range of training and development pesgmes and got very good

feedbacK

In addition, Eta, lota and Kappa successfully laged their complementary
resources and capabilities with their strategi¢reas to support each other in order to
create competitive edges and explore internatiamakkets. The collaborative
relations not only reduce the uncertainty of theimmment (Kraatz, 1998; Barringer
& Harrison, 2000), but also enhance competitiverigsgenerating relational assets
or leveraging capabilities. For example, the CEOEbA stated: The strategic
partnership between us was formed by a long-tertatiomship: we shared our
information, we worked together for specific ovasserders in a systematic way, and
we developed new products collectively; togetheh wheaper transportation costs
within the island (Taiwan), we have created and auwstrong business model for many
years” This was also confirmed by the CEO of lota agpheit: “The supply network
is based on a long-term relationship and it needsual trust among ourselves ... We
share our information regarding market price, pratiulesign, production, capacity
and quality control systerh Similarly, the CEO of Kappa pointed out that\é
co-operate with our upper stream and lower streartners in joint development of
new products and services for a niche market, whiels experienced a great

competitive success

The above examples demonstrated that active stilehmanagement support
firms in acquiring or generating resources throatflance partnerships. The essence
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of stakeholder management regarding inter-firm r@aghips is to pursue common
goals by way of partnering activities, which may the source of competitive
advantage (Ireland et al., 2002). A stakeholderregagh to inter-firm partnership
exhibits a strong collaborative relationship betwediiances (Harrison & St. John,

1996).

Resources built or generated through other channels

Apart from the resources discussed in the prevsolisection, stakeholders also have
influences on symbolic or idiosyncratic resourcAsfirm’s stakeholders comprise
different internal and external constituents. Altgpb some stakeholders may not
provide resources directly, they are catalysts ioddances that may facilitate or
impede the generation of valued resource. For nestacapability building is not
limited to activities within an organisation. Apdrom relational capabilities which
can be generated by inter-firm partnerships (Dy&iggh, 1998; Ireland et al., 2002),
as discussed earlier on, engaging multiple stakleh®l may enhance a firm’s
capabilities (Rodriguez et al., 2002; Svendsen &drge, 2005). For example, the
CEO of Gamma argued: “...enalso sponsored and participated in many sporhesye
such as triathlon, swimming and cycling ... theseviigts not only increased our
reputations and corporate awareness but also stieged our staff's capabilities,
such as problem-solving and perseverance, in alypigbmpetitive environmeiit

This was confirmed by the senior manager of Epsilon

Green product and green supply chain has becomemgoritant subject in this
industry and we have committed to change our misdsed focus more on green

competitiveness by integrating environmental ptdec into our strategy and
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operations ... The ‘Green Solutions’ initiative wowdhance our capabilities and
lead to improved productivity, better supply chaerformance, and higher level of

customer satisfaction

Both Gamma and Epsilon demonstrated that stakehatdiision could be a
factor strengthening their capabilities and contpetness. This is also consistent
with Ayuso et al.’s (2006) argument that stakeholdegagement encourages the

obtaining of knowledge and innovation capabilities.

Moreover, interviewees of this study illustratedwhdirms benefited from
stakeholder management as it could help estabdightations through co-operation
with multiple stakeholders, including local commtigs and civil society. Corporate
reputations can be regarded as a kind of orgaorsatiidentity, which signifies
external stakeholders’ overall interpretationshaf trganisation (lllia & Lurati, 2006).
Reputations facilitate the firm in acquiring resoes from the factor markets. The
CEO of Beta stated\We established a foundation holding a variety @it events,
covering education, the disabled, humanity, anebisa.. We believe we should give
something back to the community and our employegshareholders must be proud
of us and work together with .UsMoreover, reputations help generate brand
awareness for marketing. As the CEO of Gamma ptWé have funded many sports
activities and we have encouraged our staff toipgdte in various sport events. Our
company has frequently been the largest particigagroup ... It improved our brand
awareness.”Furthermore, a good image would benefit a firm'saedlepment of its
strategic partnerships or other relationships. $&eior manager of Zeta supported
this argument by saying that6llowing the philosophy of our parent company, we
respect our stakeholders and have a good reputdtiomtegrity and transparency ...
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It helped us to establish relationships or strategartnerships with other companies ... it
also helped us recruit good peogl®©n the other hand, failure to manage stakeholders
well may impede resource advantage as resourceidprsvunwillingly develop
relationships with the firm. Creating reputatiossan indispensable part of strategic
management because firms need symbolic assets han&n their competitive

advantages (Ravasi, & Rindova, 2007; Rindova & Famp1999).

In short, each of the case companies interviewedisnstudy required a resource
portfolio to support its resource advantages. @llealed that their resource portfolios
comprised market, internalised, relational, and lsglic and idiosyncratic resources
as (Lado et al., 1997) suggested. For the purpbseveloping an effective set of
resources from multiple channels, they need to gmgal stakeholders who are
resource providers or facilitators. This is coreistwith the argument that advocates
building stakeholder partnerships to ensure theplgupf resources (Andriof &
Waddock, 2002; Harrison & St. John, 1997; KochanR&binstein, 2000). In
particular, the stakeholder view emphasises relakipps, which could effectively
achieve organisational wealth (Leana & Roussead);2Rost et al., 2002), instead of
transactions. A transaction generally means a shoror even one-time deal; whereas
a relationship suggests a long-term, continuous catlaborative connection. In other
words, no matter what kind of channel the resouraes from, the concept of
relationship applies. The long-term nature of telatrons between the firm and its
stakeholders was clearly indicated by all CEOs ssrdor managers who participated

in this study.

The resource channels include different modes: etatkerarchies, networks
and others. Transaction costs could be an impoftemor that determines a firm’s
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decisions in choosing the appropriate mode to aeqgts resources (Pitelis, 1998).
However, Pitelis and Wahl (1998) argue that follogviPenrose’s (1995) view, some
valued resources are “tacit, socially complex apeécsic knowledge developed
within the firm” (p. 256), which are not availalie be acquired in a market setting,
regardless of cost issue. Besides, as discussédreaome resources can only be
acquired from inter-firm relationships. In other nds, firms need to acquire their

resources from multiple channels, rather than glsione.

Moreover, Post et al. (2002) argue that all stalddrdinkages in a firm should
be treated as part of a single network. They furtuggest that a positive-sum game
between the firm and its stakeholders is achievabl® competence in stakeholder
relations can be considered as a source of convgetitivantage. Following the tacit,
socially complex logic, it could be assumed thas thompetence is a unique
intangible resource that meets the VRIN/O critesfathe resource-based view.
Moreover, from the examples provided above, it ddag concluded that stakeholder
management supports a firm’s capacity regardinglogment and deployment of its
resource profile. Furthermore, an effective reseuportfolio enhances a firm’s
strategic flexibility to cope with challenges irdgnamic environment (Sanchez, 1995;
1997). Thus, stakeholder management affects a dirsdurce of competitive

advantage through supporting its development afure® capacity.

The above discussion generates the following plitpos

Proposition 5.1: Stakeholder management contributes to a firm’'souece
advantages through supporting its development sduece capacity including market,

internalised, relational and symbolic and idiosyaiit resources.

188



Chapter 5: Stakeholder management influences on smes of competitive advantage

5.3 Stakeholder management influences on positionativantages

This section addresses the question of how statehohanagement influences a
firm’s positional advantages. It refers to two Bsua firm’'s activities and its
competitive context. According to the empirical dings presented in Chapter 4,
strategic activities and drivers significantly uihce positional advantages. There
were six drivers presented by the case companid¢isiostudy: economies of scale,
cumulative organisational learning, the timing tarket entry, linkage between
activities, geographic location, and degree of igartintegration. Based on the
analysis in Chapter 4, the empirical results a¢és@aled that the activities and related
drivers reflected a firm’'s response to the competitcontext, including factor
conditions, demand conditions, related and suppprindustries, and context for

strategy and rivalry.

Porter (1991) emphasises that competitive advantegebe determined by the
competitive context in which the firm needs to itlign and respond to the
opportunities properly. Moreover, Porter and Krai2002; 2006) maintain that firms
can strengthen their competitive advantages byawmipg their competitive context,
in terms of their corporate social responsibilitypbilanthropy. Collectively, it can be
argued that to gain competitive advantage, firmsukh not merely depend upon
strategies that respond to the environments as gigastraints; they could also try to

influence their environments or create new ones.

There are many stakeholders who are key playettseitompetitive context and
have the potential to impact on the competitiveaaudizges of firms. Therefore, firms

may compete against their rivals if they advaneeddmpetitive context by managing
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their stakeholders appropriately. As indicated loyt€r and Kramer (2002; 2006),
firms need to respond to the environment in a umiepay and fit their own strategy.
This suggests that firms may improve the competitoontext by stakeholder
engagement and thus achieve competitive advanidyes, Porter’s (1990; 1991)
four-determinant framework of competitive conteahde used to analyse how case
firms in this study respond to and affect their peftitive contexts through

stakeholder management (see Table 5.2).

Factor conditions

In Chapter 4, economies of scale and geographatitot were the drivers of the case
companies that responded to factor conditions. rEtevant stakeholders included
shareholder and employees. For example, Alpha,ldpsind Zeta had good track
records for meeting the expectations of their di@ders and took advantage of
economies of scale supported by financial capalthe other hand, Eta successfully
re-located its manufacturing activities but haduasuccessful experience due to their

failure to manage employees appropriately. As tR®©©f Eta put it:

We had an unpleasant experience when we establiahéactory in Latin
America ... We did not deal with the local uniond aetl they used their influence on
the union organisation in the US (AFL-CIO) and fmtcour US customers to suspend
their orders ... It was an important lesson learngdib that we must be careful not to

ignore some critical stakeholders

In addition, the case companies in this study dlgstrate how they improved

the supply of specialised inputs by stakeholderagament. For instance, Epsilon
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Table 5.2: Empirical findings: Stakeholder managemet and positional advantages

Case Stakeholders as driver/context influencers

compan : .
pany (Shareholders, employees, customers, suppliergrgoment agenes, and othe

stakeholders)

Alpha e meeting expectations of shareholders
e offering good customer services and engaging wigtamers
e offering various forms of IT training & educationggrams to the public

Beta e taking the opportunity of market potentials andamaging competition
e offering good customer services based on geographidmity

Gamma |etaking the opportunity of market potentials andamaging competition
o offering good customer services and engaging wiltamers
e conducting an extensive approach to training deraémnt for teachers

Delta e meeting expectations of shareholders
e improving related and supporting industries

Epsilon  |emeeting expectations of shareholders
e donating instruments and equipment to local unitiessfor research

e providing university students with internship opjpmities to gain work
experience

e integrating R&D into marketing and sales activitiesneet sophisticated
demand

e coordinating suppliers to improve efficiency anddoilitate new product
development

Zeta e meeting expectations of shareholders
e donating instruments and equipment to local unitiessfor research

e providing university students with internship opmities to gain work
experience

e coordinating suppliers to improve efficiency anddoilitate new product
development

Eta e providing university students with internship opjpmities to gain work
experience

e forming efficient supply networks with related asupporting industries to
serve a niche market

Theta o offering good customer services based on geographidmity
e supporting related and supporting industries -Rihefly Fund
lota e taking the opportunity of market potentials andamaging competition

e providing university students with opportunities gaining work experience

e forming efficient supply networks with related asupporting industries to
serve niche markets

Kappa e integrating R&D into marketing and sales activities

e improving the context for competition: cooperatimgh academia that had
great influence on it security specification arehstards

and Zeta required high quality and specialised humesources; both of them

collaborated with local universities in R&D by daimg instruments and equipment
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for research. Moreover, some firms provided opputies to university students for
gaining work experience before their graduationisTwas supported by the senior

manager of Epsilon who stated:

We have established university-business collabmmatiVe offered scholarships
and sponsored research equipment for two top usities ... We have also offered
about two hundred studentships for two months @h sammer vacation for the past
four years. According to the students’ specialmatand interest, we assigned them to
different departments and they could gain practizafk experience in our company.
The benefit is twofold. On the one hand, the stisdenould get to know us; on the

other hand, we may access to some good candidaégsoyees.

The CEO of Eta offered a similar view and saidMe‘ have frequently
communicated and collaborated with fashion andileextepartments of universities.
For instance, each year, we have held design ctsfes university fashion students
to encourage them to participate in this industrythese youngsters could be our

future employeesThe CEO of lota further confirmed this view andimted out that:

We have frequently provided opportunities for raldv parties such as
universities and the government as a demonstrdition... We joined with other firms
to offer education and training programmes for @mgity textile engineering students.
For instance, in last year, we offered sixty studem series of training programmes
for two months. They lived in our factory and lesdrthe practice ... The purpose of

these programmes is to provide a good environnzgrddmonstration teaching and
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cultivate the competitiveness of the Taiwanesaldextdustry ... the industry and
ourselves can benefit from these programmes asahéidates are more experienced

and knowledgeable.

The above examples illustrate that stakeholder gemant could improve the
supply of specialised inputs. This is because latalkets could not provide enough
of such inputs. According to Porter and Kramer @02006), firms may strengthen
their competitiveness by improving their factor diions. Epsilon, Eta and lota
reported that they gained advantages of recruitiiggp-quality staff through such

programmes, which were an important part of theman resource management.

Demand conditions

Three drivers related to demand factions were cativel organisational learning,
linkage between activities, and geographic locati@ustomers are the main
stakeholders related to demand conditions. For plgmAlpha and Gamma
accumulated their skills and knowledge by offeriggod customer services and
engaging their customers well. Epsilon and Kapptegiated R&D into their
marketing and sales activities in order to provitlere advanced new products. Beta
and Theta served their customers through the adgastof geographic proximity. All

of them knew and respected their customer needsvants.

Moreover, firms are able to improve demand condgjancluding both existing
and potential customers, through stakeholder maneage For example, according to
the CEO of Alpha, the company conducted many fasi3 training & education to
the public, including speeches, seminars, and reilea programmes. As the

participants involved both existing and potentiastomers, it helped advance the IT

193



Chapter 5: Stakeholder management influences on smes of competitive advantage

capabilities of local manufacturers, rather thaly as customers. Another example is
Gamma, which conducted a series of seminars fopatdieachers. Such activities
enhanced local teachers’ capabilities, which leadhbre sophisticated demands. As

the CEO of Gamma put it:

The current and potential customers are certaihly most important. They are
the ones that would use our textbooks, especially teachers ... We have also
assisted training development for teachers. We tedeamany free classes and
seminars for teachers ... Over the past few yeardiave held seminars that involved
120,000 people, and there are only 150,000 teacimef@iwan. Some of them have
attended the seminars more than once ... For exam@envited a president of a
museum, instructing the teachers how to guide stsd® visit a museum. Another
example was we invited an authority on Chinesetpajngiving teachers the ideas

about how to teach children to appreciate the nraspaintings.

In fact, involving customers in product improvemeahd new product
development can create value and benefit each, cdiner this approach has been
adopted by various firms (McPhee & Wheeler, 2006hBlad & Ramaswamy, 2004).
According to the CEOs of Alpha and Gamma, both cammgs faced strong
competition in the local market. They went furth@rengage with existing and future
customers well and continuously introduced new pet&l To involve stakeholders in
their new product development, not only made tbegtomers more sophisticated and
demanding, but also sharpened their own competiis® compared to their rivals.
Both of them have enjoyed great competitive sucaeesthe Chinese market by
leveraging their capabilities developed in the lonarket. The two examples support

Porter and Kramer’s (2002; 2006) contention thahdi are able to influence their
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demand conditions and, thus, gain competitive adpmn Case companies in this
study did not demonstrate the feature of indusiigter or local institutional systems
proposed by Porter (1990; 1991). However, they sile consistent with Porter’s

argument that the presence of strong and challgrigoal customers could stimulate

firms’ international competitiveness.

Related and supporting industries

The driver related to supporting industries wasdbgree of vertical integration. The
relevant stakeholders in question are supplierd/@arstrategic partners). As stated in
Chapter 4, the case companies in this study resgbtal their suppliers’ conditions
with different approaches. For example, Delta ahdta responded to inefficiencies
in the supply network and increased the degree esfical integration in their
operations. Alternatively, Eta and lota formed @éint supply networks with local
strategic alliances and created significant contigetisuccesses. In addition, firms
could improve their suppliers in related fieldsgluding both existing and potential
suppliers, through stakeholder management. For pbeargpsilon and Zeta promoted
co-ordination among their suppliers, including #&leaic integration, information
sharing, harmonisation of specifications, and cerapon in new product
development. Such efforts have dramatically impdothe productivity of the related
upstream industries and, thus, enhanced the campetss of both. As the senior

manager of Zeta stated:

We have endeavoured to integrate the informatiostesy among our
suppliers ... We have also promoted harmonisatiodesigns and specifications of

components and parts produced by upstream firmhig1industry. This effort has
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reduced production costs of the whole supply chdinthe industry dramatically.
Moreover, it also enhanced healthy competition dhds stimulated continuous

improvement among our suppliers, including our lacaals.

Theta illustrated a similar situation and supptréd improving related industries
is not just a kind of corporate social respondiilbut also can be a vehicle for

gaining competitive advantage. The senior manaig€heta pointed out that:

We sponsored the government to set up a credit agtee fund for
subcontractors in this industry. This programme bésctively supported those small
and medium sized subcontractors to get loans feir thperations if they could meet
the credit criteria ... This is a part of our actieis to give something back to the
community ... We also benefit from this programme@fave more options—more

solid subcontractor—to choose and reinforce theliguaf our products.

The CEOs of Eta and lota described their sucakssries of incorporating
efficient supplier networks. They illustrate thetgratial advantages of partnerships
between firms and their suppliers; thus, the tdskanaging supplier relationships is
a crucial factor that determines a firm’'s successfalure (Li, Ragu-Nathan,
Ragu-Nathan& Rao, 2006; Saccani & Perona, 2007yedeer, the above quotations
demonstrate that improvement in supplier conditiomsd be a source of competitive
advantage (Porter & Kramer, 2002; 2006). These casganies somewhat supported
Porter’s (1990; 1991) propositions that emphadis¢ the competent local suppliers
should be clustered. One reason could be that faisva relatively small island and
an efficient transportation infrastructure exidts)s, transportation costs are not so

significant.
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Context for strategy and rivalry

The driver related to context for strategy andIrivavas the timing to market entry.
The main relevant stakeholders are the governmeatsexample, Gamma identified
the opportunity in the deregulation of the textbowmlarket and responded to it
effectively. In addition, improving the context fstrategy and rivalry may be another
channel to gain competitive advantage. For instatiee textbook in Taiwan is an
oligopoly market and is highly regulated by the ggmment. Similarly, the operations
of the IT security industry are significantly affed by the security specifications set
by the government. Gamma and Kappa endeavouredlt@nce the government in
order to create and maintain a fair competitiveiramment. The CEO of Gamma

pointed out that:

When the government reviewed the relevant reguistaf textbooks, it always
asked our opinions. Since we are the leading brarttie industry, we have put a lot
of effort in studying the related policies and riegions and we had significant
influence on them. We tried our best to give souoggestions to the government,
making the rules fair and just to all players instindustry. We hoped to remove any

impediment to fair competition in this industry.

Similarly, the CEO of Kappa expressed his commahtsut competition and the

role of the government in the local IT security ket and he stated:

In this industry, the government’s role is vitaln @he one hand, it is the
institution that sets up the standards that alleeptises of this industry should follow;

on the other hand, it is also the biggest clienthia local market ... We co-operated
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with academia that had great influence on IT sdgwspecifications and standards, so we

could have equal opportunities to compete withifpreivals in government projects.

The two examples above illustrate that both comgmnwelcomed healthy
competition in their industries, rather than goveemt protection. According to the
CEOs of both companies, their competitiveness wsieced and thus helped them
enter international markets. They supported theragnt that competitive advantage
may be enhanced by policies that encourage congpe{Porter & Kramer, 2002;
2006). Both Gamma and Kappa were in the industhaswere highly regulated by
the government. This is somewhat different from #iwation, with open and
vigorous competition, described by Porter (19909109 Nevertheless, they support
Porter and colleague’s argument that a healthyl lomapetitive environment could

strengthen a firm’s international competitivend3sr{er & Kramer, 2002; 2006).

This section examines how stakeholder managemésttsfa firm’s positional
advantages. According to Porter (1985, 1991), iess and drivers determine
competitive advantages. Moreover, as discussedhaptér 4, activities and drivers
can be regarded as a firm’s effective responsdbeacompetitive context and thus
shape its competitive advantage (Porter, 1991;,eP&tKramer, 2002; 2006). From
the discussion above, it is clear that stakeholi@nagement has considerable
influence on positional advantages through its ictgpan activities and drivers. Since
stakeholders are key players in the competitivdexanon the one hand, stakeholder
management is an approach to adapting to the emugnt; on the other hand, it may

shape a firm’s competitiveness by improving the petitive context.

It is evident that the concept of stakeholder manant (Freeman, 1984;
Freeman & McVea, 2001) is consistent with the aimaohieving competitive
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advantage. Although Porter and colleague’s expilamatof competitive context do
not explicitly incorporate the notion of stakehalseanagement (e.g., Porter, 1991;
Porter & Kramer 2002), in fact, this model is quiempatible with stakeholder
theory and comprises a range of stakeholders. Faotalitions include existing and
potential employees and shareholders; demand oomslitrefer to existing and
potential customers; related and supporting inéessinvolve suppliers and strategic
alliances; context for strategy and rivalry conctdra government and other related
stakeholders. A firm could improve its competito@ntext by appropriately managing
stakeholders in order to take advantage of coglifterentiation drivers, and thus

achieve positional advantages.

The above discussion generates the following plibpos

Proposition 5.2: Stakeholder management contributes to a firm'sitpmal
advantages through supporting its activities angpanding to or improving its

competitive context.

5.4 Discussion

From the narratives and discussions presented ali@an be argued that stakeholder
management significantly influences the sourcesaipetitive advantage in terms of
both resource advantages and positional advantdgeseover, the theoretical
framework proposed in Chapter 3 (Figure 3.1), tta&keholder view that links the
resource-based, the relational, and the activigitipm views, fits well with the
empirical findings. First of all, stakeholders apeoviders who supply valued
resources to a firm. In addition, stakeholders areatalyst or hindrance that may
facilitate or impede the generation of valued reses. Unique or symbolic resources
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are created or co-created by interactions betwden firm and its multiple
stakeholders. Stakeholder management helps toracgubuild valued resources. In
this respect, the stakeholder view links both #source-based view (Barney, 1991;
2001b; Peteraf & Barney, 2003) and the relatiomavDyer & Singh, 1998; Lavie,
2006) in terms of a firm’s resource capacity depgient, including shared and
nonshared resources. On the other hand, as discus§thapter 4, this thesis argues
that the activities and related drivers reflecteirm’s response to the competitive
context. As stakeholders are key players in the patitive context, appropriately
managing stakeholders, through responding to oramipg the competitive context,
could strengthen the competitive advantage of ithe fThus, the stakeholder view is
in line with the activity-position view (Porter, 29; Porter & Kramer, 2002; 2006).
Accordingly, stakeholder management is quite coibfgatvith the concept of gaining

competitive advantage, and addressing the issualwé creation.

The literature reviewed in Chapter 2 indicated tthet source of competitive
advantage is related to the issue of how valueesated. As stated, Post et al. (2002)
hold that a firm’s relationships with its criticalakeholders are crucial to generating
the wealth of the corporation. This argument isststent with the view that treats a
firm and its stakeholders as value-based netwdisegler et al., 2003). The concept
of value-based networks emphasises that valueianeé¢nds to be beyond the
boundaries of an organisation. Wheeler et al. (RG8ue that value creation is
manifold and repetitive in nature, which is sogiatbnstructed by the firm and its
multiple stakeholders. In other words, it is stakdbrs who define creating or
destroying value. They suggest that for long-russperity, firms need competencies

that take multiple stakeholders into account tos@né damage to value and maximise
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potential for value creation. As Kay (1993) not&access in business derives from
adding values of your own, not diminishing thatyolur competitors, and it is based
on distinctive capability, not destructive capat(fy. 364). This also can be explained
by Brandenburger and Stuart’s (1996) ‘added vahrgument that value created
equals the total difference between the buyer'ingihess-to-pa3/ and the supplier’s
opportunity cost. Competitive advantage comes finoreasing the perceived use
value (of the customerS)or decreasing the costs of the product or serfiggman

& Rumelt, 2003a). In particular, perceived use w®alwhich is subjectively
determined by the prospective customers, may imvalifferent stakeholders at
different levels including individual, group, orgsation and society (Lepak et al.,
2007). Thus, the concept of stakeholder management line with the essence of
competitive advantage that addresses the ability fafm to add more value for its

customers than its competitors can in a competéngronment.

Since managing different stakeholders needs diffestrategies, as stated in
Chapter 2, Freeman and colleagues suggest a wassifi of generic stakeholder
strategies. According to relatively co-operativagntial and relatively competitive
threat, the strategies are divided into four categoswing, defensive, offensive, and
hold. Using the same two-dimension criteria for gdiasing the stakeholder’s
potential for threat and co-operation (Freeman4i%8eeman et al., 2007; Freeman
& Liedtka, 1997), the four-strategy-framework of maging stakeholders can be
linked to the concept of value creation. Considgrgtakeholder management as
strategies for maximising co-operative potentiad amnimising competitive threat, it
could be viewed as an instrument that maximisesatigest possible gap between the

buyer’s willingness-to-pay and the supplier’s opipoity cost.
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From the discussion above, it could be argued stafeholder management
contributes to the source of competitive advanthgemaximising co-operative
potential and minimising competitive threat. These&cacompanies of this study
demonstrate that some activities of stakeholderagement did affect competitive
advantage, although they seemed not to be signifinahe first place. As the CEO of

Delta put it:

One of our products involved a kind of toxic orgasolvent and hazardous waste,
which is high polluting; however, we made a trenmarsd investment to protect the
environment ... The cost disadvantage in the earjiears turned out to be our
competitive advantage as the government increasitightened the environmental laws
and regulations ... that means many of our compstitould not survive, for they were
not affordable ... Moreover, as we have establishedreputations regarding corporate

social responsibility, our customers are more catatie dealing with us

The senior manager of Zeta gave another exampdayigg that:

While we were building our plants, we needed tadach environmental impact
assessment and endeavoured to minimise the negéfiaats on local communities ...
through dialogues with our neighbours, we ensuleat twe are good citizens by
controlling our production processes...without apprafe actions regarding

environmental or social issues, a company woulthlzedisastrous situatian

In addition, the CEO of lota confirmed this view $ipating that:

We are a demonstrated factory, appointed by thesmgonent, of environmental

protection ... This includes energy saving, wasteicgdn, and water saving ... In
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our industry, wastewater treatment was a criticedue and we had made a lot of
effort to improve it ... We have enjoyed some adgentaver our competitors since
the government implemented strict environmentalteggteon measures and the

pressure from stakeholders increased

The above examples illustrate that stakeholder gemant sometimes requires
significant financial and human resources to de#h writical stakeholders. It might
affect a firm’s cost advantage negatively in therskhun, but positively in the long run.
Failure to manage critical stakeholders might resula disastrous outconi®.As
stakeholder management in these cases seeminglynaliddirectly relate to
competitive advantage at the very beginning, marsageght ignore its strategic
importance. However, they support the argumentttiere are intersections between
competitive advantage and social issues (Porterr&nier, 2002; 2006). Moreover,
the result of this study is consistent with Poged van der Linde’s (1995) research,
which indicated that an enterprise’s efforts touea environmental impacts could
result in “lower costs, better product quality, amhanced global competitiveness” (p.
121). Thus, the conception of maximising co-opgeatpotential and minimising
competitive threat is a more comprehensive explamabf how stakeholder

management influences the source of competitivarstdge.

Thus, the above discussion generates the follopiogosition:

Proposition of 5.3: Stakeholder management contributes to the sowfe
competitive advantage, including both resource atges and positional

advantages, by maximising co-operative potential mmimising competitive threat.

203



Chapter 5: Stakeholder management influences on smes of competitive advantage

5.5 Conclusion

This chapter attempted to answer the first resequestion, “How does stakeholder
management influence the source of competitive rdge?” From a stakeholder
perspective, the firm is viewed as a value-basedork, working together with its
multiple stakeholders to achieve the goal of vaeation. According to the analysis
proposed in Chapter 4, a firm's competitive advgesacan be divided into two
components: resource advantages and positional nedyes. Stakeholder
management may affect the source of competitivamridge through both of these.
Stakeholder management has significant influence resource advantages as
stakeholders play important roles in influencindiran’s resource capacity. First,
stakeholders are providers who supply valued ressurto the firm. Second,
stakeholders are catalysts (or hindrances) that faaijlitate (or impede) the
generation of valued resources. Successful statehohanagement strengthens a
firm’s resource profile and thus enhances its resouadvantages. Stakeholder
management also has considerable influence onguditadvantages, as stakeholders
are relevant to activities and drivers that detagrgost and differentiation. Moreover,
stakeholders are key players in the competitivetecdn which may shape the
competitiveness of the firm. Appropriately managstgkeholders could improve the
efficiency and effectiveness of activities as wadlthe competitive context, and thus

enhance the competitive advantage of the firm.

The essence of a firm’s competitive advantagesialility to add more value for
its customers than its rivals can in a competigngironment. It endeavours to drive

the largest gap between the buyer’s willingnespag-and the supplier's opportunity
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cost. In this regard, stakeholder management inflee the source of competitive
advantage through two routes: co-operative poterdiad potential threat of
stakeholders. Strategies for managing stakeholttersised to maximise co-operative
potential and to minimise the potential threat akeholders so as to capitalise on
value creation opportunities. Stakeholder managémenset of strategic activities to
mobilise resources and respond to the opportundfethe competitive context by

managing both the internal attributes and exteattedbutes of the firm.
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Chapter 6: Sustaining competitive advantage througlstakeholder management

6.1 Introduction

This chapter examines how competitive advantage lansustained through
stakeholder management. As discussed in Chapténe2concept of ‘sustainable
competitive advantage’ or ‘sustained competitivevaadage’ is always a major
concern in the strategic management literatureifistance, Porter suggests that “the
fundamental basis of above-average performancehénldng run issustainable
competitive advantagg1985, p. 11). He also discusses how driversrafated to
sustainability of competitive advantage, in ternfiscast advantage, differentiation,
and focus. Similarly, Barney's (1991) seminal wark the resource-based view
emphasises the firm-specific resources as the ssuaf a firm’'s sustained
competitive advantage. The notable VRIN/O critafaesources set the conditions
for sustained competitive advantage. Other studiesh as Ghemawat (2001), Oliver
(1997), and Porter (1996), also lay emphasis omdtiien of sustainable competitive
advantage, which competitors find difficult to iati¢é, drawing attention to an
advantage that enables the firm to maintain sup&gonomic performance over a
substantial period of time. According to WigginsdaRuefli (2002), the concept of
sustainable competitive advantage is importantdih bbusiness and academia. If a
competitive advantage can be sustained, manageuklvbe more willing to make
strategic investments in search of such advantame & long-term perspective. By
contrast, if persistent superior performance ifalift to achieve from a competitive
advantage, managers will be reluctant to commiarig substantial investment for
generating such advantage (Gilbert & Harris, 198ddl, thus, be continuously in

pursuit of temporary advantages (D’Aveni 1994; Bisrdt & Martin, 2000) instead.
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Studies on sustained competitive advantage focubamners to imitation or
isolating mechanisms that can protect the valuatedeby an advantage. Isolating
mechanisms include several categories: (1) barriersimitation related to
firm-specific resources, such as resource scarmdtysal ambiguity, time compression
diseconomies, and asset stock interconnectedness$, € al., 2002; Dierickx & Cool,
1989); (2) barriers to imitation related to rela@b resources, such as
inter-organisational asset interconnectedness, ngrartscarcity, and resource
indivisibility (Dyer & Singh, 1998; Lavie, 2006)nd (3) drivers of activities that are
difficult for rivals to replicate, such as scaldasng across activities, and optimal
degree of integration, which configures a firm'saoerces (Porter, 1985; 1991;
Sheehan & Foss, 2007). However, these mechanismstdmme from a vacuum but
from the activities of the firm. Generally, theynche developed intentionally or
unintentionally. Consequently, in this study, itaggued that activities that sustain

competitive advantage are interrelated with thbat dreate it.

In Chapter 5, the discussion concentrated on hakebblder management
influences the sources of competitive advantage thed stakeholder view was
employed to emphasise firms as webs of relationsngnstakeholders. In particular,
stakeholder management was portrayed as ‘valuedbasgvorks’ in which firms
work together with their stakeholders to createugalWheeler et al., 2003).
Competitive advantage is the result of a complec@ss of multiple activities rather
than a single one. This view was also supportethéympirical findings in Chapter 4.
The sources of competitive advantage are multiglemprising several main
origins—superior resources, unique capabilities, solid relationships, together with

drivers responding to the competitive context—iatftey the integration of three main
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research streams of competitive advantage, theiresdased, the relational, and the
activity-position views. Nonetheless, this analydid not fully take the variable of

time into account, limiting itself somewhat to bgia static rather than a dynamic
view. As the main theme of this chapter is how alaitder management impacts on
sustaining competitive advantage, it is necessagxamine the dynamic perspective

of value-based networks, which concerns the prooiegalue creation over time.

The objectives of the chapter

This chapter will examine how stakeholder manageman help a firm sustain its
competitive advantage. Accordingly, two questiorils lve addressed:
e How does stakeholder management help sustain & foampetitive advantage in

the process of value creation?

e How does stakeholder management help sustain & foampetitive advantage

through isolating mechanisms?

Theoretical framework

The analytical theoretical framework proposed inafkr 3 (Figure 3.1)—the
stakeholder view that links three research streaihnt®mpetitive advantage—is used
to analyse and explain the empirical data in tlapter. As the key issue of this
chapter is durability of competitive advantage, @hwat and Pisano’s (2001)
dynamic view of the firm is included, and attentisnfocused on the impacts of
stakeholder management on isolating mechanismtBgrating the resource-based
and the activity-position views, Ghemawat and Ris@®01, p. 119) argue that “both

management and history matter” and suggest that thiee two kinds of activities
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related to the creation of a sustainable compet#igvantage: resource commitments
and developing capabilities. According to this tga firm’s resource stock is
determined by its initial resource endowments arngbequent resource commitments,
together with activities that continuously develip capabilities. In this regard,
strategic dynamics involve both long-range, resedrased decisions and short-range,
activity-based decisions. Thus, the resources @éhfitm can employ at any time
depend upon its stock of resources accumulateddyiqus resource flows, and the

capabilities it has built that can reconfigurerdegrate its resources.

As Ghemawat and Pisano’s (2001) framework onlygrates the resource-based
and the activity-position views, it doesn’t covdrased resources and capabilities
generated by the mechanisms of inter-firm relatiosgch as relation-specific
investments, knowledge sharing, complementary ressyand informal safeguards,
which are emphasised by the relational view (DyeiS#gh, 1998; Lavie, 2006;
Gulati, et al., 2009). In Chapters 4 and 5, thescasmpanies have supported the
stakeholder perspective and demonstrated that teesurce advantages included
relational resources—shared resources and capbilipenerated by inter-
organisational partnerships or other relationshieswveen the focal firm and its
stakeholders. To develop a stakeholder perspettiiateembraces the major types of
resources, it is quite compatible to incorporateréilational view into Ghemawat and
Pisano’s (2001) dynamic model. The revised modahprses resources and
capabilities generated by inter-firm interactiorssveell as the relationships between

the firm and other stakeholders.

This chapter is organised as follows. Firstly, \atés that generate and sustain
competitive advantage will be examined first, baseda dynamic perspective of the
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firm. Secondly, the impacts of stakeholder managerae isolating mechanisms that
may sustain competitive advantage will be discusbethlly, the conclusion of this

chapter will be presented.

6.2 The dynamic perspective of the firm and activies related to sustained

competitive advantage

In order to answer the question of how stakehahd@nagement help sustain a firm’s
competitive advantage in the process of value ioeathis section discusses the
dynamic view of the firm by examining activitieslaged to sustaining competitive
advantage. The activities related to sustaining pmiitive advantage include:
resource commitments, developing capabilities, lanltling relationships. According
to this dynamic perspective, a firm's competiticlvantage is based on both strategic
stocks and flows. Strategic stocks refer to theusse capacity, in terms of resources,
capabilities and relationships, and will be enhdnbg or accumulate through the

ongoing strategic flow of the activities to fit tbempetitive strategy.

6.2.1 Resource commitments

Rindova and Fombrun (1999) argue that firms coestst make strategic investments
in order to construct their competitive advantagésgluding new product
development, distribution channel expansion andstexj product or service
improvement. In contrast, Ghemawat and Pisano (2@@due that a given firm’s
competitive advantage can successfully be genewatldby critical and irreversible
strategic decisions—commitments, rather than orglimavestments. These decisions

influence a firm’s resource allocation dramaticalhd need to be made very carefully.
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These two views on resource commitments mainhedith their size, frequency and
irreversibility. Nonetheless, both of them suggistt firms compete based on their
resource endowments together with accumulatioresburce stocks through which

firms seek to achieve a better position than thedls.

Empirical data in this study revealed that all dase companies supported the
concepts of flows and stocks in terms of resourese Table 6.1). Sustained
competitive advantages rely on firms’ significaesource commitments. The data
illustrated that companies made either ‘large mmiteguent’ or ‘incremental and
small’ investments that accumulate their resourtbeks over time. As a result,
resource commitments are important for firms tongabmpetitive advantage.
Compared to their competitors, the case companie®hed in this study
demonstrated resource commitments in various amad) as R&D, production
capacities, distribution channels, IT systems, suppy operations, and customer
services. As stated, it could be argued that resocommitments generate and sustain
competitive advantage when they contribute to posd advantages—cost advantage,
differentiation, or focus. In particular, severaleines emerged among these case
companies which exemplified sustained competitdaatages as a result of resource
commitments: unique resources or specialised asdes-mover advantage,

economies of scale and economies of scope.

First, resource commitments support accumulatiomegsburces that generate
unique resources or specialised assets. For exadlplea continuously invested in
customer services, including training courses, calhtre services, and e-learning

programmes. These efforts supported its produatsarvices differentiation and
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Table 6.1: Empirical findings: Stakeholder managemst and
advancing resource capacity

Case Advancing resource capacity Drivers/The
company  Resource Capability Relationship | competitive context
commitment | development building
Alpha e investments inje team-embodie@® joint ventures ane meeting sophisticated
customer capabilities in | strategic customer demands
services and | ERP products| partnerships through economies of
R&D through resource scale/scope and

e investment in
human capital

leveraging and
capability
enhancement
e culture of
commitment and
integrity
e reputation

cumulative learning

Beta e investments (o team-embodie® core capabilitiesie meeting sophisticated
R&D and capabilities of | of R & D, customer demands
distribution new product technology, through economies of
centres design and capacities and | scope, access to

e investment in | development in marketing specialised inputs , an
human capital | industrial through its international operatiorn
computer strategic alliances networks
Peripherals | culture of
commitment,
assurance,
reliability, and
execution
e reputation

Gammale investments inje unique e joint ventures ane meeting sophisticated
R&D, a capabilities in | strategic customer demands
distribution textbook partnerships through first-mover
centre and a | industry through resource advantage and
comprehensive leveraging and | cumulative learning
website to capability
support enhancement
teachers e culture of

e investment in learning and
IT systems to problem solving
improve e reputation
operations
efficiency

® investment in
human capital

Delta | investments inje unique e joint venures anfe responding to
international capability of strategic alliancg insufficiency of
manufacturing| production, for supporting industries
and distributiof management, | manufacturing increasing degree of
networks and R&D in and distributing | vertical integration anc

e investment in
human capital
e investment in
equipment for
environmental

adhesive tapes

protection

leveraging and
capability
enhancement
e reputation

5 through resource

1}

taking advantage of
economies of scale in
production
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Epsilon

e investments in
R&D, patents,
and production

unique
capability of
innovation and

e technological
transfer in R&D,
capacities and

e meeting sophisticated
customer demands
through economies of

capacities production in | marketing scale, first-mover
e investmentin | TFT-LCD through strategic advantage, cumulative
human capital| panels alliances learning, and linkage
e undertaking between activities
environmental
protection
policies by
working together
with suppliers
and
subcontractors
e a culture of
commitment,
integrity, and
sustainability
e reputation
Zeta e investments inje unique e technological |e meeting
R&D, patents,| capability of transfer in R&D, sophisticated
and production] innovation and, capacities and customer demands
capacities production in | marketing through economies
e investment in | colour CRT an({ through strategiq of scale, first-mover
human capital| TFT-LCD alliances advantage, and
panels e meeting cumulative learning
environmental
protection and
developing green
products
e a culture of
honesty, integrity
industriousness,
frugality
e reputation
Eta e investments inje knowledge, |e relational e responding to
an internationg experience, an investment in increasing labour cost
production management | new product through developing a
network and capabilities of | introduction, international productig
branding apparel human resource| network
strategies production and and production (@ meeting sophisticated
branding in capacity customer demands
fashion markets supply chain with through related and
its suppliers and| supporting industries
distributors
e reputation
Theta e investments inje team-embodie® strategic alliancee meeting customer

R&D and
quality
management
systems

® investment in
human capital

capabilities of

property
development

for
complementary
resources and
capability

e a culture of
learning

demands through
geographic location,
high degree of vertica
integration, and
cumulative learning

e reputation
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lota ® investments inje unique e technological | meeting sophisticated
R&D and capability of transfer from customer demands
equipment for | capabilities of | strategic partner- through-first mover
environmental | quality advanced produj advantage and
protection management | development integrated supply net
and advanced (e reputation work
finishing and
dyeing
Kappa e investment e team-embodie® resource e meeting sophisticated
R&D capabilities of | leveraging with | customer demands
e investment in | E-security international through linkage
human capital | solutions strategic partners between activities:
e reputation R&D and marketing

increased value for its customers, which providedith a strong competitive edge.
Moreover, the customer services were innovative, iamproved and upgraded over
time by their ongoing investment in equipment aadilities. Furthermore, due to its
success in strategic investment in 2000 and 2002haAsuccessfully promoted its
products and services as well as achieved expastihe Chinese markét.The CEO

of Alpha argued that:Continuous and substantial investment in custoraeriees is

our competitive edge, ... we have built an autometid multiple service system in
order to meet our customers’ various needs ... ithestment accumulated has

become our strength to sustain competitive advantagd to explore the Chinese

market”

A similar example is Beta which established itsaloR&D centre in 1998, and
its US R&D centre and Technical Consulting Centf€C) in China in 2002.
Between 1999 and 2006, Beta set up distributionsa@ndice centres in Singapore, the
USA, China, Germany, India, and South Korea. Thes®mitments helped Beta
achieve its focus strategy of differentiation aigiiat a specific segment of the
industrial computer indust’. The CEO of Beta pointed out that: “.the most

important thing is to maintain competitiveness, .osMcustomers are in overseas
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such as Europe, USA, and China ... resource comntémanour international

operations network is a very important point th&t ean maintain our growth

Another example is Gamma which established a cdnemisave website to assist
teachers to prepare for their teaching, studenteeveew learning, and parents to
communicate with teachers, which offered a supesgovice that its competitors were
unable to catch up with for a considerable periddime?® The CEO of Gamma
asserted that:Our investment in customer service has been hudatas important
for us to differentiate our products and sustaim competitiveness Similarly, Delta
made significant investment in international netwgorsuch as three manufacturing
plants in China and two distribution channels ie thiSA. Since 2003, Delta has
become the largest adhesive tape manufacturer imaGind has gained substantial
cost advantage¥. The CEO of Delta maintained:T sustain our competitive
advantage, it is important to take advantage of tieed of globalisation ... By our
significant worldwide investment in distribution atinels, we have been able to

maintain the market shares in overseas markefs ...

Moreover, in the case of Epsilon and Zeta, botlthem invested in R&D and
acquired patents for their products to preservé tt@mpetitive advantage against
their rivals®! Eta was the pioneer that established an intemaitioroduction network
in 1991, including China, Indonesia, Cambodia, ahd USA. These strategic
investments helped it achieve and sustain costrddgas in the international textile

markets>?

Resource commitments enhance cost advantage oerdlfiffation by

development and accumulation of unique resourcepexialised assets. Interestingly,
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the above discussion suggests that cost advantaded#ferentiation are not
contradictory. They can be enhanced simultaneobglyesource commitments in
different strategic investments (Ghemawat & Rivki2001l). These cases also
confirmed Barney’'s (1991) and Rumelt's (1997) argate that competitive

advantage can be sustained by unigue resourcespanilised assets.

Second, resource commitments may generate firsermamvantage that sustains
competitive advantage. First-mover advantage mayrowhile firms take advantage
of the timing to market entry. For example, Gamnaa \the first private company that
entered into the deregulated primary textbook mtar&ad since 1995 has made
substantial investments in R&D, which include teagh materials, textbooks,
workbooks, teachers’ manuals, and course preparatiaterials. Moreover, it
invested substantially in China, including an edioca publishing and consulting
business in 2004 and 2005. These investments al@#anmao differentiate itself
from its rivals and be the market leader in thaldextbook industry, as well as in the

Chinese market, because of commitments made muldr éhan its rivalss

Another example, as stated in Chapter 5, is Dehéchvinvested in its first
solvent recovery equipment for pollution control k977, and made several
investments for ensuring environmental protectiamd andustrial safety. This
company is a pioneer in investing in environmemgtaiendly products in its industry
category in Taiwan? Similarly, lota made strategic investment in redgc
wastewater and other pollutaritsBoth Delta and lota sustained their competitive
advantages by taking the lead in response to tmramunities’ and the government's
calls for commitments to environmental protectiofhese companies enjoyed
first-mover advantages and sustained their conmnpetihdvantages due to such
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strategic investments. They support the argumerRarter (1985) that first-mover

advantages, being a driver of activities, sustagir tcompetitive advantages.

Third, resource commitments can create the efféatconomies of scale to
sustain competitive advantage. Some resource cananit require significant
capital investment and result in considerable chan resource endowment.
Ghemawat and Pisano (2001) argue that such commignagee crucial to generating
the barriers to imitation by competitors. They eagibke that these barriers are related
to opportunity costs and the source of irrevergihiOne of the most evident barriers
to imitation refers to economies of scale. Foranse, the data collected from both
Epsilon and Zeta supported this argument, for tR&-LCD panel industry needs
huge investments in production capacities. Bothl&psnd Zeta had cost advantages
in manufacturing TFT-LCD panels since they madermoois commitments in 1997.
They expanded their manufacturing capacities thmoeggpital investments and
mergers and reduced their production costs draaligticFor example, Epsilon’s
launch cost of TFT- LCD in 1997 was 46.2 million D®ith subsequent investments
184.6 million USD in 1998, 92.3 million USD in 1998nd 46.2 million USD in 2001.
Between 2002 and 2005, tremendous investments wwde for building and
purchasing equipment and machinery for its produactacilities: 611.1 million USD
in 2002, 2.15 billion USD in 2004, and 418.4 mitli&/SD in 2005° Apart from the
total investments of 3.55 billion USD, Epsilon’sawuccessful mergers in 2000 and
2006 also contributed to its becoming the markeatée in the local industry by
expanding its capacity and reducing productionscdsamatically’” Similarly, since
Zeta's first investment of 492.3 million USD in mdacturing TFT-LCD panels in

1997, it has made several continuing and significesource commitments: 637.4
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million USD in 2001, 735.4 million USD in 2003, &.&illion USD in 2005, and

426.1 million USD in 2006. The total investmentsoamt to 5.14 billion USD?

Both Epsilon and Zeta enjoyed being large in th&-LED panel market, and
ranked within the world’s top five in terms of pradion. Specifically, the senior
manager of Zeta argued thatOur competitive advantage is to make capital
expenditure and expand the production capacity inapusly ... To sustain this
advantage by economies of scale, we need to inem@asoutput in order to increase
or maintain the market shafeBoth cases are also consistent with Porter8%)&nd
Ghemawat's (2001) arguments that scale could beff@ative barrier to imitation

while it is cost advantageous.

Fourth, resource commitments may generate econoofiescope to sustain
competitive advantage. Economies of scope occumwhe total cost of multiple
products by joint production is less than the sumeast for producing each product
individually (Teece, 1980; Bloch, Madden & Savag€01). In this regard, Alpha
used a strategy of mass customisation, which tablardage of its economies of
scope, depending on its considerable resource conami in R&D and
comprehensive customer services. Moreover, bec#us® were many existing
resources used for local ERP products that coulddael in the production of new
products or the exploration of new markets, ecoesnaf scope also contributed to
Alpha’s successful promotion of ERP-I in the Chmesarket in 2000 and ERP-II in
2002% It enjoyed both cost advantage and differentiatignleveraging its past
strategic investments. The CEO of Alpha stated:th&@ur significant R&D
investment supports our product development andrawgmnent that can tailor
specific customer needs ... Moreover, together with amntinuous investment in
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customer service system, we are able to do madsngisation ... which is our

sustainable competitive advantag&imilarly, Beta benefited from economies of
scope. From 1999 to 2006, it continuously madetanligal resource commitments in
R&D each year, which totalled 29.3 million USD. Bédson its product development
and innovation as well as leveraging its experidno@ one market to another, Beta
successfully competed in international markets sagtChina, Singapore, the USA,
and the European Union (EU) by cost advantage #fetehtiation?® The above two

cases demonstrate that economies of scope also arelysignificant resource

commitments. This viewpoint is supported by Ghentaarad Pisano (2001), who
argue that economies of scope create another fyparoer to imitation by means of

resource commitments.

In Chapter 5, it was argued that stakeholders cbaeldesource providers to a
firm. In addition, they also might be a catalysattifiacilitates generation of valued
resources. Thus, stakeholder management is signifioshile the firm is making
resource commitments. From the above discussi@taised competitive advantage
relies on the resource endowments changing or adeting over time, as substantial
or incremental investment is made by the firm. Thesans that resource flows are as
important as stocks. Thus, both existing and fute&eholders are involved along
with the process of change. Stakeholder managemeetls to identify critical
stakeholders and appropriate strategies in ordematch the firm’s competitive
strategy. As Harrison and St. John (1996) argue, ithportance of different
stakeholders is based on a firm’s strategic dewssidherefore, in terms of resource
commitments, different firms have different criticstakeholders based on their

strategic orientations.
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For example, in the case of Alpha and Beta, bothpamies put the customers’
wants and needs as number one priorities. In atloeds, they focused on customer
value. As discussed in Chapter 5 and earlier @y, treeply involved their customers
in their R&D and development of customer service. dddition to financial
investment, both R&D and superior customer servieguire sufficient and
appropriate human resources. According to the CE&Ipha, it was keen to develop
a culture of integrity and diligence and to recrand maintain those who would
uphold it. On the other hand, Beta provided goathing and development to attract
and retain their staff. In particular, both com@asniemphasised that a good CSR
reputation was not only important to the compathesnselves but also to their staff.
This is consistent with Eweje and Bentley’'s (2008)pothesis that there exist

associations between CSR and staff retention iimma f

In the case of Epsilon and Zeta, both companiese wer pursuit of cost
advantages and needed large amount of capitah@r tontinuing investments in
equipment, machinery and plants for the purposee@inomies of scale. They
considered not only existing shareholders but &isare investors to ensure future
cash flows. As discussed in Chapter 5, both conggamreferred institutional
investors to private investors. They needed to comoate with existing and
potential shareholders actively by providing fin@henformation and strategic plans.
They also offered comprehensive information regaydenvironmental impacts in
order to meet the requirements of the professimvalstors. Moreover, they respected
the feedback from existing shareholders as welliase investors. Furthermore, they
built good relationships with local communitiesliiging a good citizen in order to get

the ‘license’ to operate. Similar to dealing witiaseholders or equity investors, both

220



Chapter 6: Sustaining competitive advantage througlstakeholder management

of them also needed to handle other fund providarefully, such as banks and
convertible bond investors. Both companies emphdsitheir recruitment and
retention of talented staff such as senior manag&® staff and engineers. Along
with their expansion, their needs for large poolshaman resources also grew
correspondingly. This confirmed why they contindgugnproved their reward

systems including bonus and fringe benefits.

In brief, following Harrison and St. John’'s (199%uggestion, stakeholder
management is important for the source of competéidvantage as stakeholders are
major resource providers or facilitators. From @aheve discussion, it could be further
argued that stakeholder management is crucialdt@sung competitive advantage as
resource commitments rely on support from critistdkeholders. In this thesis,
resource commitments refer to a substantial investymor ongoing investments in
resources in specific areas, which could resuli significant (accumulated) change
in resource stock. As stakeholders are resourceidans or facilitators, successful
resource commitments require managing stakehold@sropriately. Moreover,
sustained competitive advantage relies__ancumulation of resources; thus,
stakeholder management should be an ongoing actuming at long-term value

rather than on a project base (Post et al., 200&2alér et al., 2003).

6.2.2 Developing capabilities

Capabilities play an important role in the resotvesed view of competitive
advantage. Amit and Schoemaker (1993, p. 35) defmeabilities as “a firm’s
capacity to deployrResources’and they are “firm-specific and are developed over

time through complex interactions among the firfResources’ As Teece et al.
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(1997, p. 529) have emphasised, “capabilities caaasily be bought; they must be
built.” In contrast to resource commitments, firpesific capabilities are developed
progressively through discrete and moderate maisgdecisions over a long
timeframe (Ghemawat & Pisano, 2001). According be tdynamic capabilities
approach, performance differences across firmsdaeeto differential capacities of
firms to integrate, utilise, renew, and reconfiguesources in response to the
changing environment over time (Eisenhardt & Mar#@00; Teece et al., 1997). The
features of capabilities include firm-specific, emally built and timing issues

(Makadok, 2001).

Firm-specific capabilities are not only the sourgk a firm’s competitive
advantages but also a crucial factor for sustairtmgm. As capabilities concern
appropriate integration and deployment of resolmeedles, they are more difficult
for competitors to replicate (Sirmon & Hitt, 2003Moreover, capabilities
development involves ongoing learning, developimgl amproving, which might
cause considerable uncertainty and complexity (Glweah & Pisano, 2001). Thus,
developing capabilities is an important part of #divities required to sustain a

firm’s competitive advantage.

Similar to resources, the concepts of flows andkstacan also be applied to
capabilities. For example, Deeds, Decarolis andn@iso(2000) use a model of flows
and stocks to examine the capabilities of new proddevelopment of new
biotechnology firms. Kyriakopoulos and de Ruytei0Oq2) highlight that both
knowledge stocksand information flows influence firms’ developmenf new
products. Teece and Pisano (1994) define distiadapabilities in terms of processes
and positions. The two notions are compatible thih concepts of flows and stocks
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discussed in this chapter. Teece and Pisano despaobition as a firm’s “current
endowment of technology and intellectual propeatywell as its customer base and
upstream relations with suppliers” (1994, p. 544hich corresponds to the concept
of stock), and the process as “the way things aredn the firm, or what might be
referred to as its ‘routines,’ or patterns of catrpractice and learning”’(1994, p. 541)
(which corresponds to the concept of flow). In orbedifferentiate capabilities which
are accumulated or developed within the firm frdrase that are generated through
interactions between organisations, the relati@taden the firm and its customers or
suppliers can be categorised into an independeteigaa/—relationships.” This
classification is compatible to the distinctionweén the resource-based view and the
relational view. The subject of relationships Wk discussed later on in the next

section.

The data collected from this study demonstrate thatfirms interviewed
developed superior capabilities over time which tébaoted to sustaining their
competitive advantages (see Table 6.1). Firms gtinened their competitive
advantages by accumulation of capabilities. Thent#®ethat sustained competitive
advantages related to capability development afideti into three categories: special
information or knowledge, team-embodied skills, amgmulative organisational

learning. They have impacts on both capability #and stocks.

First, capabilities come from creating special infation or knowledge. For
example, based on its ongoing investment in R&DtdDaeveloped several kinds of
adhesive tapes that meet special requirements dosiry, such as exceptional
transparency, durability in high or low temperagyrgV ray protective, and unleaded
tapes* The capabilities of new product development suggmbbelta successfully in
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exploring the international markets. More imporkgnDelta’s superior capabilities
are rooted in its special knowledge of adhesivee taanufacturing. As its CEO
indicated, YWe depend on some formula and advanced knowledg#hesive tapes to
preserve our competitivenegssSimilarly, in the case of Epsilon, special knedte
protects their competitive edges against intensepetition. As stated in Chapter 4,
the senior manager of Epsilon emphasised thatdbasehe effort in strong R&D
activities for many years, his company had acquseekral patents of core products
in order to preserve its competitiven&séccording to Rumelt (1997) and Ghemawat
(2001), special information or knowledge is onetloé barriers to imitation that
sustain a firm’s competitive advantage. The aboeetioned two cases demonstrate
that their knowledge is difficult for competitore taccess due to it being tacit,

collectively held or protected by the law.

Second, capabilities come from establishing tearheshed skills. For example,
through promoting a continuous improvement cultarel encouraging learning,
Alpha built up its unique capabilities in ERP protiu By offering good customer
products and services, and by engaging its cusgntbe company provided
employees as well as the public with IT trainingeflucation programs. It also
developed a well-organised task force in chargésafustomer services, at early stage,
which later became an individual department. Thiguan capabilities were not only
because its investments in R&D were much more fogmit than its rivals, but also
its organising a strong team to carry on continupusduct improvement and
innovation?® The CEO of Alpha said:‘think company vision should play the role to

lead the company, which needs a team to realisedhgany’s goals ... the major
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difference between our company and our competitprshat we have a strong

management team, which is the main factor thatamescistain our advantadge

In the case of Beta, based on its R&D team, thepamm successfully developed
several new products between 2002 and 2004, imgjudndustrial computer
platforms for telecommunications, and for militaapd industrial automatiot. In
order to meet the sophisticated demands of intemelt customers, it continuously
introduced new products and offered good custoreerices based on geographic
proximity. The introduction of these new productemibnstrated its unique
capabilities of new product design and developméantthe industrial computer
market. Specifically, Beta’s superior capabilitiesolved its team-embodied skills

and strategy of internationalisation. The CEO ofeBstated that:

We regard ourselves as a technological innovatiomgany and we have built
up a strong team that included many talented psabesl people ... We leverage our
successful infrastructure from one market to ano#re accumulate our capabilities
over time ... We believe superior skills of our tezontribute to our sustainable

competitive advantage that our competitors havicdity catching up with.

In the case of Kappa, the company had employedoagtechnological team
since its establishment. It continuously engagedR&D, which successfully
improved and upgraded its products and made it$edf leading designer and
manufacturer of network security products in thewbaese market. As the CEO of
Kappa argued, The core competence of our company is our techgadddE-security
solution, which is embedded in our management teamWe believe it's our

sustainable competitive edfe
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From the case companies discussed above, it caulardued that capabilities
originate and are continuously developed from teanlpodied skills, and that they
are difficult for rivals to imitate due to their mplexity and ambiguity. This supports
Rumelt's (1997) suggestion that firms with team-edibd skills can sustain their

competitive advantage.

Third, capabilities come from fostering cumulatieeganisational learning.
Andreu and Sieber (2000) conceive organisatioraahlag as “a knowledge change
or accumulation that results in an increased cilegroblem-solving capacity” (p.
70). Therefore, organisational learning could lewad as a process that may result in
changes in a firm’s capabilities. Cumulative orgational learning is an activity
driver that can sustain competitive advantage @Poit985; Sheehan & Foss, 2007).
For example, Gamma first entered the local non-steam textbook market in 1989
and has developed its unique capabilities in tihea.aThe company enjoyed both
advantages of first-mover advantage and cumulatisganisational learning. In
particular, it built its superior capabilities ihi¢ field by organisational learning. As

the CEO of Gamma emphasises:

We had entered this market earlier than our rivaleen there is only very
limited part of the market released and we con$gadéveloped and accumulated
superior capabilities through learning and expeen This is the reason that we
could have successfully become the market leadee gshe government’s further
deregulation and allowed us to publish more mamestn textbooks in 1996 ... Our

sales grew at a rate of 30-40% per year until 2000.
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In the case of Epsilon, apart from its substantgource commitments, the
company effectively built up its capabilities of THECD panel manufacturing
through organisational learning. These capabilitiasluded ability to reduce
production cost, improve product quality, providestomer service, and introduce
new products in a timely mann®rWith these capabilities, Epsilon gained a strong
competitive edge in the TFT-LCD panel industryisltworthwhile noting that these
developed capabilities can be transferred from moeluct generation to the next,
which is a long-term process and needs considerefitets devoted to it. Like
Epsilon, Zeta made considerable resource commisnienfFT-LCD panels in 1997.
Zeta differed to Epsilon, however, in that Zeta watablished in 1971 and has been
producing CRT monitors since then. In the 1990sstairted to manufacture LCD
monitors and still makes both types of monitor totfaConsequently, it possessed
more core capabilities or rigidities than Epsilordather rivals. Specifically, it was
always competition that pushed the advancementsotapabilities. As the senior
manager of Zeta indicatedJHe driver of our learning comes from the pressoire
competition; our manufacturing capabilities accuated including continuous

improving and upgrading products for many yearanamportant barrier to entry

Another example is Eta which established its fingtrnational production site in
China in 1991. The main purpose of its internatisaion was to achieve lower
production cost by extending the resource commitsnieno other market¥. Teece et
al. (1997) term this mode, replication. Eta sudtdlys leveraged its existing
resources and capabilities to gain the cost adganby building production sites in
other developing countries. Based on its capadsliaf original export manufacturing

(OEM), the company developed its first own brand aells its menswear under this
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brand to the Chinese market since 1993. It alsolased a second brand for the local
womenswear market in 2003. In 2004, Eta developttré own brand and has sold
its womenswear under this brand in the Chinese en&talong with its resource
commitments, Eta continuously developed its capadsl through cumulative
organisational learning, while successfully manggits own brands as well as

creating its value by differentiating itself fromvals.

lota was in pursuit of a differentiation strategpcusing on quality and
flexibility. The company introduced a quality maeagent system in 1986 and a
management information system for coordinating pation and marketing in 1987.
Its objective was to achieve product leadershipitén industry and it actively
introduced new services to meet the customers’ ddmancluding flame retardant
finishing, breathable down-proof, UV-cut finishingwicking finishing, and
anti-bacteria finishing® These functional processes provided by Iota detrates its
core capabilities, which were advanced and improwedr time. Like Zeta, its
capability development through organisational lesgnwas based on its previous
knowledge and the pressure from competitdrfhe above cases demonstrate that
capability development is a typical learning praceéb®y which repetition and
experimentation enable tasks to be performed betteérquicker” (Teece et al., 1997,
p. 520). They also support Porter’s (1985) arguntteatt proprietary learning could be
the driver of sustainability of competitive advaggaMoreover, these cases are in line
with Bontis, Crossan and Hulland’s (2002) suggestibat organisation learning
flows help accumulation of organisation learningcks—knowledge, capability and

institutional factors.
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From the above discussion, it is apparent thatsfidavelop capabilities through
creating special information or knowledge, estdiiig team-embodied skills, and
fostering cumulative organisational learning. Thlated stakeholders in this respect
involve customers, suppliers, and employees. Freeand Liedtka (1997) argue that
the traditional supplier-firm-customer concepts chde be broadened by deeply
involving employees and communities. They furthégvacate that employees are the
lead characters of the value creation process. rlou to this logic, inclusion of
employees is an indispensable ingredient in caipallevelopment and sustaining
competitive advantage. Wright et al. (2001) addthgsstrategic role of people in
competitive advantage and argue that ‘managinglpepcrucial. As mentioned in
Chapter 5, the case companies of this study demabedtthat they value their
employee stakeholders by providing good workingditions, reward recognitions,
and reasonable incentive systems. Moreover, theyiggrd employees with training
and development opportunities, and supported legrniwhich benefited both
individuals and organisations as a result of cdpwpltievelopment and accumulation
of human capital. The case companies discussedeat@wonstrate that employees
play a crucial role in capability development ary are also a vital part in
sustaining competitive advantage. Moreover, cajgluievelopment involves human
capital, skills and knowledge and teamwork, whiok @ot easy to imitate (Barney &

Wright, 1998; Wright et al., 2001).

In brief, if capability development is as importaag resource commitment in
sustaining competitive advantage, firms need toerfidy and develop the
hard-to-imitate organisational capabilities thastidiguish a company from its

competitors in the eyes of customers” (Stalk, Ev&@sShulman, 1992, p. 62).
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However, capability development is not limited wivaties within the organisation.
Apart from employees, capability development alwayslves other stakeholders.
Thus, in the next subsection how firms build relaships with external stakeholders

to sustain competitive advantage is discussed.

6.2.3 Building relationships

The relational view (e.g., Dyer & Singh, 1998; Lewvi2006) advocates that
collaboration between firms can generate competitiadvantage due to
relation-specific assets, knowledge-sharing rostirmmplementary resources and
effective governance. Moreover, according to Dyed &ingh (1998), competitive
advantages can be preserved by the relational tisplanechanisms including
inter-organisational asset connectedness, partiaecis/, co-evolution of capabilities
and institutional environment. Some scholars gdhtrr and argue that sustained
competitive advantage may come from active intewast with other critical
stakeholders (e.g., Andriof & Waddock, 2002; Rodeg et al., 2002). According to
Andriof and Waddock (2002), stakeholder engagenmerda strategic approach to
supporting a firm to meet stakeholder wants andisett also develops a web of
continuing relationships between the firm and itakeholders. These arguments
concentrate on the intangible value of relationshighich is what the concept of
social capital is concerned with (Wheeler et &003). Most research on social capital
tends to focus on an individual-level definition ialin means the advantage that an
individual can seize through their social netwofk¥leman, 1990; Nahapiet &
Ghoshal, 1998; Portes, 1998). On the other hanayrganisation-level definition of
social capital is concerned with both firms andirth@ayers in an organisational
setting (Gabbay & Leenders, 1999; Leana & van Bul€&®99; Leana & Rousseau,
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2000). According to Gabbay & Leenders’ (1999, p. ‘@prporate social capital’ is
regard asthe set of resources, tangible or virtual, thatrecto an actor through the
actor’s social relationships, facilitating the atenent of goal$ Using the metaphor
of corporate social capital, the concepts of flamsl stocks apply too. Hence, based
on creation and maintenance of corporate sociakatapuilding relationships has
similar dynamics to those between stocks and fldlast are demonstrated by

resources accumulation or capabilities development.

In this study, all the case companies revealed ittygortance of building
relationships with their strategic partners andeothtakeholders to generate and
sustain their competitive advantages (see Tablg @lother words, apart from
resource commitments and capabilities developmesstained competitive
advantages also rely on firms’ relationship buidirfFurthermore, the empirical
results reinforce the concepts of flows and stockse themes that sustained
competitive advantages related to relationshipdngis can be categorised into three

types: resource leveraging, capability enhancemedtreputation generation.

First, relationship building facilitates resourcevéraging and thereby helps
accumulation of resource stocks. The resource-bagsed@ asserts that unique
resources or specialised assets can sustain coivgativantage (e.g., Rumelt, 1997).
However, in addition to individual firms acting al®, unique resources or specialised
assets may also be created from the relationshapgelen the firm and its strategic
partners or other stakeholders. Resource leverdgng means a firm leverages the
value of its own resources through integrating@siplementary resources with those
of its strategic partners (Dyer & Singh, 1998). Egample, in 2002, Alpha formed a
joint venture with the largest Chinese IT distrdouand system integrator to provide
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ERP solutions to the Chinese market, which hasrbheddhina’s fastest-growing ERP
provider since then. In this case, both Alpha daadChinese partner made substantial
commitments to this venture, which has creatediquanresource to leverage human

resource, knowledge, technology and facilities flosth parties?

In a similar case, Gamma established several gicat@liances with local
education publishing companies in Beijing and NamjiChina. In 2002, it set up the
Beijing office in co-operation with local companits conduct market research and
analysis. In 2003, it established a joint venturdhv@ Nanjing local education group
working in market research, distribution, and R&Bamma successfully began
selling kindergarten materials and supplementatipteks for junior and senior high
schools in China in 2005 and 2007. Similar to AlpGamma benefited from strategic
alliances with Chinese partners through sharinguees such as customer base,

know-how and reputatioff.

Another case is Delta; the company formed a joariture with a local plastic
material group, in 1990, for manufacturing BOPRaXmlly oriented polypropylene)
tapes and successfully built up distribution chdmmeound the Chinese market. It
also co-operated with US partners to establishiibligton channels in the US market
in 2005 These international production or distribution watks were not only
dependent on its own resource commitments but @scomplementary resources
contributed from its strategic partners. Withowd tielp of strategic partners, it would

have been difficult or impossible for Delta to amfe its strategic goals.

The cases discussed above demonstrate that finogezated with their strategic

partners and leveraged each other’s resourceshvshiccessfully developed unique
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resources or related assets and thus generated dbmipetitive edgesThis is

somewhat similar to the argument that relation-gjpeiovestments made by alliance
partners create sustainable competitive advan{@yes & Singh, 1998; Lavie, 2006).
In particular, by developing relationships thatwanalate social capital, firms are able
to mobilise and deploy more resources. Additionalgsource leveraging involves
several issues such as inter-firm resource compitariges, relative bargaining
power, and effective governance (Dyer & Singh, 19QBanna, Gulati & Nohria,

1998). It could be argued that this kind of reseuteveraging would make an
advantage sustained because it requires sophestioatationships, which are difficult

and time-consuming for rivals to accumulate andatgi

Second, relationship building facilitates capapinhancement and thus helps
accumulation of capability stocks. As discussediezarcapabilities originating from
team-embodied skills and specialised information technology can create
sustainable competitive advantage. A few casesim study demonstrate that the
relationships between the firm and its strategidness or other stakeholders also
facilitate capability building and thus generatstained competitive advantage. For
example, the CEO of Alpha described its relatioits vs key customers as strategic
partnerships. The competitiveness of Alpha waseaa its long-term relationships
with its customers. Through the collaboration aht&gic partners in new product
development and service review, these relationshglged it advance its products
and services by ongoing innovation, improvement @pgrade. This is a typical case
of co-evolution of capabilities (Dyer & Singh, 1998elfat & Raubitschek, 2000),

which is difficult for competitors to imitate.
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In the case of Eta, as discussed in Chapter 4yvieldped very solid relationships
with its suppliers and distributors, which displdyaehighly efficient network to focus
on a niche market that required innovation, fldkiygi high quality and fast delivery.
This created and built up advantageous capabiltyesetwork externalities that the
rivals found hard to compete with for a period iohé (Ghemawat, 2001). Beta is
another example. The company acquired and accumduitd core capabilities on
R&D, technology, operations and marketing througlkhnhological transfer from
cooperating with its strategic alliances, such agdyvbla and Mitsubishi in 2001, and
the Fujitsu group and Sun Microsystem in 20031db daeamed up with Kontron and
Toshiba Teli in 2006 for new product developmemig aision platform solutions.
Beta strengthened its capabilities by absorbingingsedge knowledge from these

international partners and sharpened its competitigs dramaticalf/.

Epsilon and Zeta are two similar examples. EpsiEstablished strategic
alliances with foreign partners, including IBM i®99, and Fujitsu and Universal
Display Corporation in 2000. The areas of co-opematovered TFT-LCD panel
technological transfer in R&D, capacities and marig which enhanced Epsilon’s
capabilities significantly®> Zeta had an established long-term strategic patiipe
with Toshiba since 1980, for producing colour CRTis relationship also initiated
subsequent technological transfer in its manufagguof TFT-LCD panels, which
considerably advanced Zeta’s capabilifitdn addition to their huge resource
commitments, both Epsilon and Zeta relied on tk&mtegic partners to strengthen
their capabilities for achieving cost advantagethainternational marketé.Another

example is lota, which established a strategicamtle with Nano-Tex for
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Nano-related product development. This relationgmipanced its capabilities of new

product development and helped to upgrade itsiegigroducts dramaticalff

The evidence provided in the above discussion hawrs that core capabilities
development also rely on inter-firm relationshipsther than being solely internally
built. There are several reasons why inter-firmattehships would be barriers to
imitation. Firstly, technology or knowledge transfeetween firms is not only time
consuming but also cannot be purchased from thaamd markets (Teece et al.,
1997). Secondly, partner scarcity creates a difffcas suggested by Dyer and Singh
(1998). Thirdly, successful technological trangfeainly depends on the recipient’s
absorptive capacity (Cohen & Levinthal, 1990; Matke2003), which its rivals may
not have. Therefore, competitors find it hard tatae the focal firm’s capability
development through inter-firm relationships if yheannot find an appropriate

partner or don’t have enough absorptive capacity.

Third, relationship building facilitates reputaticecreation and maintenance.
Caves and Porter (1977) describe reputation aschdiiintangible strategic resource
that can preserve competitive advantage becauséérd to imitate. Therefore, like
other strategic assets, firms enjoy competitive aathges if they can obtain
favourable reputations (Hall, 1992; Rindova & Fooryr1999). The data collected
from this study revealed that, in addition to shatders, employees and strategic
partners, firms actively engage with other multigimkeholders, and their main

purposes were just the same—to gain and maintainrégputations.

Most case companies in this study demonstrate togitinuous commitments to

environmental protection to gain good reputatidas: example, Beta, Epsilon and
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Zeta implemented green supply chain purchasingga@en production to avoid toxic
and hazardous materials or components in theirystsd® This not only fulfilled the
requirements of customers from members of the El, dso enhanced their
reputations for environmental concern. In additiépsilon endeavoured to be a good
corporate citizen, undertaking environmental pridd&cpolicies and working together
with its suppliers and subcontractors to achieveaate social responsibility and
sustainable development through its subcontracioplger management systems
including quality, green products, manufacturinghdur and ethics. In 2006, the
company received a local Corporate Social Respiitgiward from Common
Wealth, Taiwan’s leading business magazine, in geition of its efforts in
environmental protection, social responsibilitydarporate governané®Zzeta, was
also committed to supporting environmental protecttiand developing green

products>’

Another example is Delta. As a chemical related ufeturer, it was committed
to minimising its environmental impacts from toxaod hazardous wastes. It also
worked hard to ensure employee health and safétgeS994, Delta has received
many Taiwan government awards in recognition okitgironmental protection and
industrial safety performance, such as Industri@sW% Reduction Awards in 2000
and 2002, and an Energy Conservation Award in 20@imilarly, lota also paid
attention to controlling its environmental impads,the company had great potential
to generate much toxic and hazardous waste. Ibbes a role model in the industry
since 1996 and invited other manufacturers in titistry to inspect and learn from

its work on environmental protection and waste o#ida. It received 1ISO 14001
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certification in 1998, demonstrating its continugf@ort in minimising environmental

impacts. This includes energy saving, waste watguction, and air pollution control.

Moreover, a good number of cases revealed thasfaggressively participate in
various social activities in order to enhance thejrutations. For example, through its
foundation for philanthropy, Beta established aidsaklationship with the civil
society, which provides it with a good reputatiar fund raising and recruiting
employee$? In addition, in the case of Gamma, the companwndsy itself as an
education-related business and actively engagedbiic service and philanthropy. It
had agreed with the idea of corporate social resipoity since its establishment. For
instance, Gamma has actively participated and Hostgous sporting activities and
charity events, such as book donations and mondtargtions. Another case is Zeta,
which had a tradition of respecting multiple stakelers and actively engaged with
them. This includes participation in charity evemtsd public or social service,
protection of labour rights and ensuring employaéety and health. By offering
scholarships and monetary donations in buildingassh laboratories, Zeta formed a
strategic partnership with a prestigious local emsity for co-operation in R&D and
human capital developmeltAnother example is Theta’s participation in ‘thiecfly
Fund’ for helping small and medium local entermisequire loans, by providing
credit guarantees to them. The company also set aparity foundation in 2003,
which has held many cultural, art, and public seevents. It believes that it needs
to give something back to the community and, imtw healthy community will

benefit the firm as wef®

According to Porter (1985), the relations betweeffira and its suppliers,
distributors or customers could be a vehicle oftned competitive advantage
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because they involve cross-organisational co-otidinabeing difficult to distinguish.
Similarly, in terms of reputation building, the agbnships between a firm and its
multiple stakeholders also help sustain its conigehiess. From the aforementioned
case companies, they demonstrated that meetingexpectations of multiple
stakeholders strengthens a firm’s reputation aedethy has a positive impact on its
competitive advantage (Margolis & Walsh, 2003; Vder Laan et al., 2008).
Particularly, reputation is a result of long-tergiationships between the focal firm
and its stakeholders or the stakeholders’ ovessléssment of its ability to meet their

specific criteria (Bendixen & Abratt, 2007; Bickacbbson, & Abratt, 2003).

From the aforementioned cases, it could be arghetl thanaging external
stakeholders helps preserve competitive advantagdadilitating three factors:
resource leveraging, capability enhancement, gmgta&on creation and maintenance.
In other words, the relationships between the imd its multiple stakeholders help it
mobilise resources, strengthen capabilities anddbwp intangible assets such as
reputations. The positive impacts of stakeholdenagament are in supportive of the
argument that engaging stakeholders facilitates ftrenation of social capital
(Andriof & Waddock, 2002; Wheeler et al., 2003) amhances the firm’s capability
to manipulate resources (Blyler & Coff, 2003). Mawer, it could be further argued
that managing multiple stakeholders helps the aatation of ‘stakeholder capital’,

which is a broadly-defined notion of social cap{fayuso et al., 2006).

6.2.4 A comprehensive version of the dynamic perspieve of the firm

According to the discussion above, the empiricalits support the argument that

stakeholder management helps firms advance treouree capacity by accumulating
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resources, developing capabilities, and strengtigenelationships. Stakeholder
management also helps firms use activity drivarshss economies of scale or scope,
cumulative organisational learning, and first-mowavantage, to improve the
efficiency and effectiveness. The three dimensimingesource capacity discussed in
Chapter 5, and in this chapter, are all the sameedree, capability, and relationship.
However, in this chapter, the emphasis is on timd thus each dimension was
examined by both flows and stocks. Hence, we canthe stakeholder view to
reformulate a more comprehensive version of theadya perspective of the firm
proposed by Ghemawat and Pisano (2001). This apipregews the firm as a

value-based network with a collection of resourcapabilities and relationships.

Value creation is determined by interactions betwesources, capabilities and
relationships, together with drivers responding tise competitive context.
Correspondingly, activities related to value preagon—sustaining competitive
advantage—include resource commitments, develogeggabilities, and building
relationships. Moreover, the three types of actsitare not independent; they are
intertwined. The empirical results of this studysaalconfirm that sustaining
competitive advantage requires multiple activitiest example, in the case of Epsilon
and Zeta, the competitive advantage of economissalé was not only dependent on
resource commitments; it also relied upon intanfirelationships for technological
transfer. Moreover, such competitiveness was atd@mmced by their continuously
developed capabilities. Hence, sustained competiisivantage could be shielded
from imitation by multiple factors: economies ofalx special knowledge and
cumulative organisational learning. A similar phev@mon occurred in other cases

such as Alpha, Beta, Gamma and Delta.
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Consistent with the main argument in this thesigarding the source of
competitive advantage, the above discussions supper view that sustaining
competitive advantage also requires linking threesearch streams: the
activity-position, the resource-based and the iaiat views. Adopting the concepts
of flows and stocks, it could be argued that thetbeay for a firm to sustain
competitive advantage is to enhance its resourpacity that fits its competitive
strategy (as discussed in Chapter 4), by accumglatiocks of resources, capabilities,
or relationships, in order to create more value titss competitors. In addition, flows
and stocks influence each other. On the one harmjnaulation and depletion of
flows of resource, capability, and relationship sawchanges in their stocks. On the
other hand, the stocks would affect their subsegflews (e.g., Bontis et al., 2002).
The interrelations between a firm’s resources, b#ifias, and relationships and the
interplays between flows and stocks refer to a dempocial process. Thus, taking
the view of a firm as a value-based network, stalkddr management helps sustain
competitive advantage through advancing the capatiat is, shaping the flows and

stocks of resources, capabilities, and relatiorsship

The following proposition is generated based oralh@ve discussion:

Proposition 6.1: Stakeholder management helps a firm sustain cotiveeti
advantage by advancing its resource capacity—thnougsource commitment,
developing capabilities and building relationships—erder to fit the competitive

strategy.
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6.3 Isolating mechanisms created by stakeholder magement

This section addresses the issue of how stakehaideagement help sustain a firm’s
competitive advantage through isolating mechanidased on the discussion in the
previous section, competitive advantage can beepred through three types of
activities: resource commitments, capability depelent, and relationship building.

It could be emphasised, however, that these factolg described how rather than
why an advantage can be preserved by stakeholdeagement. Based on the
empirical findings of this study, there are sevésalating mechanisms generated in
the process of value creation, which are attributedtakeholder management (see
Table 6.2). It could help explain why stakeholdeanmagement is able to sustain
competitive advantage. The isolating mechanisms Wil be discussed in this

section are: (1) time compression diseconomies,c@jsal ambiguity, (3) social

complexity, and (4) transaction costs.

6.3.1 Time compression diseconomies

For many resources, the time required for resoutegelopment is extensive
(Ghemawat & Pisano, 2001). Time compression dismooes denote a general
phenomenon that acceleration of costs is faster that of resource development.
Dierickx and Cool (1989, p. 1507) describe it ase“tlaw of diminishing returns”

when one input, viz. time, is held constant.” Ihatwords, unless rivals could find
other lower cost means, they need to pay highes dos imitating and catching up

with the focal firm’s strategy. Consequently, a qatitive advantage created by a

firm’s substantial or continuous resource committe@vould generally be difficult
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Table 6.2: Empirical findings: Stakeholder managemst and
isolating mechanisms

=

Case Isolating mechanisms
company| Time compression Causal Social complexity| Transaction costs
diseconomies ambiguity
Alpha |e technological and|e tacit knowledg(e human capital e acquiring and
manufacturing or capabilities |e unique culture preserving valued
capacities e reputation resources
e investment in e generating
internationalisation switching costs
e mitigating the risks
of social incident
Beta e technological and/e tacit knowledg(e human capital |e acquiring and
manufacturing or capabilities | unique culture preserving valued
capacities e relational e reputation resources
capabilities of e mitigating the risks
green supply of social incident
chain
Gamma |e investment in e tacit knowledgie human capital |e generating
internationalisatiop or capabilities [® unique culture switching costs
e reputation e mitigating the risks
of social incident
Delta  |e investment in e tacit knowledg(e human capital |e acquiring and
environmental or capabilities |e unique culture preserving valued
protection e reputation resources
e investment in e mitigating the risks
internationalisatio of social incident
and integration
Epsilon |e technological ande tacit knowledg(e human capital |e acquiring and
manufacturing or capabilities | unique culture preserving valued
capacities e relational e reputation resources
capabilities of e mitigating the risks
green supply of social incident
chain
Zeta e technological and|e tacit knowledg(e unique culture |e acquiring and
manufacturing or capabilities |e reputation preserving valued
capacities e relational resources
capabilities of e reducing of
green supply transaction costs o
chain the supply chain
e mitigating the risks
of social incident
Eta e investment in e tacit knowledgte reputation e reducing of
internationalisation or capabilities transaction costs o
the supply chain
e mitigating the risks
of social incident
Theta e investment in e tacit knowledg(e human capital |e reducing of
integration or capabilities | unique culture transaction costs 0
e reputation the supply chain
e mitigating the risks
of social incident
lota e investment in e tacit knowledgte reputation e mitigating the risks
environmental or capabilities of social incident
protection
Kappa |e investment in R&D» tacit knowledg(e human capital (e generating

or capabilities

e reputation

switching costs
e mitigating the risks
of social incident
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for its rivals to imitate due to the result of tincempression diseconomies which

could be an effective isolating mechanism for snstg such advantage.

To apply the concepts of stocks and flows, the $laf resource commitments
contributed to the stocks of firm resources. Acewgdo the case companies in this
study, due to stakeholder management, time compresfiseconomies play an
important role in sustaining competitive advantageile accumulating resources. For
example, as discussed in Chapter 5, Delta andweta two pioneers in response to
two stakeholders—local communities and the govenwwand had improved
environmental protection. As a result, their reseucommitments in equipment for
pollution prevention became the source of sustagwdpetitive advantage in terms
of cost. Rivals failed to catch up with these twampanies because they had to
disburse much more expenditure as the governmeuased more stringent laws and
regulations to prohibit the discharge of wastewatsd other toxic pollutants. They
belong to a typical case of time compression disecoes and are in line with the
argument that managers’ environmental responsigewdsresult in the firm’s long
run success through enhancing its sustainable ddmeeadvantage (Lopez-

Gamero, Claver- Cortés & Molina-Azorin, 2008).

As stated in the previous section, Alpha, Beta,ilBpsaand Zeta developed their
technological and manufacturing capacities by $iggnit investments in R&D,
equipment, machinery and plants. These compansinecessfully raised the funds
they needed for their resource commitments in & pew years, which relied on
good track records and reputations recogniseddoghlareholders and other investors.
For a publicly-listed company, if the shareholdersinvestors are not comfortable
with their investments, including both economic atlical concerns, they would sell
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their shares in the market and terminate theiticglahips with the company (Ryan &
Buchholtz, 2001). Moreover, there is a trend thaestors are increasingly interested
in how corporate profits are made and take botlanmmal and ethical risks into
account (Ryan & Buchholtz, 2001; Beal, Goyen & BBil 2005). Consequently,
companies need to be concerned with the interdéstsuttiple stakeholders. It could
be argued that track records, trust, and relatipsshith multiple stakeholders cannot
be created over night and take time to build up.e 0o time compression
diseconomies, competitors pay much higher costanii@ation and thus the focal
firms’ competitive advantages, with respect to wwee commitments enhanced by

stakeholder management, can be preserved.

As for internationalisation of operations, companimay be confronted by
different stakeholders. Alpha, Gamma, Delta and dfj@yed successful production
and marketing in China through collaboration whkit strategic partners. They also
built good relationships with local governmentnder to do their business smoothly.
Alternatively, Eta’s experience of failure in deaiwith the local union forced it to
close the plant established in Latin America. Intfjeereflects Eta’s failure to engage
with the local employees which caused a disasterebver, the strategic partnerships
are long-term relationships as emphasised by thH@sa# Alpha and Et& which are
based on trust, commitment, and co-operation (Mo@diunt, 1994; Das & Teng,
2000). Owing to time compression diseconomies]giwdno imitate a similar strategy
need to commit greater costs if they try to essabicorresponding relationships

afterwards.

Furthermore, while making resource commitment, $irare confronted with a
trade-off between the potential costs from time pmasion diseconomies and the
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opportunity costs from deferral of the resource rwoiments (Pacheco-de-Almeida &
Zemsky, 2007). Firms may also face another traflebmtween irreversible
commitment and flexibility while making decisionsegarding deployment of
resources (Pacheco-de-Almeida, Henderson & Co@8R@hese two characteristics

of trade-offs could make imitation strategies maifécult for competitors.

The following proposition is generated from the @bdiscussion:

Proposition 6.3a: Stakeholder management helps the firm sustairoitgpetitive

advantages by time compression diseconomies.

6.3.2 Causal ambiguity

Causal ambiguity is proposed by the resource-bassd (Barney, 1991; Lippman &
Rumelt, 1982; Reed & Defillippi, 1990; Peteraf & Bay, 2003), as an effective
isolating mechanism against imitation, as rivalsinta measure how the firm’s
resources or capabilities result in its competiagwantage. Due to causal ambiguity,
a competitor may fail to identify the value of sifiecresources or capabilities and
thus imitation activity would be absent (Lippman Rumelt, 1982; King, 2007).
Besides, even where the value of imitation is re®y, rivals may be reluctant to
imitate because the relevant capabilities involf@dproviding similar products or
services are difficult to unravel (Javidan, 1998)though causal ambiguity may
create barriers to imitation, it also generatesesagency issues, including managers’
self-serving motivation, misleading information,daignorance of a competitor's
threat (Cennamo et al., 2009; Powell et al., 20D6ihe literature, scholars argue that

causal ambiguity is generally rooted in tacitnessnplexity, and specificity in a
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firm’s capabilities and resources (e.g., McEvilyad) & McCabe, 2000; Reed &
Defillippi, 1990). As social complexity regardingakeholder management will be

dealt with afterwards, this subsection only diseggsicitness and specificity.

According to Hall and Vredenburg (2005), managitaksholders is difficult
“because it is idiosyncratic and context-speciffp’ 11). Similar to resources, the
flows of capability development contribute to thecks of a firm’s capabilities. The
case companies in this study indicated that owingtakeholder management, causal
ambiguity helped firms sustain competitive advaataghile developing capabilities.
First, stakeholder management may generate tagwlklge or capabilities which are
difficult for competitors to imitate. As statedrfexample, Alpha actively involved its
customers in new product development and ongoindyat improvement. Engaging
customers not only helped the company build up ry pewerful database for its
product innovation, improvement and upgrades ksd &cilitated its development of
team-embodied skills and accumulation of human tahpin a similar example,
Gamma integrated a good number of teachers intteits product development, pilot
testing, and ongoing feedback regarding the uséextbooks and other teaching
materials. Another example is Delta, which devetbje capabilities in new product
development, such as several kinds of adhesive tap@meet the special requirements
of industrial users. Based on its existing capaédj the special knowledge was
internally built through the interactions betwetngtaff and the customers in order to
meet new market demand. Kappa also developed dsnédogy of E-security
solutions by integrating its management team’s eiggewith government regulations
and specifications, needs of customers and theires@and knowledge of some local

universities. All the above-mentioned cases empgbdstiacit understandings between
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themselves and their customers, suppliers or agteteholders due to long-term
relationships, including intense personal intemadi and institutional

communications.

Moreover, Eta and lota co-operated with their sigopland other strategic
partners by exchanging technology, knowledge anckehanformation for specific
market segments. They formed very successful gicatdliances and continuously
received orders from overseas buyers because wfuhigue capabilities, superior
quality, fast delivery and high flexibility. Agairas emphasised by the CEO of Eta,
the co-operation among firms came from their tarst mutual understanding, due to
causal ambiguity, which are difficult for their al to identify and duplicate. These
cases are somewhat similar to Dyer and Singh's §19%rgument that the
co-evolution of capabilities generated by closeatrehs between suppliers and
customers can be protected by isolating mechanisth as causal ambiguity. In
particular, they are similar to Lavie’s (2006) atisa that the durability of an
advantage created by inter-firm partnership rdikss on the nature of resources per

se but more on the relations between the focal dinch its alliances.

Another example refers to Beta, Epsilon and Zepalcies regarding green
supply chains in response to governments’, custenagrd civil society’s demands,
which require integration of different stakeholdeeng the supply chains. Each
member of the supply chain, according to its bagkgd, has its specific method of
pollution control or prevention. Although the thréems had different ways to
achieve their goals of being environmentally frigndhey shared the same feature in
establishment of green supply chains. This allowesm to generate networks of
interactions between suppliers and customers #uditated sharing information and
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knowledge for environmental protection. These camgmalso confirm Hart's (1995)
and Vachon and Klassen’s (2008) arguments thangremagement strengthens tacit

and firm-specific capabilities.

The above examples illustrate that tacitness ardifsgty of capabilities create
causal ambiguity that sustains competitive advant&jvals are thwarted as it is
difficult to unravel the value of the source of aivantage or how to re-create it, as
well as how to imitate the actions and strategieshe companies with sustained
competitive advantages (April, 2002). In particul&ach firm has its specific
interactions with stakeholders that are not easycfompetitors to duplicate, which
makes competitive advantage sustained (Cennamq 8089; Harrison et al., 2010;

Rodriguez et al., 2002).

The following proposition is generated from the @bdiscussion:

Proposition 6.3b: Stakeholder management helps the firm sustairoitgpetitive

advantages by causal ambiguity.

6.3.3 Social complexity

Similar to causal ambiguity, social complexity iseoof the isolating mechanisms
against imitation suggested by the resource-based {Barney, 1991; Reed &
DekFillippi, 1990). According to this logic, socialtomplex resources or capabilities
refer to organisational assets, tangible or intalegi generated by collectively
co-ordinated group activities, such as a firm’suna or reputation (Rowe & Barnes,
1998). Social complexity can be an isolating me@@rmarby itself or it may result in

causal ambiguity (McEvily et al., 2000; Reed & Deadpi, 1990). Even if rivals
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understand the relationships between socially cemptsources or capabilities and
competitive advantages; they may be incapable gagng in imitation due to the
fact that the generation of underlying resourcesapabilities are “beyond the ability

of firms to systematically manage and influencear(iey, 1991, p. 110).

In line with resources and capabilities, the flowk relationship building
contributed to the stocks of firm relationships.eTHata collected for this study
suggested that stakeholder management, while stremgg the relationship capacity
of a firm, would generate social complexity becabsenan capital, culture, and
reputations are difficult for rivals to imitate.r&ily, the companies interviewed in this
study suggested that they all valued the importasfcauman capital by offering
different kinds of training and development progna@s and engaging their
employees. Culture is another example that dispdajsature of social complexity
that can sustain competitive advantage (Barney, 1;1991artin-de-Castro,
Navas-Lopez, Lopez-Saez & Alama-Salazar, 2006).ifsance, Alpha promoted its
culture as ‘effectiveness, responsibility and passiBeta emphasised its culture as
‘CARE’, which stands for commitment, assurance,iakelity, and execution.
Organisational culture related to multiple stakeleos$ is a broad concept (e.g., Jones,
Felps & Bigley, 2007). Although this thesis doest miiscuss it in detalil, it is
worthwhile to mention the culture related to hunwapital here and discuss them

together.

For example, Alpha, Epsilon, and Zeta promoted inopus improvement
cultures in their organisations and used job oagoh and on-the-job training to
upgrade their managers’ capabilities. Beta, Ganmand, Delta provided employees
with sponsorship for tertiary education coursesictviencouraged their employees to

249



Chapter 6: Sustaining competitive advantage througlstakeholder management

make investments in developing their skills, knalgle or capabilities. Beta, Gamma
and Theta promoted themselves as learning orgamsatand used different
programmes to support employee’s training and dgveént. According to the CEOs
and senior managers of these companies, the huapialaccumulated was not only
a source of competitive advantage, but also an iitapbfactor that sustains such
advantage. Human capital is not only characterid®d time compression

diseconomies (Wright et al., 2001), it also invelveeam-embodied skills and
knowledge resulting from interpersonal relationsl ameractions among colleagues
within an organisation that are socially complex atfficult for rivals to imitate

(Amit & Schoemaker, 1993; Reed & DeFillippi, 199Moreover, the positive

relationship between human capital and the culaireespecting both internal and
external stakeholders was emphasised by the ieteeds. This finding is somewhat
consistent with Simmons’s (2008) argument that huroapital, in terms of the

contribution and commitment of employee stakehadplays a crucial role in value
creation of modern organisations and could beteticby a system aligning internal

and external stakeholders.

Another example is reputation. The reason why w@mrt is difficult to
reproduce is two-fold. Firstly, it internally regents the unique image and identity of
a firm that its members believe it to bend through which their behaviours are
shaped (Dutton & Dukerich, 1991). Moreover, acaagdio Vergin and Qoronfleh
(1998, p. 22), “reputation reflects behaviour exetb day in and day out through
hundreds of small decisions.” Secondly, it is asternally perceived by the firm’s
stakeholders and is mainly beyond managers’ maatipnl (Fombrun & Shanley,

1990). Besides, it takes time for reputation buiglit requires a shared reflection of a
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firm from its different stakeholders (Fombrun & vRiel, 1997). Hence, reputation is

not only intangible, but also demonstrates a higgrele of social complexity.

According to the data analysis earlier, the comgmmterviewed in this study
suggest that reputation is a multifaceted conogbich involves a socially complex
process. First, firms need to achieve their finan@erformance objectives and
financial soundness. This was emphasised by alpanies interviewed. Among them,
Alpha, Beta, Epsilon and Zeta stressed transparentimely financial information as
well as face-to-face interactions, which are exeglmimportant to institutional
investors. Second, firms need to provide good d¢ardi and compensation for their
employees. In this respect, Beta, Delta, Epsilod @eta are good examples of
organisations which have established good repuistio their industries to attract
good employees. Third, firms need to develop a yrbdr service reputation. The
long-term relationships of Alpha and Gamma withirtteaistomers exemplify that
they built very good reputations among customerschvhelped them in improving
their products continuously through close customiractions. Fourth, firms need to
be credible to their suppliers. Delta, Eta and lodal good reputations among their
suppliers and enhanced their capabilities in tesfmsew product development or for
serving niche markets. Fifth, firms need to be geodporate citizens in various
fields—ethical behaviour, environmental protectaord philanthropy. In this regard,
Beta, Delta, Epsilon, and Zeta had good reputatifmmsbeing environmentally
friendly. Alpha, Beta, Gamma, Zeta, and Eta establil independent foundations to

carry on charity activities or philanthropy.

It should be noted that, as the above examples w&maded, a firm cannot rely
on a single dimension to formulate its reputatidhe reputation of a firm is an
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abstract figuration about itself, resulting fromatleg with multiple stakeholders and
influencing their responses (Teece et al., 1997hdvia& Wartick, 2003). Corporate
reputation requires careful stakeholder managerserds not to generate negative
impacts (Hall & Vredenburg, 2005; Martinez & Normag004). In, summary,
reputations generated by stakeholder management sa@ally embedded,
idiosyncratic and long-term in nature; thereforleeyt can potentially be isolating

mechanisms which help to preserve competitive adgen

The following proposition is generated from the @bdiscussion:

Proposition 6.3c: Stakeholder management helps the firm sustairoitgetitive

advantages through social complexity

6.3.4 Transaction costs

As discussed in Chapter 2, Dyer and Singh (1998)eathat effective governance is a
source of competitive advantage, which can lowardaction costs. In particular, they
suggest that self-enforcing safeguards such as$ ang reputation among strategic
partners are more effective than third-party erdorent arrangements. This concept
can be extended by involving other stakeholdertheffirm (Andriof & Waddock,

2002; Rodriguez et al., 2002). According to JorE39%), stakeholder management
can help firms efficiently reduce transaction c@std generate competitive advantage

over their rivals.

According to the empirical findings of this studyhrough constructive
relationship building, stakeholder management @&mluce transaction costs by trust

and thereby generate barriers to imitation. Firssitakeholder management helps
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firms acquire and preserve valued resources bymmsmg transaction costs. For
instance, Alpha, Beta, Delta, Epsilon and Zetad@at reputations for taking care of
their employees, including training and developmsuaperior working conditions and
profit sharing schemes. Due to the trust betweesdltompanies and their employees,
they could have recruited and maintained good atdfiwer transaction costs, such as
searching, negotiating, renegotiating and enfor¢hreg contracts (Grossman & Hart,
1986; Hart, 1988; Holmstrom & Milgrom, 1994; Willreson, 1975; 1985). Moreover,
as emphasised by Dyer and Singh (1988) and Willeim§1985), long-term
relationships not only encourage employees’ comentis to the firm, but also

contribute to the accumulation of organisationahhn capital.

As for financial capital, companies can lower t@t®n costs as a result of the
trust between the companies and their investors. example, Epsilon and Zeta
demonstrated that stakeholder management, incluthieig environment protection
schemes, facilitates stakeholders’ intentions taldish transaction relations with the
focal companies (Puncheva, 2008). As noted abooty bf them smoothly raised
funds for their strategic investments on severaasmns. The senior manager of
Epsilon also asserted thatErfvironmental protection and green policy are very
important to us ... investors are more concerned withironment issues than ever
before ..” It is consistent with Sharfman and Fernando’sO@0argument that firms
undertaking environmental risk management couldicedheir cost of capital. This
case highlights the importance of interactions wattternal stakeholders such as
potential and existing investors, rather than maéefficiency. It is somewhat similar
to Porter and Kramer’s (2006) argument that cortipetadvantage can be generated

by integrating social impacts into a firm’s genesiategy.
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Secondly, stakeholder management generates thehgswgtcosts to consumers.
For example, when customers get accustomed toetiteres or services of a given
supplier, it could be difficult for them, or thepwd be reluctant, to switch to other

supplies. As the CEO of Alpha indicated:

As our products are involved in the area of manag®mwe cannot build
up long-term relationships with our customers withservice. | think a product
might be replaced by your competitor at any timeyaver, if your service is
good, the partnership between you and your custamiepersist ... Take ABC
Corporation as an example, it used our small ERRenwkhat company just
started up. It further used our large ERP when é@nwIPO and it is still our

customer.

Gamma is a similar case. As stated, the companyefctcarried on customer
engagement by holding intensive seminars and imebits customers in new product
development including suggestions for the conteftaew textbooks, pilot testing
and after sales service. As customers participatguioduct development, they were
reluctant to switch to other providers as they ldadoted time as well as other
resources, both tangible and intangible. Besidesng to stakeholder engagement,
Kappa’'s customers also had significant switchingf€because they were accustomed
to its specifications of IC chips and supportingtware. These examples are in line
with the argument that switching costs occur assallt of supplier-specific learning
by the customers and, thereby, create barriensatsr(Porter, 1980; Wernerfelt, 1985;

Mata, Fuerst & Barney, 1995).
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Thirdly, stakeholder management fosters reductidnamsaction costs along the
supply chain. Stakeholder management supportshuikting, long-term relationship
development and information sharing among orgaoisst For instance, Zeta
accumulated strong relationships with its supplywoeks and strategic partners.
Through improved information sharing and co-ordovatof supply and demand, as
indicated by the senior manager of Zeta, it hacessfully dealt with the negative
impacts of the ‘bullwhip effect’ and further sustad its competitive advantage.
Similarly, Eta has built a responsive supply chaiith its suppliers, which can
respond rapidly to changes in the demands of fashjgparel from international
markets and preserve such an advantage for a pefribthe. According to the CEO
of Eta, these kinds of relations require mutuasttand long-term co-operation among
members of the supply chain, which are not easgleielop in that industryThe
close relationships have become its sustainablepebiive edge in terms of cost
advantage in a niche market. Moreover, resourcerdgmng benefits all alliance
partners. The above examples demonstrate thathsflalee management facilitates
information sharing and trust building among themy chain partners. It is argued
that such relationship management is vital to @essful supply chain by effectively
reducing transaction costs (Dyer & Chu, 2003; Hedlf Krause, Scannell &

Monczka, 2000; Kwon & Suh, 2005).

Fourthly, stakeholder management mitigates thesrigk undesirable social
incidents by embracing corporate social responsibiMost companies interviewed
in this study displayed their commitments to cogpersocial responsibility. Among
them, Beta, Gamma, Epsilon, Eta and Theta establigidependent foundations to

carry on social, charitable and philanthropic atés. Using the foundations, they not
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only developed notable reputations for themselvwdsalso built networks with other
not-for-profit organisations. As discussed earlth Delta and lota made significant
investments in environmental protection and gafiraettmover advantages. They also
developed strong trusts between themselves and libeal communities, which
resisted potential threats from environmental &tgvand local residents. Similarly,
the senior manager of Zeta indicated that its hamgy relationships with local
communities in different production situations hasteccessfully prevented it from
causing significant social pressures and concaurnaglits planning and construction

of new manufacturing plants.

To sum up, the above examples demonstrated thi¢hstlmler management
lowers transaction costs and thereby enhances tdleh®lders’ willingness to
develop transaction or other relations with a fiffuncheva, 2008). The case
companies in this study exemplified that throughidaog relations with stakeholders,
firms can acquire and preserve valued resourckEsvar cost, create switching costs
for their customers, reduce costs along the supbfin, and minimise the risk of
social incidents. They support the argument thatedtolder engagement can lower
transaction costs and create sustained competiilv@antage by reputation- and

trust-based connections (Tencati & Zsolnai, 2008gman, Martin & Pramar, 2007).

The following proposition is generated from the abdiscussion:

Proposition 6.3d: Stakeholder management helps the firm sustairontgpetitive

advantages through transaction costs
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6.3.5 A stakeholder perspective of isolating mech&ams

In Chapter 5, it was argued that the concept ddestalder management is in line with
the essence of competitive advantage that addréssesmpacity of the firm to offer
more added value to customers than its competitorsn a competitive environment.
Accordingly, stakeholder management aims to cukiveuch capacity through the
three activities: resource commitment, capabilitgvelopment, and relationship
building. As discussed in Section 6.2, these daawiexplain how stakeholder
management sustains competitive advantage throniggineing resource capacity. In
this section, the question of how stakeholder memamt help sustain a firm’'s
competitive advantage through isolating mechanissngxamined. Based on the
empirical findings of this study, and as discusabdve, managing stakeholders is a
long-term, complex and firm-specific endeavour. dnpetitive advantage generated
or strengthened by stakeholder management would difiicult to imitate.
Consequently, it is argued that stakeholder manegéensustains competitive
advantage by means of several isolating mechanigihs: time compression

diseconomies, (2) causal ambiguity, (3) social dexity, and (4) transaction costs.

According to Porter (1985; 1991), a firm gains ¢mmpetitive advantage by
positioning itself into a favourable industry-sgecisituation. He stresses that
performing required activities is the key to itsceess, which determines
configuration of supporting resources and capaslitFrom an instrumental view,
stakeholder management refers to the activitiemariaging stakeholders in order to
achieve the strategic goal of the firm (Freemar841Qones, 1995; Wheeler et al.,

2003). Moreover, these activities need to fit watlich other and to fit the overall
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strategy of the firm (Porter, 1991). As Porter @99. 70) put it, “fit drives both

competitive advantage and sustainability.” To @esffective isolating mechanisms,
the focal firm needs to achieve both external fitl anternal fit, as emphasised by
Porter (1996). In other words, activities requiress-functional co-ordination within

the firm, and active interactions between the fand its multiple stakeholders. As
Freeman (1984) highlights, managing stakeholders istakeholder approach to
strategic management. It is a systematic appraaahtegrate both internal attributes

and external attributes of the firm to achievesitategic goals.

The empirical findings discussed in this sectiomdastrate an interesting point.
Although isolating mechanisms include four diffargpes, they intertwine with each
other and one can reinforce another. For instacaesal ambiguity, by its nature,
creates barriers to imitation and discouragessi¥ram duplicating a similar strategy
for managing stakeholders (Cennamo et al., 2008rig@ez et al., 2002). In addition,
causal ambiguity may also cause social complexityich makes it difficult for
competitors to imitate. This is because each fimeds to manage its distinctive,
firm-specific, multiple stakeholders carefully (Hat995). Due to the complexity of
the task, managing stakeholders is long-term and-ttonsuming; it may also cause
time compression diseconomies since rivals are lanabduplicate rapidly. On the
other hand, causal ambiguity would disturb the appate identification of the source
of an advantage, which would cause competitorsetaydtheir imitation strategy and
may, thus, also generate time compression disedesomMoreover, time
compression diseconomies could be a factor of a@ms costs. Relationship
building takes time and can generate high switcloogts for customers and for

suppliers if they are trying to change businestpas.
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6.4 Conclusion

This chapter attempted to answer the second rdsequestion, “How may
stakeholder management help a firm sustain its etithe advantage?” The key idea
of this chapter is based on the argument of Chdptiiat stakeholder management
contributes to the source of competitive advanta@ensidering the firm as a
value-based network, which is a collection of reses, capabilities and relationships
this chapter went further and argued that stakemnotthnagement could influence the
durability of competitive advantage. Based on thipieical results of this study, it is
argued that stakeholder management helps sustaipetitive advantages through
advancing its resource capacity in three ways: uego commitments, developing
capabilities, and building relationships. Stakekolchanagement also helps firms use
activity drivers, such as economies of scale opecand cumulative organisational

learning.

It is evident that the theoretical framework progabsn Chapter 3 (Figure 3.1),
the stakeholder view that links the resource-basdm, relational, and the
activity-position view, fits well with the empiritéindings. Stakeholder management
help sustain a firm’s competitive advantage throiighmpacts on a firm’s resource
capacity. The concept of resource capacity is stersi with the resource-based view,
and the dynamic aspect of a firm proposed by Ghehand Pisano (2001) who
maintains that durability of an advantage reliesboth resource endowments and
capability development. It also supports the refal view proposed by Dyer and
Singh (1998) that both resources and capabilitmddcbe generated by inter-firm

relationships. Moreover, the influences of stakdanmanagement on activity drivers
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are compatible with the activity-position view. dther words, the empirical findings
supported the stakeholder view that links the resmbased, the relational, and the

activity-position view.

It is clear that a firm creates and sustains coitipetadvantage, as its resource
capacity continuously improves, innovates and upggats competitive advantages
over time (Porter, 1991). This capacity is shapgthe flows and stocks of the firm’s
resources, capabilities and relationships. Firnssasu their competitive advantage by
continuously advancing customer value well aheatheir rivals as their capacities
change. The empirical results of this study hawenshthat stakeholder management
generates several isolating mechanisms that peeseompetitive advantages,
including time compression diseconomies, causaliguitly, social complexity, and
transaction costs. It was also concluded that dhe isolating mechanisms intertwine

with each other and one can reinforce another.

260



Chapter 7: The manager’s role in developing compdive advantage in a

multiple stakeholder context

7.1 Introduction

This chapter examines value capture among diffestakeholders and thus how to
balance their demands along with the process afevateation and preservation. The
previous two chapters examined how stakeholder geanant influences the source
and durability of competitive advantage. The isthe follows from this concerns
how a stakeholder approach to competitive advantagebe translated into strategic
decision making by managers. Accordingly, in thisamter, the third research
qguestion is asked: “How do managers perform thelesr in developing and
maintaining competitive advantage by balancingedéht stakeholder demands?” In
the literature, balancing different stakeholdeerasts has been frequently discussed
by scholars (e.g., Donaldson & Preston, 1995; Feeeri984; Freeman & McVea,
2001; Frooman, 1999). From the empirical findinfighis study, all case companies
confirmed that balancing different stakeholder dedsais a crucial task for managers
to achieve competitive advantage for their commanids stated, this thesis
emphasises that firms can be regarded as value-bassvorks and stakeholder
management is an approach through which firms lootkte with their stakeholders
to achieve the goal of value creation for the nekwoConsequently, it could be
argued that balancing stakeholder demands is aorteng issue if a firm wants to

attain its competitive advantage by maximisinguakie of the stakeholder system.

It is surprising, however, that the relationshigween balancing stakeholder

demands and value creation in terms of competiidgantage has rarely been
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explicitly discussed in the literature. Neverthslesome studies contribute insights
into balancing stakeholder demands by managers.ekample, Windsor (1999)
regards managerial discretion as one of the pomgproaches to balancing various
stakeholder demands, which require bargaining abidration. Schwarzkopf (2006)
suggests that to help balance stakeholder interdbts management should
acknowledge how stakeholders recognise their regtssed by their decisions. In
particular, Reynolds, Shultz, and Hekman (2006yardpat managers are the leading
characters who perform the task of balancing istsref different stakeholders. As
they put it, “Balancing stakeholder interests iguably the most critical of
stakeholder principles as it represents the praiaipechanism by which managers
“pay attention to,” elicit, and maintain the supp of stakeholder groups with
disparate needs and wants” (pp. 285-286). Thugnbalg different stakeholder
demands or interests could be argued as the maqgsbriamt task for managers

performing stakeholder management.

Furthermore, how to balance stakeholder demands ¢hanging context has
rarely been studied. In a dynamic environmentra’§ critical stakeholders might
emerge and change over time, and the relationfigpgeen the firm and its multiple
stakeholders could differ accordingly. Therefor@nagers would be confronted with
the problems of ambiguity and complexity when tipeysue a competitive strategy
targeting a shifting or an unclear strategic positiSimilarly, while developing or
sustaining a competitive advantage, it is neces&arynanagers to consider their
changing stakeholder relationships and adopt distie strategies. This subject will

be explored in this chapter as well.
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The objectives of the chapter

This chapter examines the manager’s role in devwajopand maintaining the firm’s
capacity to achieve sustained competitive advantagrigh managing its multiple
stakeholders. In order to understand this role ahagers in the decision making, two

guestions will be addressed:

e How do managers balance different stakeholder ddsam order to achieve

competitive advantage?

e How do managers achieve sustained competitive aagary managing multiple

stakeholders in a changing environment?

Theoretical framework

In this chapter, the theoretical framework propase@hapter 3 (Figure 3.1), which is
the stakeholder view linking three perspectives coinpetitive advantage—the
resource-based, the relational, and the activigitjpm views—is used to analyse and
explain the empirical data. Following the stakekoldiew as discussed in the
previous two chapters, a firm is portrayed as aieddased network. This network
achieves sustainable competitive advantage, beimuisuit of a unique position in
an industry structure, by means of an integratsduese capacity, built up through
resource commitments, capability development, atationship building. However,

the positioning logic implicitly assumes that th&te or predictive stakeholder
relationships are confronted by managers. To capudynamic environment, an
analytical framework inspired by Wiltbank et al2006) is used. This framework

considers the types of stakeholder relations bagsed two dimensions:

263



Chapter 7: The manager’s role in developing competitive advatage in a multiple stakeholder context

predictability—high or low level; and stakeholderexisting or new. Distinctive
strategies are suggested according to differemtstybh stakeholder relations. Thus, the
analysis will be extended to a more dynamic and prehrensive view than the

traditional positioning logic.

This chapter is organised as follows. Firstly, tomcept of balancing different
stakeholder demands will be discussed. Seconddyrelationship between balancing
stakeholder interests and competitive advantagé el analysed. Thirdly, the
dynamic stakeholder relations and strategies fonagag stakeholders will be
addressed. Finally, the chapter concludes by ceriegl the appropriate roles of

managers in achieving sustained competitive adganta

7.2 The concept of balancing different stakeholdestemands

Stakeholder theory advocates that managers shoulsider all stakeholders’ wants
and needs in their strategic decision making (Feeseni984; Freeman & McVea,
2001). In particular, Donaldson and Preston (1%@bocate that corporate managers
are self-directed and motivated to balance diffestakeholder interests. Reynolds et
al. (2006) follow the same assumption and arguerdsmurce divisibility and relative
stakeholder saliency are two major factors thasttain a manager’s effort to balance
stakeholder interests. In other words, it is diffic if not impossible, to treat all
stakeholders equally due to limited conditions geteel from the context in which a
firm operates. In this section, there are two inguurissues related to the concept of
balancing different interests. One issue referstite dimensions of balancing

stakeholder demands, the question of what to bal@lensen, 2002; Windsor, 2002).
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Another issue refers to the question of how to riada different stakeholder
demands—what criteria should be taken into conatder (Venkataraman, 2002;

Windsor, 1999).

7.2.1 Dimensions of balancing different stakeholdetemands

As discussed in Chapter 2, Jensen (2002) argues thiea objective of value
maximisation is not feasible if using more than adienension. Therefore, he
advocates that, due to conflicts among variousestalkiers, it is an unworkable
strategy in pursuit of balancing different stakeleol interests. Another related
problem, as indicated by Jensen, is that stakehthd®ry does not provide a clear
guideline regarding how to prioritise or balancdfelent stakeholder interests.
Although Jensen (2002) criticises the feasibilifyneatching multiple stakeholder
demands and advocates ‘a single-valued objectivectibn’, he presents two
arguments that are not contradictory to the logicstakeholder theory. First,
managers should make their best efforts to incréasdéong-run market value of the
firm. This is in line with Phillips et al.’'s (2003rgument that stakeholder theory
supports the perspective of value maximisation. other words, Jensen and
stakeholder scholars share the same view that reesmage responsible for long-term
value creation in terms of their strategic decisioaking. Second, managers need to
deal with the trade-offs between the competing delmaresulting from different
stakeholders. This is consistent with Phillips lés §2003) major concern of how to
distribute financial outputs generated by the fidath traded-off and distribution
refer to allocation of resources, which involvesngiples such as efficiency and
fairness. However, Jensen accentuates that itsiagde-value objective function—
value maximisation, not multiple objectives, thahdead to long-term value creation.
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According to Windsor (2002), Jensen’s assertiomas an alternative to a
triple-bottom-line approach; rather, it is one disien of that approach. Based on
Jensen’s (2002) work, Windsor proposes a threestBioaal approach, including
financial value, stakeholder interests and stalddrgbower. He argues that financial
value growth can be achieved through balancing ipteltdimensions, including
stakeholders’ interests and their power. In paldicuhis approach suggests that an
integrative balancing approach is feasible to deiélh synergy and contradiction
among stakeholder demands. Reynolds et al. (2086)discuss this issue but treat
balancing different stakeholder demands as a typicastrained maximisation
problem. However, Windsor (2002) argues that stakin demands could be treated

as either the constraint or the objective.

From the empirical findings of this study, in adulit to financial value,
stakeholder interests and stakeholder power areofwbe important dimensions of
balancing stakeholder demands. In the respect aiekoblder interests, the case
companies demonstrated that they consider mulspdéeholder interests in their
strategic decisions. For example, Alpha, Beta, IepsiZeta, and Theta emphasised

CSR in line with their corporate polici@5As the CEO of Beta stated:

In addition to the staff, the most important reasshy a business can be
successful and grow is the grand environment.dbad environment does not exist,
no business can be prosperous. Hence, if a smrall Wants itself to be better, it
should contribute to making the society better ...n&ed to consider stakeholders’

interests and give something back to the socidtijjewhe company is growing ...
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Similarly, the senior manager of Zeta pointed dwt:t“Business ethics and
corporate social responsibility are important ingients of our company’s policies ...

the company should be a good citizen of the sotiety

In addition, Gamma and Eta emphasised how theygresed the interests of
critical stakeholders and how they benefited fromteriactions with stakeholdets.

The CEO of Gamma said that:

Interaction with any stakeholder group is kind @&ining. For example, for the
rules that regulate our industry, we assigned sstaé to communicate with the Fair
Trade Commission, the Ministry of Education, ane Barliament. The staff learnt
how the government agencies operated and knewddeal with them by identifying
common goals. In other words, we need to consitierqeople’s interests, rather
than our own interest only ... When we invited maotgmtial Chinese partners to
visit our business, we were able to solve somd Isgaes for their visa to Taiwan ...
we have successfully developed capable staff #ratsolve tough issues from these

interactions with the government agencies

The CEO of Eta also supported this view by statiivad:

In the past few years, running a factory was gsttaightforward, but now we
must take human right and local communities intcoant ... we need to
acknowledge many issues that have become very eéomplwe need to consider
different requirements from customers, working dbomms and benefits of
employees, ... the scope covered by stakeholdeoshgge ... Nevertheless, | think

it's an indication of improvement
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Moreover, Delta, lota, and Kappa demonstrated ttieit respect for employees

is rooted in corporate philosopfYFor instance, the CEO of Delta said:

We understand that staff is the most important tass¢he company. We fully
realise that a happy staff can always maintain hpgbductivity that is good for the
company. In our Chinese plants, many employeedrara provinces that are far
away from the company. While employing them, weetale care of their basic needs
including accommodation, diet, and travelling ... Eover, we provide them with
opportunities for further study, especially the gger ones. They can then improve

themselves, hopefully growing with the company.

Furthermore, with regard to stakeholder power,ctiige companies of this study
reflected a variety of different powerful stakehersl For example, in the case of
Alpha, Gamma and Et4 customers were the most powerful stakeholderggotihe
wants and needs of their customers continued tibdde first priorities. The CEO of

Alpha stated that:

Basically, the competition of this industry is vamense since there is not any
barrier to entry into this market ... it's not onlpyr products can meet the customer
needs. The key factor is your service, ... you needmiprove your service
continuously in order to survive in this market customers are the most powerful

stakeholders among the critical stakeholders.

The CEO of Eta also confirmed this view by sayihgtt “We need to meet the

customer requirements. | think customers shoulthé¢op of the stakeholder priority
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list. For some customers, as they are very powetthere is no room for compromise
and you must meet their requirements. Otherwise,would not be in their list of

providers”

In the case of Epsilon and Zéfaas stated earlier, shareholders, particularly the
institutional investors, were one of the most iafitial stakeholder groups, which
were the major source of funding for their capitalestments in equipment and

plants.

Besides, like Beta and Kappathese two companies needed to treat employees
as powerful stakeholder group since they determitied core capabilities of the
organisation. For example, the CEO of Beta assdinigdin my view, employees are
the most important and powerful among our comparstakeholders ... it is
employees who can create the value of the producseovice that customers
want ...apart from the reward system, a crucial facdaf the employees are happy in
this organisation .”. This view was confirmed by the CEO of Kappa, wdsserted
that: “As an R&D-oriented firm, the most precious assetsoar staff ... it is difficult
to get the same qualified people from outside tgammization and it takes at least two
or three years to cultivate them with specialisagabilities ... It is challenging for us

to retain them and they are very powerful staketidaf our company .”.

In the case of Gamma and Kappaas discussed earlier, they acknowledged
governments as more powerful stakeholders tharr cte® companies in this study,

because both of them are in industries highly regdl by the government
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The above examples echo the argument emphasisalfifgsor (2002) and
other scholars (e.g., Coff, 1999; Mitchell et al997). The critical stakeholders
exhibited their power that shaped the focal firstetkeholder orientations. Moreover,
it is worth noting that stakeholders influence eatireation and value capture mainly
based on their bargaining power (Coff, 1999). Thgim of stakeholder power may
be attributed to their possessing scarce resouaggsicable knowledge, or suitable
social skills (Lawrence, Mauws, Dyck & Kleysen, B)0 However, stakeholder

power is more abstract and complicated than firsdvallue and stakeholder interests.

From the above discussion, Windsor's (2002) argumersupported by the
empirical results of this study. However, as stakdér interest and power might
contribute to the increasing financial value of fins as well, this study treats them
as two other dimensions, rather than only condsain the process of value creation.
In the remainder of this thesis, stakeholder demandlude the three dimensions

suggested by Windsor (2002).

7.2.2 How to balance stakeholder demands

In the literature, studies on the concept of batapstakeholder interests or demands
tend to focus on issues of equity or trade-off. Emample, Phillips et al. (2003)
clarify the meaning of balancing stakeholder irgeseby suggesting the concept of
meritocracy. They further point out that “benefétge distributed based on relative
contribution to the organisation” (2003, p. 488) gyoting the Sloan Colloquy:
“Corporations should attempt to distribute the bign@f their activities as equitably
as possible among stakeholderslight of their respective contributions, cosésd

risks' (2003, p. 488). The notion of ‘respective conttibns, costs, and risks’
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corresponds quite well with ‘the weak equilibratingrocess’ suggested by
Venkataraman (2002). According to Venkataramars friocess occurs when an
entrepreneur notices the inefficient utilisation sfime resources and proposes an
alternative usage or deployment of them. Followtmg logic, if a stakeholder, such
as a resource provider, is not fairly treated gy ftical firm, its competitors or firms
in other industries have the opportunity to offdredter deal for that resource provider.

Venkataraman suggests that the weak equilibratioggss has three roles:

First, it provides important information about tbempetitive value of alternative
resources ... Second, the competition for resources fopportunity-seeking

entrepreneurs potentially forces managers to adt each stakeholder is an end
unto himself or herself not a means to others’ efiddrd, the entrepreneurial

process can provide a viable exit route for victea stakeholders (2002, p. 51).

Campbell and Alexander (1997) dispute the posgibdi satisfying multiple
stakeholder groups simultaneously, and argue tmatprescription of a universal
objective does not provide managers with any useiudance. However, this
argument is based on a one-size-fits-all strate§iernatively, Windsor (1999)
proposes three different approaches regarding howsatisfy various or even
competing stakeholder demands. Fietcommodatiorrefers to providing enough
resources to match demands. As a result, suppierg be saddled with excess
capacity. Secondalignmentbrings different stakeholder interests moving otite
same direction towards a win-win situation. Thivdlancingsuggests the necessity of
making trade-offs among stakeholders for compeiimgrests. Without enough
resources to fulfil all demands, the reconciliat@fnnterest needs to be achieved. In
contrast to a narrow conception that focuses onlyrade-offs, in this study a broad
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conception of how to balance is used, which intesgréhe above three approaches—

accommodation, alignment, and trade-off, based omd¥ér’'s suggestion.

According to the above discussion, the concept alarxing stakeholder
demands is derived, as shown in Figure 7.1, whathdcfurther our understanding of
stakeholder management regarding competitive adgant Thus, balancing
stakeholder demands comprises two components. if$te(dn the right) refers to
what to balance, including financial value, stakdhbp interests and stakeholder
power. The second (on the left) refers to how tlarze, including accommodation,

alignment and trade-off.

Financial

Accomm tion
cco odatio value

Stakeholde
interest

Stakeholde
powel

Alignment Balancing

Trade-off

Figure 7.1: The concept of balancing stakeholder aeands

The empirical findings of this study confirmed tlaabroad conception of how to
balance multiple stakeholder demands was adoptedabg companies. The first
concept is trade-off. For example, the senior manay Epsilon indicated: We
believe balancing interests needs a fair princigle,we reward our employees based
on the level of other companies in the same inglisthe CEO of lota revealed a
similar view: ‘Both shareholders and employees understand theyntalependent

and employees have never complained about theigéwieeeze’ when the company
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has not made much money in recent yé&egarding the trade-off between the firm
and its suppliers, it depends on the bargaining gpolwetween the buyer and the
supplier and the types of relationship between thdm maintain a long-tem
relationship, the weaker are more willing to acctm trade-off required by their
counterparts; for example, the senior managers aih Hointed out: When our
customers cancel their orders, we need to transiar loss to our suppliers; it
depends on the bargaining power of both sides .retlsea natural balance among
players in this industry.The concept of trade-off usually conveys itsalfaazero-sum

game between the focal firm and its stakeholders.

The second is alignment. According to this conctyd,relationship between the
focal firm and its stakeholders is a positive-sutamg. A typical example refers to the
profit sharing schemes for employees adopted byt wiothe case companies of this

research. For example, the senior manager of 2t ke this:

We need to get a balance between the shareholdershe employees, the issue
is how to use limited resource to create a maxicthisglue ... Many people regard
employees as costs; however, they can create nadue added. It depends on how
you inspire your employees. If you can design algystem for employees to create

more value, it is good for everybody, includingret@lders, suppliers, and so forth.

Another example is the training and developmentleyaa by case companies.
All CEOs and senior managers interviewed in thiglgtsuggested that training and
development programmes could enhance the capesilifi both employees and the
firms. It is a win-win situation that firms benefitom their investments in their

employees. The CEO of Beta emphasisédie”established a good system that

273



Chapter 7: The manager’s role in developing competitive advatage in a multiple stakeholder context

continuously trains our staff; this system not amdains good staff but also make the
firm become a learning organisation in order to patito the environmental change.

The CEO of Gamma also notedQur training and development focus on sport
activities, which not only raised the image of tdoenpany, but also strengthened the
staff's ambition and capabilities ..Another similar example refers to the strategic
partnerships between firms. This is related to diseussion in Chapters 5 and 6
regarding the partnerships of the case companigshwimcluded technological

transfer, market exploration, capacity expansiodieersion by leveraging resources,

capabilities and reputations.

The third is accommodation. This requires the folah to provide more
resources to satisfy stakeholder demands. Onealypxample is found in several of
the case companies in this study—Beta, Gamma, Defisilon, Eta, Theta—which
established independent charity foundations coredhittto corporate social
responsibility to carry out various activities suaf environmental protection, sport
and social event$. For instance, Gamma’s foundation engaged in aetyarf
activities for public good, as the CEO put Myé provided the poor students with free
textbooks each year; we also carry out many kinfdactivities for public welfare
such as helping the society look for missing ckiidr.. and supporting many sport
activities” Epsilon’s foundation primarily promoted enviroental protection
education. Eta’s foundation mainly supported caltugvents and fashion shows.
These companies support their foundations by dogationey and contributing other
resources such as human resources and businetisnstigs. Philanthropy and
charity activities are typical behaviours wherelgogporation accommodates its local

community or other stakeholders. The foundatiory phe role of catalysts to build
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stakeholder relationships for the companies supmgpthem. As the foundations are
not-for-profit organisations, it is more appropeidor them to deal with social issues
and establish extensive stakeholder relationships.CEO of Eta statedWe set up a

foundation to perform social and cultural activgie.. It requires professionals who

have skills that are different from those requibsdthe for-profit business

In particular, as discussed in Chapter 5, the #ietsvchosen by the foundations
demonstrated the intersections of social issuegstandalue chains of the supporting
companies, by improving supply of specialised humesource (Epsilon and Eta),
demand condition (Alpha and Gamma), and competitondition (Gamma and
Kappa). This is in line with Porter and Kramer'90(8) argument that firms can
strengthen their competitive advantages by imppvihe competitive context.
Nevertheless, the precondition of accommodatingestalders is that the firm makes

money first and foremost. As the CEO of Delta stdlet:

Every business should bear the social respongibilit However, | believe, for
the person who is in charge of the firm, the mogidartant thing is to make sure the
firm can make money. If you cannot make moneyr tthegs, to me, are a little bit

pointless.

7.3 Balancing stakeholder demands and competitivedaantage

In this section, the dynamic stakeholder relatiamse not yet addressed. Hence,
stakeholder management refers to developing stékehceelations and maintaining
them after they have been established. In othedsyananagers can distinguish the
best strategic positions and organise the mostastipg stakeholder relationships
through balancing stakeholder demands. Balancaigehblder demands certainly has
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both costs and benefits. One important questiondvoe: “How do managers balance
different stakeholder demands in order to achiesenpetitive advantage?” As
discussed in Chapter 4, because there are mulmleces of resource advantage,
firms rarely gain competitive advantage by only onéwo resources so as to match a
specific strategic position. Rather, they need dly upon a portfolio of market,
internalised, relational, and symbolic/idiosynaratesources (Lado et al., 1997). As
stated in Chapter 5, stakeholders are the majoures providers and facilitators of
generating resources; stakeholder management isriamp for firms to acquire
relevant resources. Thus, for the purpose of acigeresource advantages, firms need
to formulate a set of good and reliable relatiopshwith their multiple stakeholders

through balancing stakeholder demands.

According to the empirical findings of this studgll the case companies
indicated that they arranged and sustained a sa&bkéholder relations by balancing
stakeholder demands, including accommodation, legri and trade-off. From this,
two themes emerged, suggesting how balancing stédeshdemands helped firms
gain competitive advantage: the first is to build effective mix of resources; the

second is to strengthen the resource capacityhéips sustaining the advantage.

7.3.1 Supporting an effective mix of resources

Based on Phillips’s (1997) principle of stakeholf&rness, Phillips (2003b) uses a
normative/derivative distinction and argues thahaggers should focus more attention
on normative stakeholders than on derivative stalkigins while making strategic
decisions. He argues that the firm owes a directamobligation to normative

stakeholders, such as shareholders, employeespnoerst, suppliers and local
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communities. A feature of these stakeholders rdfetse mutual benefits between the
focal firm and themselves. On the other hand, déixie stakeholders are those who
have the ability to influence the firm but to whaime firm has no direct moral

obligation, including competitors, activists, taists, and the media.

The resource provider/facilitator distinction inighstudy corresponds to a
normative/derivative distinction between stakehmdddn other words, normative
stakeholders are those who directly provide ressute firms. They could exemplify
the answer to the question: “In whose interest fandvhose benefit should the firm
be managed?” (Freeman, 1997, p. 68). Alternativdbrivative stakeholders can
influence normative stakeholders and make indinegacts on both tangible and
intangibles resources of the focal firm. Accordioghe empirical results discussed in
Chapter 5, firms that exhibited competitive advgatédhad aimed to develop an
effective mix of market, internalised, relationahd symbolic/ idiosyncratic resources
through stakeholder management that involved badgndifferent stakeholder
demands. As discussed earlier, balancing stakeholdemands includes
accommodation, alignment and trade-off. This stualgues that stakeholder
management is dealing with a positive-sum gamdierathan a zero-sum game.
Accordingly, balancing stakeholder demands is nost jabout trade-off or
compromise between different stakeholder interegatber, it is an inevitable part of
the process of value creation. Consequently, ildcbe argued that the purpose of
balancing stakeholder interests is to form an &ffecmix of resources for
maximising value creation. Effectiveness here mdansng a set of resources that

can fit the strategic position of the focal comp@agrter, 1991; 1996).
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In Chapter 4, this study reported the case compamére categorised into four
groups according to their generic competitive styas (Porter, 1985). The first group
included Alpha and Gamma and was characterisetshdifferentiation strategy. The
most powerful stakeholders of the organisationthis group were customers, and the
mix of resources of this group displayed a custeanEnted resource advantage. The
second group, featured with the strategy of cosamthge, included Epsilon and Zeta.
The most powerful stakeholders were investors dvadefiolders as both companies
relied upon huge financial capital, and the mixexdources of this group displayed a
production-oriented resource advantage. The thiodi included Beta and Kappa,
exemplified a cost-focus strategy. The most powestakeholders of firms in this
group were the management teams who had core fegmwel knowledge or
capabilities, and the mix of resources of this graodisplayed a capabilities/
knowledge-oriented resource advantages. The fguainp contains Delta, Eta, Theta,
and lota and demonstrates a mixed strategy, inojudioth cost advantage and
differentiation within the same organisation. Hentee mix of resources of this
category involved both customer-oriented and prodoeriented resource
advantages for different strategic business unétsdhing different orientations of

resource advantages.

It is evident that powerful stakeholders shapeype of resource mix of the firm.
Moreover, the CEOs and managers of the companiewiewed revealed their focus
on stakeholders who were resource providers. Acagto Venkataraman (2002), the
process of the weak stakeholder value equilibrapirayides a fair opportunity for
resource providers. Thus, balancing stakeholderadeshelps firms to acquire the

best resources because it encourages resourcelgn®to contribute their best efforts
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under fair conditions, the benefits of which arestdbuted based on relative
contribution to the organisation. Consequentlyabeing stakeholder demands helps
the firm acquire the best resource mix in an emvirent where firms compete for
resources. This argument is in line with Jones®98) assertion that stakeholder
management can generate competitive advantage duycing transaction costs.
However, this study focuses more on balancing sialkler demands in order to

formulate an effective mix of resource for the firm

The following proposition is generated from the @bdiscussion:

Proposition 7.1: Balancing different stakeholder demands helpsidirachieve
competitive advantage by forming an effective mixresources that fit their

competitive strategy.

7.3.2 Sustaining competitive advantage

As discussed in Chapter 6, most studies on comyeetitivantage concern ‘sustained’
or ‘sustainable’ competitive advantage. CarlsorO@%luntly suggests competitive
advantage is a kind of long-term strategic perforoea The broad concept of
balancing stakeholder demands used in this studgiuding accommodation,
alignment, trade-off, is also long-term orientecccémmodation requires firms to
accumulate more resources over time to satisfyebtalkler needs. It also takes time to
align multiple stakeholders to the organisationaflg. Balancing may involve a
trade-off between short-term and long-term intereskhis is because not all
stakeholder interests are long-term oriented. f&stance, employees would certainly

require their wages to be paid on time; local comitres could not tolerate
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environmental degradation and pollution over a Ipegiod of time. Nevertheless,
most of the respondents interviewed in this stelealed that the relationships of the
companies with major stakeholders, such as empioys®reholders, suppliers, and
customers, were based on long-term rather thart-s#ron interests. These findings
are consistent with Jensen’s (2002) argument @f-term value maximisation, which
was discussed earlier. Consequently, it can be leded that long-term value
maximisation, achieving competitive advantage atakeholder management are

consistent across firms.

In this study, firms are viewed as value-based odtsy and stakeholder
management aims to maximise the value of the wétaleeholder system. In order to
achieve the goal of value maximisation, managersdn® balance stakeholder
demands carefully. Reynolds et al. (2006) suggesat the essence of balancing
stakeholder interests is how managers make stcatbggisions regarding resource
allocation. They argue that the concept of staldgromanagement emerged from
open systems, which involved temporal dimensiorendd, according to Reynolds et
al., balancing stakeholder demands is more ap@tatyi regarded as a series of
inter-temporal decisions, rather than decisionethash a case-by-case view. Many
respondents in this study supported this view. Bs €CEO of Alpha stated:To
balance multiple demands of different stakeholdgrthe same time is impossible;
however, it is likely to balance stakeholder ingsein the long run if you can put

them in different positions appropriately along tiheeframe”

Following the dynamic perspective of the firm, ascdssed in Chapter 6,
stakeholder management helps firms achieve thempetitive advantages and
accumulate their resource capacities over time elhr, the resource capacity of the
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firm embodies the ability of the firm to meet sth&kler demands proactively. In
other words, a firm’s ability for accommodationigaiment and trade-off relies on its
resource capacity. Therefore, a firm’s resourceaciéy and its stakeholders’ interests
reinforce each other. The most important issue rddgg balancing stakeholder
demands is how to allocate the resources of then firased on appropriate
inter-temporal decisions. Moreover, resource atiocacould be extended to those
that involve resource commitments, developing cHifi@as, and building

relationships.

In the literature, an often-cited example of distois about the balance between
short-term and long-term interplays is the conaafpexploration and exploitation
proposed by March (1991). Exploration suggests rtdgavariation, risk-taking,
experimentation, play, flexibility, discovery, invation”; while exploitation indicates
“refinement, choice, production, efficiency, seleot implementation, execution”
(March, 1991, p. 71). Firms that focus on explamtimay contribute too many
resources to innovative ideas without reaping ehaegvards. Conversely, firms that
hinge on exploitation may be stuck in activitieshnshort-term returns at the expense
of potential long-term opportunities. Thus, a bakrbetween exploration and
exploitation is an important issue that could deiee a firm’s success or failure
(March, 1991; Levinthal & March, 1993). As firmsateto compete with their rivals
both in the short run and long run, scholars suggesambidextrous organisational
structure as a solution that could resolve thedmadaal requirements of exploration

and exploitation (Benner & Tushman, 2003; Tushma'Reilly, 1996).

In summary, firms exhibiting competitive advantaggear to fit with Windsor’'s
(2002) three-dimension model, which incorporateskettolder power, stakeholder
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interests, and financial value into their strateglecisions, rather than only
considering financial value. If we take the perspechat stakeholder management is
enlightened self-interest in nature, balancingetakder demands might be viewed as
a means for the firm to maximise its long-term fio@al value, constrained by
different stakeholder interests and stakeholdergpoWowever, this view does not
take into account the dynamic perspective of then.fiThe positive effects of

integrating stakeholder interests and stakeholdeep need to be considered.

When firms face increasing challenges from existingootential competitors,
they need to consider how to sustain their competiédvantage. Due to isolating
mechanisms, firms are able to sustain their conipetiadvantages through
stakeholder management to enhance their resoupaeica Accordingly, balancing
stakeholder demands plays a key role in the pramfesslue creation and preservation
with regard to competitiveness. This thesis arghasfirms could achieve sustained
competitive advantage by applying the conceptsxpliogation and exploitation to
balancing stakeholder demands. Corresponding téoetipn and exploitation, in
order to strengthen their resource capacity, fimasd to deal with existing and new
stakeholders simultaneously in terms of maintaingrgsting relationships and

creating new ones.

7.4 Dynamic stakeholder relations and strategies fananaging stakeholders

Managers may be confronted with a gradually changim a highly volatile
environment. Thus, the task of balancing stakehmottlanands is challenging if it
needs to be achieved during unstable conditiondib®vik et al. (2006) used

prediction and control as two dimensions to suggestramework of strategic
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management: planning, adaptive, visionary, and sfommative. According to
Wiltbank et al., the planning and the adaptive apphes focus on positioning, which
put less emphasis on control. The planning apprpagposes that managers, through
integrative planning, could envisage the future platte their firms in a favourable
position in the industry structure (Ansoff, 197%rter, 1980; 1985). The adaptive
approach argues that firms should be flexible ahptive to the environment as it
develops. Firms advance their competencies whikranting with the surroundings,
as suggested by emergent perspective (Mintzberg4)l9ncrementalism (Quinn,
1980), and dynamic capabilities (Teece et al., 199f the two approaches, the
planning approach has a higher emphasis on predithian the adaptive approach.
On the other hand, the visionary approach andrdresformative approaches centre
on construction, which put more weight on contiihe visionary approach, which
has the features of high prediction and high consuoygests that leaders endeavour to
create a new favourable position or a new marketstogtegic intent (Hamel &
Prahalad, 1989), corporate imagination (Hamel &hBlad, 1991), or corporate vision
(Tellis & Golder, 2002). Without using predictiom envisioning, the transformative
approach recommends that new products or new nsackeild be co-created by the
firm and its customers through value innovationnfK& Mauborgne, 1997), or
effectuation logic (Sarasvathy, 2001). Of the typpr@aches, the visionary approach

places more weight on prediction than the transédire approach.

Following a similar taxonomy, this discussion foesison two dimensions
correspondingly: to what extent managers can pratid&eholder relations; and with
which stakeholders managers need to develop or tamairrelations: existing

stakeholders or new ones. As shown in Figure Trdtegjies for managing dynamic
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stakeholder relations can also be divided into fcategories, borrowing the same
terms proposed by Wiltbank et al. (2006). Usings tifilamework, appropriate
strategies for managing stakeholder relations cbelduggested in accordance with

the changing situations faced by firms.

Relations with Relations with
existing stakeholders new stakeholders

Predictive : »

stakehol der Planning Visionary
relations

Non-predictive .
stakehol der Adaptive Transformative

relations

Figure 7.2: A framework of managing dynamic stakehtler relations

7.4.1 Developing and maintaining relations with esiting stakeholders

Based on the empirical data collected, it is eviddmat firms employ different

strategies for managing stakeholder relations d@ewoto sustain competitiveness in a
dynamic environment. In this subsection, it is assd that managers know who the
stakeholders are. As indicated by Wiltbank et 2006), the role of prediction plays

an important role in strategic management. Follgwthis logic, strategies for
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managing stakeholders could be divided into thenmlay and the adaptive

approaches based on the extent to which manageedict stakeholder relations.

The planning approach

In the planning approach, managers are able tdifgésoth stakeholders and their
expectations. The task of stakeholder managemertb islevelop and maintain
predictive stakeholder relations. As discussederathe main purpose of managing
stakeholder relations is to balance different dtalder demands in order to form an
effective resource mix that can match the competitstrategy. The efforts
concentrate on meeting the already known stakehsdlé&pectations and fitting the
identified strategic position into the existing usdry structure. For example, Beta
positioned itself as an innovation house in theustdal computer industry. The
company understood the customer demands and exticapable staff to build up its
technological capabilities. By providing high gialproducts with affordable prices,
it successfully achieved competitive advantage apecific market niche. Regarding

essence of balancing stakeholder demands, the CB&taput it:

To balance different stakeholder interests is clft, | believe the first
responsibility of the business is to make moneyhd¥ making money, you are
unable to satisfy your shareholders, customers,|l@meps, and so on...Although
customers are the most important, you should put gmployees in the first priority
because they could create huge value for your asgdion if you treat them

appropriately.

A similar case is Kappa, which positioned itselbasnnovation house in the network

security industry. The company focused on a spemiatket niche in which
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governments have strong influences because ofnatsecurity and other sensitive
issues. Like Beta, its core capabilities were erdbddn its staff. It also developed a
capability/knowledge-oriented resource mix. It restdo balance the demands of

critical stakeholders such as governments, cusmrearployees and shareholders.

The above examples illustrate the planning apprdacimanaging stakeholder
relations. Both companies share very similar custoexpectations—good quality
and low cost. They are in line with Porter’'s (1996,64) description of competitive
strategy as “deliberately choosing a differentafedctivities to deliver a unique mix

of value.”

The adaptive approach

In a stable environment, the planning approach &maging stakeholder relations
could be effective; however, it would be problematithe stakeholder expectations
change. Harting et al. (2006) discuss the isswghifting stakeholder expectations and
indicate that a stakeholder’s interest might chamggr a period of time. They further
argue that shifting stakeholder expectations pewedtrepreneurial opportunities and
firms, which can manage innovative stakeholdertigglia, would achieve sustained
competitive advantage by creating barriers to aita According to Mosakowski

(1997), firms need to be flexible and use experiawgon to respond to a dynamic
environment. The adaptive approach to managingebtd#ler relations shares a
similar view and requires managers to monitor dicgate changes in stakeholder

interests as underlying expectations shift.

According to the data collected in this stuslyifting expectations of stakeholders

resulted in new product development, new produgbimtesses, or both. For instance,
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Alpha developed its ERP Il after its successfulitess in ERP 1. The development of
the new generation of product was as a result efgtlowth of its customers, which
have become its strategic partners. Moreover, megygct introduction has become a

sustainable competitive advantage of Alpha. A€E©O emphasised:

When they (our customers) wanted to change theisyl§tem, firstly they would
consider us and take our products into consideratibhey trusted us and they believed
that we would monitor the change in IT ahead ofnth&loreover, as we had many
customers and we got many feedbacks about managg@mastices from them, which
could be integrated into our new products. Whenuat@amer wanted to upgrade its
system, firstly it would try to find if our prodsctould meet its needs ... While we
upgraded our product, we overtook our competitard & was difficult for them to catch

up with us as the technology gap we created ...

Similarly, Gamma reviewed its products every thg@ars, which is a standard
practice in the textbook industry. However, it i®rthwhile to note that Gamma
continuously invested in resources for engagintjceti stakeholders such as school
teachers and especially the opinion leaders amuemg,twhich is the most important

factor to maintain their competitiveneSs.

Another example was when the EU called for highiremvnental standards in
electronic products, such as the Restriction ofaf@aus Substances Directive (RoOHS)
adopted in 2003. The RoHS restricts the use of, lescury, cadmium, hexavalent
chromium, polybrominated biphenyls, and polybrorteda diphenyl ether by
manufacturers. This was an attempt to minimise ithpact caused by consumer

electronics waste, which forced Alpha, Beta, Epsiland Zeta to introduce the
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concept of a green supply chain into their openationanagement. Green supply
chain management is a systematic solution to ersuppliers of the whole supply
chain operate in compliance with the requiremefhth® RoHS. Without appropriate
green supply chain management to cope with shiftitadkeholder expectations, it

would be impossible for these firms to take ordeys customers in the EC.

A similar example is lota. This company has facedeetation shifts from its
existing customers and needed to develop more addgoroducts in the dyeing and
finishing industry. It formed a supply chain witts isuppliers and strategic partners
focusing on a specific market segment, such as Namo Resists Spills and
Nano-Tex Coolest Comfort. This supply chain is deatl as a product innovator that

emphasises flexibility, new product development st delivery.

The successful development of new products algeelelota sustain its leading
position in the local markéf. In other words, it could fulfil continually shifty
customer expectations. This case displays both preguct development and new

processes of production. As the CEO of lota noted:

| can give you an example. We have a departmenthte performed very well
for a couple of years. This business is featuretth \Wwigh unit price, sophisticated
demands of new products, and fast delivery requergm.. We have good partners,
including fabric and yarn producers, and the benaii efficient transportation
compared to our foreign competitors ... this spepia@duction model is a typical

case exhibiting competitiveness of Taiwanese firms.

The above examples illustrate that monitoring dtalder expectations are

important to a firm’s competitiveness. Thus, firmgjich have caught up with the
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shifting expectations of stakeholders, achieve stasnable competitive advantage
because managing shifting expectations enhancdsuitebetween the focal firm and
its stakeholders and generates lower transactiets d®@yer & Chu, 2003; Jones,
1995). Moreover, it could also create the barrgerdr extra cost of, imitation by

causal ambiguity or social complexity as discussedhapter 6.

7.4.2 Creating relations with new stakeholders

In this subsection, the tasks of managers in dgalith relations with new
stakeholders are considered. According to the extewhich managers can predict
stakeholder relations, managing stakeholders coeldivided into the visionary and

the transformative approaches.

Thevisionary approach

The visionary approach here refers to creating rew predictive stakeholder
relations. In this instance, firms engage in relahips with new stakeholders.
However, the new stakeholders and their expectwtéoe predictive. The visionary
approach is featured with predetermined goals kaxibfe strategies set by the firms
(Hamel & Prahalad, 1989). Rindova and Fombrun ()1@&pict strategic projection
as a means for shaping a firm’s reputations or @sdgy resource commitments to
communication with its stakeholders. Thus, stratggiojection plays an important
role in building corporate vision. Tellis and Gald2002) argue that a clear vision

would effectively direct the firm’s resource comménts and breed success.

Most of the case companies in this study demomstrite visionary approach to

managing new stakeholder relations. There are lnmeés that can be illustrated from
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their experiences. The first is new market explormatin the case of Alpha, Gamma
and Delta, they expanded their businesses to Chitea they had experienced
business success in local markets. All of them baaperated with strong local
partners to explore their new markets. For exanfdigha established a joint venture
with a local leading integrated IT services provitteprovide ERP products in 2002,
and achieved a market share of around 25% in theufaeturing market in 200%7.

Another example is Gamma, which established a jo@mture with a local textbook
publisher and a subsidiary in Nanjing in 2004.I¢baset up a joint venture with local
partners to sell kindergarten materials in Beijimg 2005. It successfully sold
supplementary textbooks for junior and senior haghools in China through the
distribution channels built by the joint venturesldts subsidiary since early 2006%.

As the CEO of Gamma put it:

We accumulated our experience and expertise initidastry and effectively
leveraged our past success to enter the Chineskenar In the new market, we still
preserve our corporate philosophy and culture tki@fter our stakeholders such as
our customers, suppliers and strategic partners belleve it is very important for

our business expansion.

The second theme is building new production sites. instance, Delta built a
tape-production plant in South Africa in 1988. lhida, the company established a
joint venture with a local chemical company prodigciPVC and OPP Tapes in
Canton in 1990, a new plant in 2001, and a newta8hanghai in 2003. Since 2006,
Delta has become the largest adhesive tape manrga@nd seller in the Chinese
market® In particular, the CEO of Delta emphasised the mamy’s commitment to
environmental protection as an important part©production process by revealing:
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We are a business with a high potential of pollutidlthough we are not very
proactive, we are always in compliance with the ldiandustry standard ... One of
our investments in China used a new method forggmevhich replaced heavy oil by
using mix of water and coal power, in order to reeluhe level of pollution ... It not

only fulfilled the corporate social responsibilityyt also saved our production costs.

Another example is Zeta, which built multiple intational production sites in several
countries. This organisation established a plaMataysia in1989, in Fuchou, China
in 1994, and in UK in 1997. Since 2002, this comphas established several plants
in south China, including Wujiang and Shenzhen. d@iversification of production
sites has increased Zeta’s capacity significanmly made it a major TFT-LCD panel
manufacturer internationally. Another example ig,Bthich also built international
production sites in several countries: in Indon@sid993, in China (YiXing) in1994,

in Cambodia in 1998, in Jordan in 2004, and in @l@ingdao) in 2007.

Firms are able to explore new markets by leveragimggr past success. It is
apparent from the above examples that they neetetde new stakeholder relations,
which match or align to some pre-envisaged visionopportunities. In the new
market, firms can balance different stakeholder al®ais according to their previous
experience or philosophy of success. However, btdler relations might be
different from those previously experienced, asuised in Chapter 5, such as the

failure of Eta dealing with the union in a Latin &nican country.

The transformative approach

The transformative approach refers to creating prelictive stakeholder relations

with new stakeholders. This approach involves imtion and entrepreneurial
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activities, through which firms may co-create nawducts or new markets with their
stakeholders. As the new stakeholder relationsnarepredictive, including both
stakeholders and their expectations, this instaswmecerns ambiguity as well as
complexity in strategic decision making. As for thansformative approach to
strategic management, Wiltbank et al. (2006) poirtthat it requires stakeholders’
motivation to participate in the construction pregdo co-create the vision and the
opportunity, rather than to match the strategiaupiag proposed by the focal firm.
The essence of this approach suggests strategisiatecgo beyond following the
previous philosophy of success (Kim & Mauborgne97)9 It calls for innovative

actions.

As the transformative approach frequently involaesew product or service that
could be more non-predictive, managers need totifgleand balance all possible
stakeholder demands, while developing the markesdoh a product or service. Hart
and Sharma (2004) highlight the importance of dtalder integration in the process
of product innovation and argue that firms needidentify and understand the

concerns of the stakeholders, even those thatstand

According to the data collected in this study, someenpanies exemplify the
transformative approach to managing stakeholdatiogls. For instance, to enter the
fashion market, Eta launched Brand A in China. Tirend developed from a single
product into multiple brands. The product lines taomed personalised menswear,
urban trending menswear, casual menswear, andssmant. It also co-operated with
strategic partners and promoted several brandseitChinese market: German Brand

B, Malaysian Brand C, and French Brand’DSince both stakeholders and their
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expectations were uncertain, it required the compstm change their existing

strategies and practices and explore new approagkdbe CEO of Eta indicated:

The company transformed from traditional OEM pradaut to establishment of
our own brands. We explored new products in newketar Therefore, the staff
required were different; the culture needed to @&rthe scope of business had to be
modified; and included new suppliers and new custsm. in the process of change
and learning, there were impacts, even conflictEach time, the new stakeholder

relations were developed from trials and errors ...

Gamma is a similar case, which established a RilhgSchool in 2002,
including a kindergarten and a primary school. 0042 the Bilingual School began to
recruit students of junior high school level. Théifgual School has been a huge
success and became one of the most profitabledsssia of Gamnf4.This case was
typical of non-predictive relations with new stak&ters. As the CEO of Gamma

indicated:

To establish the Bilingual School was a brand neyeeence of us. It was a
process of continuous experimentations and theaotens between the board of
trustees, teachers, students, and parents weréfuruand constructive ... It has
become the most profitable unit of our businessugralthough the initial mission
was not to make money. We had a fantastic experienthis new business, new

clients, new staff, and new relationships with stetders ...

Another example is Theta, which acquired the mamagée company of a large

recreation area, 200 hectares, which is the latheste park in Taiwan. Apart from
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its existing water park and discovery world, Thdtas been transforming the
recreation area into a holiday resort. Moreoveis filanning to run horse racing, car
racing, or even a casino businé¢n this case, Theta leveraged its resources and
capabilities from past success and explored nelkektdder relations in unexplored

markets. As the senior manager of Theta argued:

While we built and run a restaurant chain, it wadoag run business ... we
could utilise the resources and capabilities of aaditional construction business
and transform them into new products and serviceew markets ... to diversify our
business, such as theme park or holiday resort, avgseat challenge because we
needed to deal with different new stakeholders could have more positive effects
on our business chain and integrate our customesepacluding current and new

customers.

Wiltbank et al. (2006) argue that the new marketafmew product or service is
developed by multiple stakeholders committing te #tonstruction process. The
above examples demonstrate that innovative sta#tehoklations breed successful
business in a dynamic environment. The focal firc@laborated with their

stakeholder to co-construct new business areas.

7.4.3 Sustained competitive advantage and managingw stakeholder relations

The framework proposed in this section is a commigapproach to managing
stakeholder relations in different contexts. Insthiegard, balancing stakeholder
demands is a dynamic perspective, rather thantia stae. Apart from the planning
approach, the three other approaches concern rakehstider relations emerging
from two sources. One is from the shifting stakdbolexpectations of existing
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stakeholders. The other is from innovation acegtwith regard to new stakeholders.
Stakeholder management is where firms develop aaithtain good relations with
their multiple stakeholders. Managers need to monfor shifting stakeholder
expectations. If firms fail to catch up with shiij expectations, the stakeholder
relations would turn sour. Managers also need éater new stakeholder relations
while developing new products or entering new mrkén particular, Hall and
Martin (2005) highlight the significance of innowet uncertainty influenced by
stakeholders and suggest that firms should addfareint approaches according to
various situations of stakeholder ambiguity and plexity. Without carefully

managing stakeholder relations, innovation maybeatuccessful.

According to the empirical findings of this studtakeholder expectation shifts
included new product demand and new processesaofuption. In addition, new
stakeholder relations were generated by innovaitivities such as exploring new
markets of existing products or creating the marketa new product. This is
consistent with the process of creative destructieggested by Schumpeter (1976).
Schumpeter argues that innovation “comes from #& oonsumer goods, the new
method of production or transportation, the newket, the new forms of industrial
organisation that capitalist enterprise create976l p. 83). Thus, it can be asserted
that innovation in terms of the development of apyaties not only refers to new

combinations of ideas but also concerns reformaadif stakeholder relationships.

These new stakeholder relations, which come froangas in the environment,
create new competitive landscapes. Harting et 2004) argue that innovative
stakeholder relations could generate competitiveaathges due to value creation
through innovation activities. Venkataraman’s (208dy portrays this phenomenon
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as a result of ‘strong equilibrating force’, whicbuld trigger dramatic change and
reshape the competitive landscape. Thus, the nalleage confronting managers is
to identify the issues early enough and adopt gpm@t strategies for managing
stakeholder relations. The perspective of innoeasitakeholder relations is similar to
the dynamic capabilities approaches that emphdbseajuick pace in response to
changing situations. However, the assertion of thesis is closer to the arguments
that firms need to capture the rhythms of changgsabsystematic approach
(Mosakowski, 1997) and develop strategic flexipiljHitt, Keats & DeMarie, 1998)
in the new competitive landscape. Moreover, théonadf managing new stakeholder
relations has moved competitive advantage towacanfietitive imagination’ that
focuses on Schumpeter’s innovation and creativew#g®on (Hart & Sharma, 2004).
Moreover, Hall and Vredenburg (2003) argue thabv@ation not only can be a source
of competitive advantage but also a cause of fillirom a macro view, they
maintain that innovation cannot only be an engiieamnomic growth but also the
origin of social and environmental disruption. Theyew innovation like a
double-edged sword, as a potential source of bgplounities for and threats against
competitive advantage. In other words, innovatian emtrepreneurial activities

involve different stakeholders and need to be céyefnanaged.

The following proposition is generated from the abdiscussion:

Proposition 7.2: To sustain competitive advantage, firms need to ase
contingent approach to managing stakeholder ref&iomanagers should monitor
stakeholder expectation shifts and create new btaler relations with existing
stakeholders; managers may create innovative stddeh relations with new

stakeholders either by pre-conceived visions ocdygreated goals.
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7.5 Conclusion

This chapter has sought to answer the third reseguestion, “How do managers
perform their roles in developing and maintainiognpetitive advantage by balancing
different stakeholder demands?” Based on Winds®®4) and Windsor (2002), this
study proposed a broad concept of balancing stdttehdemand. First, this concept
includes three dimensions regarding what to batafinancial value, stakeholder
interests, and stakeholder power. Second, a broadeption of how to balance
includes three approaches: accommodation, alignaedttrade-off. Based on the
analyses of Chapter 5, the firm is considered ta balue-based network, which is a
collection of resources, capabilities and relatiops. It was shown that balancing
different stakeholder demands helps firms achi@rpetitive advantage by forming
an effective mix of resources that fit their coniipet strategy. As stated, distinctive
perspectives of competitive advantage contributea tbetter understanding of the
resource mix that includes various resources fraferdnt channels. Moreover, the
fit of strategy is emphasised in the activity-psitview. Thus, it supported the
principle that the theoretical framework proposedGhapter 3 (Figure 3.1), the
stakeholder view that links the resource-basedrdladional, and the activity-position

view, should fit the empirical findings.

With regard to sustaining competitive advantage, ahalysis of Chapter 6 was
extended to a more dynamic environment, includm@isg stakeholder expectations
and new stakeholder relations. It is argued thatdican sustain their competitive
advantage by enhancing their resource capacity.edery facing various changing
situations, managers need to employ different exjras for managing stakeholder
relations. This chapter created a framework insplyg Wiltbank et al. (2006) and
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suggests a new classification of strategies for ageny stakeholder relations:
planning, adaptive, visionary, and transformatikecordingly, managers are able to
analyse the changing situation from two dimensidndo what extent managers can
predict the stakeholder relations; and 2) with Wwhiétakeholders managers need to
develop or maintain relations: existing stakehalder new ones? The empirical
results have shown that to achieve sustained catmpeadvantage, firms not only
have to strengthen their capacity of resource adganto fit the competitive strategy,
but they also need to use innovative and entrepraaleapproaches for managing

stakeholder relations.
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8.1 Introduction

This thesis concerns the source, durability, angr@gpiation of competitive

advantage from a stakeholder perspective. It emmlgavo explore how stakeholder
management affects different aspects of a firmimpetitive advantage. The study is
guided by a theoretical framework as well as aofetsearch questions. This final
chapter is organised as follows. First, a briefromsv of the thesis is presented.
Second, the key research findings are reportedimedssed. Third, contributions and
managerial implications of the thesis are pointetd Bourth, limitations of the thesis

are discussed. This is followed by recommendation&uture research.

8.2 Thesis overview

Chapter 1 presented the background to the studyast noted that although both
competitive advantage and stakeholder managemeatdttacted much attention by
academia and practitioners, these two subjects Haveloped independently and
their linkage has been under-researched. The olgeat this study was to contribute
to the body of literature that attempted to underdthow stakeholder management
has an influence on competitive advantage. TheareBequestions were presented,

the research goals were set out, and the struatiihe thesis was outlined.

Chapter 2 provided a review of the relevant literatof competitive advantage
and stakeholder management. Three major streamstusfies on competitive

advantage were discussed: the activity-positiow,\ike resource-based view, and the
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relational view. Next, the major streams of studes stakeholder theory were
discussed, including the theories of the firm ameslesal approaches—descriptive,
instrumental, normative, and metaphorical. The comnissues of competitive
advantage and stakeholder management were iddntifieluding value creation,

value preservation, and value capture.

Chapter 3 introduced the theoretical perspectiesgarch methods and data
sources utilised for the study. Using an intege@pproach, this study proposed a
theoretical framework for a stakeholder view thaked the resource-based view, the
relational view, and the activity-position view. i$hchapter outlined the research
design of this study, including the choice of tlemeral research approach, the criteria
for case selection, the procedure for data coblactiow the case data were analysed,

and ethical considerations.

The abductive logic was applied in this researdatst Rhe theoretical framework
was developed from the literature review and imptbby data collection. Second,
data collection was guided by the theoretical fraomk and the method of the
primary data collection was semi-structured intams, which allow new ideas and
information emerged from the participants. Thirdhiler conducting data analysis, the
coding list was developed according to the thecaktiramework and the research
guestions of this study; it was continuously amended some new codes were
created if new ideas or themes were identifiedaljinthe findings of each core
chapters of this study were drawn by both inductidata-driven) and deduction

(theory-driven) reasoning.
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In Chapter 4, the source of competitive advantage fan integrative approach
was examined. The empirical results of this studwficmed that the concept of
competitive advantage encompasses both resourceg@sitional advantages. The
case studies provided strong evidence that resoath@ntages come from a
collection of superior resources developed or actated through multiple channels,
and positional advantages result from a collecobrsmart activities. This chapter
suggested that it is necessary to integrate difteperspectives in order to better

explain the source of competitive advantage.

Chapter 5 examined the issue of how stakeholderageanent influences the
source of competitive advantage. It was shown skateholder management could
affect the source of competitive advantage throbgth resource advantages and
positional advantages. Successful stakeholder neamawgt strengthens a firm’s
resource profile and, thus, enhances its resouteandéages. Appropriately managing
stakeholders could improve the efficiency and ¢iffeness of activities/drivers as
well as the competitive context, and thus enhaheepbsitional advantages of the
firm. It was shown that stakeholder management setaof strategic activities to

mobilise resources and respond to the opporturofiise competitive context.

In Chapter 6, the relationship between stakehattiEmagement and durability of
competitive advantage was examined. Based on tipériead results of this study, it
was argued that stakeholder management helps rsustafirm’s competitive
advantages through influence on its resource cgplacivalue creation in three ways:
resource commitments, developing capabilities, anltling relationships. This study
showed that stakeholder management generates lsés@eding mechanisms that
preserve competitive advantages, including time pression diseconomies, causal
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ambiguity, social complexity, and transaction co#itsvas also argued that the fit of

strategy for managing stakeholders is crucial gianing competitive advantage.

Chapter 7 addressed the issues of balancing stialezldemands and managing
stakeholder relations in a dynamic context. Thigdgt showed that balancing
stakeholder demands supports a firm to form ancefie mix of resources for
maximising value creation and to fit the stratggosition. With regard to sustaining
competitive advantage, the analysis moved towadigiamic environment, including
shifting stakeholder expectations and new stakematelations. The empirical results
showed that to achieve sustained competitive adgantfirms need to use innovative

and entrepreneurial approaches for managing stiderh@lations.

8.3 Research findings

The results of investigation and analysis preseimethe preceding chapters have

answered the research questions stated in Chapter 1

e How does stakeholder management influence the saifircompetitive

advantage?
e How may stakeholder management help a firm sugtoompetitive advantage?

e How do managers perform their roles in developind maintaining competitive

advantage by balancing different stakeholder desfand

The main findings of this thesis are structurecuatbthe research goals set out
in Chapter 1. The first research goal referreddeniifying for the common themes

that link competitive advantage and stakeholderagament. It was found that the
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common issues of competitive advantage could be nmamsed into three
themes—value creation, value preservation, ancevedipture. As stated in Chapter 2,
it was shown that the three themes are common sachfferent perspectives—the
resource-based view, the relational view, and ttiity-position view. They are also
correspondent to the three aspects of competitivardage: source, durability, and
appropriation. Moreover, it was shown that the ¢htieemes form the base for the
linkage between competitive advantage and stakehatthnagement. Furthermore,
they are interrelated, rather than isolated. Tieedture review identified a knowledge
gap between competitive advantage and stakeholdaagement and three research

guestions were framed, based on the three themesjeér to fill this gap.

The next research goal was to examine the sourcengpetitive advantage in an
integrative approach, seeking to combine the thmae perspectives of competitive
advantage in the literature—the resource-based, Vvieev relational view, and the
activity-position view. It was shown that the copteof competitive advantage
encompasses both resource and positional advantages also shown that a firm’s
resource advantages are based on an effective rcesqortfolio consisting of
strategic resources acquired or accumulated fromipteuchannels: markets, within
the organisation, inter-firm relationships, or naietions with other stakeholders.
Moreover, it was shown that a firm achieves itsifpmsal advantages, based on a
collection of strategic activities responding ® ¢ompetitive context. In other words,
a firm achieves competitive advantage by developisgiperior resource portfolio or
a collection of smart activities, or both. Thisdsticonfirmed that the resource-based,

the activity-position, and the relational views kxped the source of competitive

303



Chapter 8: Conclusion, limitation and further reseach

advantage through different lenses and each of trdyntold a part of the story. The
integrative theoretical framework proposed in Chag of this study was supported

by the empirical findings.

The next research goal was to examine how stakeholdnagement influences
the source of competitive advantage. It was argiled the essence of a firm’s
competitive advantage is its ability to contribatere to customer value than its rivals,
by creating the gap between the buyer's willingresgay and the supplier’s
opportunity cost. In this regard, stakeholder managnt influences the source of
competitive advantage through two routes: co-opargiotential and potential threat
of stakeholders. Hence, strategies for managinkeBtdders are used to maximise
co-operative potential and minimise their potentlaleat of stakeholders so as to
capitalise on value creation opportunities. It whewn that stakeholder management
affects the source of competitive advantage throighwo components: resource
advantage and positional advantage. Stakeholderageament has a significant
influence on resource advantages as stakeholdgysmportant roles in the process
of value creation. First, stakeholders are the ideyg who supply valued resources to
the firm. Second, stakeholders are catalysts odraimces that may facilitate or
impede the generation of valued resources. Suedestikeholder management
strengthens a firm’s resource capacity and thusmds its resource advantages. It
was also shown that stakeholder management hasnsidecable influence on
positional advantages, as stakeholders are releteardctivities and drivers that
determine cost or differentiation. Moreover, stakdbrs are key players in the

competitive context, which can shape the competii@ss of the firm. It was shown
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that appropriately managing stakeholders can ingtbeg efficiency and effectiveness
of activities as well as the competitive contexi] dhus enhance a firm’s competitive

advantage.

The next research goal was to examine how stakehafthnagement helps
sustain competitive advantage. It was shown thatestolder management makes
resource advantages sustained through maximisiegfitin’s resource capacity
shaped by the flows and the stocks from activitidsresource commitment,
developing capabilities and building relationshijisivas evident that a firm creates
and sustains competitive advantage by continuouslyroving, innovating, and
upgrading its resource capacity over time. Thisacdp is shaped by the flows and
the stocks of the firm’'s resources, capabilitied eglationships. Firms sustains their
competitive advantage by continuously advancindgatusr value well ahead of their
rivals as their capacities accumulate and are edthnlt has been shown that
stakeholder management helps sustain a firm's cbtiweeadvantage as it could
advance its resource capacity and related actolityers. It was also shown that
stakeholder management generates several isolateghanisms that preserve a
firm’s competitive advantage, including time congwmien diseconomies, causal
ambiguity, social complexity, and transaction colite/as concluded that the fit of the
strategy for managing stakeholders is crucial tstasning competitive advantage

since the source of competitive advantage is mihifo

The last research goal was to examine how manggaferm their role in
developing competitive advantage by balancing dbfie stakeholder demands.
Derived from Windsor (1999) and Windsor (2002),stlstudy proposed a broad
concept of balancing stakeholder demands that deegptwo components. The first

305



Chapter 8: Conclusion, limitation and further reseach

refers to what to balance, including financial alustakeholder interests and
stakeholder power. The second refers to how tonbaldhem, which includes the
methods of accommodation, alignment and tradelbfivas shown that the broad
concept of balancing multiple stakeholder demands supported by the empirical
findings. It was also shown that balancing staké#éwoldemands helps form an

effective portfolio of resources for a firm thancameet its competitive strategy.

With regard to sustaining competitive advantageisia challenging task for
every manager to balance different stakeholder ddsmén a dynamic environment
such as shifting stakeholder expectations or reguaevelopment of new stakeholder
relations. Inspired by Wiltbank et al. (2006), tetady proposed a new framework of
strategies for managing stakeholder relations: mte adaptive, visionary, and
transformative. Accordingly, managers are able yamgathe changing situation from
two dimensions: 1) to what extent managers canigirdee stakeholder relations; and
2) with which stakeholders managers need to devetapaintain relations: existing
stakeholders or new ones. It was shown that toesehisustained competitive
advantage, firms not only have to strengthen tipacéy of resource advantage to fit
their competitive strategy, but they also need ge innovative and entrepreneurial
approaches for managing stakeholder relationsa#t @oncluded that facing various
changing situations, managers need to employ diitestrategies for managing

stakeholder relations.

To sum up, as discussed above, this thesis pasitgda firm is regarded as a
value-based network. The source of competitive aidgge can be better understood
by incorporating both resource and positional athges. Competitive advantage
comes from a firm’s resource capacity and a miadaivities/drivers that respond to
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the competitive context. As previously mentiondt tesource-based view addresses
firm-specific resources; the relational view empées shared resources generated by
inter-firm relationships; and the activity-positioriew stresses activities/drivers.
Accordingly, each view of competitive advantage emsv only a portion of
stakeholders and a part of the source of competiistivantage, and thus cannot
completely describe the source of competitive athgen In this study, the
stakeholder view unified the three main perspestivg accounting for how a firm
can achieve and maintain its competitive advankggdeveloping and strengthening
its resource capacity, including resources frorfedeht channels: markets, within the
organisation, inter-firm relationships, and intéi@as with other stakeholders.
Specifically, this approach stresses a systematiofsentrepreneurial judgments and
managerial capabilities related to stakeholder mament that involves a range of
stakeholders, rather than merely a particular tgberesources or only some
activities/drivers. Therefore, the stakeholder viemmplements the above-mentioned
main perspectives of competitive advantage and igesv additional explanatory

power.

8.4 Contribution and implications of this study

This study has aimed to understand and explainlith@ge between competitive
advantage and stakeholder management. The literegurew showed that there was
a knowledge gap—how stakeholder management affemtgpetitive advantage in
terms of value creation, value preservation, arldevaapture (see Chapter 2). Using
multiple cases, in-depth interviews, and documentiata, this study has provided

literature for further understanding the three atpef competitive advantage—
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source, durability, and appropriation—from a staktear perspective. This thesis has
contributed to both the competitive advantage ditere and the stakeholder

management literature, as discussed below.

8.4.1 Contributions to the competitive advantage terature

Firstly, a large volume of literature on the threein streams of competitive
advantage, the resource-based, the relationakhenalctivity-position views, has been
published, but each stream has only explained tagbahe story. There have been
some arguments for an integrative approach (Ral,e2004; Sheehan & Foss, 2007),
but very few research studies have focused on dhisction. This research has
responded and attempted to use a stakeholder abptbat links the three main
research streams. It has been shown that the theespectives of competitive
advantage are complementary to each other. For @ratie empirical findings of
this study supported the view that the source @ifra’s competitive advantage is
manifold, which is exemplified by its resource paolib including market, internal,
relational, and symbolic/idiosyncratic resourcgze&fically, acknowledging different
types of resources has been suggested by somecte=msa In their review of the
resource-based view, Kraaijenbrink et al. (201@jest“Rather than taking a single
concept of resources and capabilities and a siogie in resource-based theory, we
need more refined propositions on the complex anthchic relationships between
particular types of resources” (p. 365). This reslednas advanced our understanding
of competitive advantage by going further and aekedging different types of

resources, and linking them to different perspestiof competitive advantage.
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Secondly, this study examined competitive advantageterms of source,
durability, and appropriation together. Indeed,uealcapture or appropriation of
competitive advantage has rarely been discusstgtiliterature. Moreover, involving
this subject refers to a more dynamic aspect ofpaditive advantage and would help
advance theory by providing a holistic approachaghbieve the aim of exploring the
dynamic aspect of competitive advantage, this study proposed a contingency
framework to examine the competitive strategies inhanging context, especially
referring to innovative activities. Following Schpeter’'s (1976) innovation logic,
innovative activities involve new consumer goodsywmmethods of production, new
markets, and new forms of industrial organisatibhese innovative activities have
emerged from exploring shifting stakeholder exp#mts and new stakeholder
relations. The empirical findings of this study paped that innovative activities
require not only entrepreneurship but also strategfor managing multiple
stakeholders. It also re-emphasised that firms ldh@view critical stakeholders and
assess the necessity of reframing stakeholderaesitips periodically. This study has
contributed to our understanding of the importanié ithat stakeholder management
plays in the strategy process, which has been tadbessed in the competitive

advantage literature.

8.4.2 Contributions to stakeholder theory

Firstly, to link stakeholder management to competitadvantage, this study
emphasised the strategic role of stakeholder mamage This study argued that
stakeholder management has positive impacts on ragerg and sustaining

competitive advantage. This could be achieved titogaining resource advantages
or positional advantages. Despite many studiebariterature based on instrumental
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stakeholder theory, few have directly discussed lihkkage between competitive
advantage and stakeholder management. By linkisgekblder management to the
main research streams of competitive advantages thsearch advanced our
understanding of instrumental stakeholder theooy. &xample, this study examined
how stakeholder management affects the source®ropetitive advantage. It has
explored how stakeholder management could helpsfiorcreate more value than its

rivals in the competitive context so as to geneoatstanding firm performance.

Secondly, this study has proposed a broader corafepalancing stakeholder
demands, inspired by Windsor (1999) and WindsorO220 It highlighted that
balancing different stakeholder demands is nottéichito the narrow concept of the
zero-sum game—trade-off. In addition, balancinket@alder demands includes the
concept of the positive-sum game—alignment, whiaans a firm and its multiple
stakeholders can work together to create more \&ldethus benefit the whole group.
Moreover, it also suggested the concept of acconatiad which legitimates a firm’s
activities of CSR and corporate philanthropy. Theader concept of balancing
stakeholder demands proposed by this study hasthedirst attempt to incorporate
what to balance and how to balance them into omeega. Moreover, it was also
supported by the empirical data of this study, eistlg in one research setting.
Balancing stakeholder demands is a challengingfeastd by managers. The broader
concept of balancing stakeholder demands providéfereht approaches for
satisfying different or even conflicting stakehaldedlemands. It rejected
one-size-fits-all suggestions for stakeholder mansnt and helped firms to deal

with tough problems in a complex and changing emrirent.
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8.4.3 Implications for practice

As managers are confronted by more powerful stdkeh® than ever before, this
study has sought to provide implications for pi@etiFirst, this study suggested that
stakeholder management is related to the soureefioih’s competitive advantage in
terms of resources and activities/drivers. Thisune$ managers to address the
importance of stakeholder interactions in the pssocaf value creation. For instance,
based on this study, firms need to integrate tlceistomers, suppliers or even
government agencies into their R&D and new prodigstelopment. As Freeman and
Liedtka (1997) suggested, managers can link statehonanagement to the firm’s
value chain (Porter, 1985). However, this study leasgsed resource advantages and
positional advantages that stakeholder managemawptgenerate. Managers should
pay more attention to issues of creating and sustpcompetitive advantage through
stakeholder management, such as how to acquirecomaulate strategic resources
and how to take advantage of the drivers of a@®itAs previously mentioned in this
study, it is not feasible to implement a one-sitedll strategy for stakeholder
management and a firm’s value may be co-createmhtbyactions between the firm
and its multiple stakeholders. This also implieattin addition to dealing with
stakeholders in a systematic way, for the purpdseaximising value, it is necessary

for firms to create a corporate culture that canilifate stakeholder engagement.

Second, this study has provided a new dynamic fnarefor a firm to create
and sustain its competitiveness thorough innovast&keholder interactions. It
requires managers to monitor changes in the exjpmtsaof current stakeholders and
the opportunities of creating relationships withvrsgakeholders. This framework can
provide managers with a useful guideline to anatysecurrent status of the firm’s
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competitive advantage and the potential for malgtrgtegic change. For instance,
facing the trend of globalisation, managers arefrooted with more competition in
the forms of imitation and substitution from theivals. The stakeholder-oriented
framework could offer two kinds of benefit to dears makers. One is the innovative
potential signalled by unsatisfied stakeholder etqieons, which provide firms with
opportunities to explore competitive advantage uglo entrepreneurial activities
(Venkataraman, 2002). The other is that firms canimse the risk of innovation
activities threatened by stakeholder ambiguity eowhplexity (Hall & Martin, 2005)
through stakeholder engagement. The empirical figgliof this study have supported
this framework. Hence, if managers employ this #amrk, they will able to create
competitive advantages successfully and cope vimghchanging environment in a

systematic way.

Third, this study emphasised the strategic persmecof stakeholder
management and argued that for competitive advantag occur, stakeholder
management needs to be an integral part of thesfiomsiness strategy. In particular,
managers need to integrate CSR or philanthropystriegic processes, rather than
to treat them as a type of pure PR activity. CSR @mlanthropy should be a part of
the strategic decision making of an organisatidith@ugh this view has already been
supported by some research (Porter & Kramer, 20026; Eweje & Palakshappa,
2009), this study went further and argued thatedtalder management helps generate
and sustain competitive advantage. In other wostakeholder management is

expected to play a more important role in the sgyaprocess of a firm.
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8.5 Limitations of the study and further research

There are a few limitations in this study and sstjges for future research. The first
limitation relates to the statistical generalisépilof the results. In multiple-case
studies, it is possible to improve reliability andlidity. However, generalisation to
populations is unlikely. Further research thaticgpés this study could increase the
confidence of the results obtained by this resedrchddition, the case companies are
arguably those which benefited from stakeholder agament and, thus, might
convey a successful bias. Nevertheless, basedese thmpirical data, this study is
able to describe and explain how firms have sutglg®nhanced their competitive

advantages through stakeholder management.

The second limitation is the limited geographiaatus of the sample. The case
companies in this study were all Taiwanese firmms.ofder to achieve analytic
generality, the selection of the case companiesived different ages, industries, and
sizes. However, Taiwan is a relatively small ancropnarket economy and the
business of most of the case companies is intematy oriented. Due to the
domestic market being relatively small, many Taiesa firms are forced to go
international, and internationalisation is a popuydaenomenon. The findings of this
study might not apply to countries with a large leomarket well (e.g., Japan, the
United States, or China). Future research thataapk the present study might test

the propositions generated by this investigation.

The third limitation is the risk of retrospectiveab. The main data was collected
by interviews, which largely depended on the rgteative recollection of the

participants. Retrospective bias is possible bexamanagers tend to legitimate the
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causes of organisational successes or failuresughroreconstruction and
interpretation of the past decisions and actionsar@f & Sutton, 1997). Using
documents data and interviews from multiple souteeped to reduce retrospective
bias. The method of longitudinal investigation nimeyconsidered in future research,
which would help the researcher to reduce the spactive bias (Pettigrew, 1990;

Huber & Van de Ven, 1995).

The last limitation of this study is its focus dmetdiscussion of competitive
strategy. Competitive advantage stems from conipetsitrategy. Apart from Porter
(1987) and Bowman and Ambrosini (2003), few studesmine competitive
advantage at a corporate level. However, the sbhtefs, for instance, normally
view their investment in the company as a wholtherathan merely in one strategic
business unit. Thus, their concern should be tmeance of a whole corporation
rather than only that of a specific strategic besgunit (that concentrates on just one
product or one market). For this reason, how coitipetadvantage may influence the
profit flow of the whole organisation and strateggythe corporate level merits further

study.

At the completion of this study, the researcher ¢iised much knowledge and
experience from his PhD journey. As such, his nedtney is to pursue a career in
academia; he will bring the theoretical framewond arguments developed in this
study into future research. For example, he wiltifyothe core chapters of this thesis
and convert them to individual papers for possplblications in academic journals.
Another area of research that would be of inteied$b investigate the relationship
between sustainable development, stakeholder mamage and competitive
advantage. Presently, the researcher is contrgpudinchapter entitled ‘Business
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sustainability as stakeholder management’ to a baewoititled Business and

sustainability: Concepts, controversies and cased$e published in 2011. In search
of creating sustainable value, it would be usefulink corporate sustainability and
stakeholder management by incorporating competdisreantage. Another area for
future research could be to incorporate organisaticulture as an independent
variable for examining the linkage between stakééiomanagement and competitive
advantage. As stakeholder management is alwaysedinko social issues,

organisational culture provides a fertile ground daderstanding how firms respond

to their multiple stakeholders differently in thengpetitive context.
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Notes

! Last searcton 24" of November 2009.

>Researchers such as Sheehan & Foss (2007) andyRexlgt al. (2002) termed this
view as ‘the activity-based view’. However, in orde differentiate this view from the
similar term used by other researchers, such aaldlewwski (2005) and Johnson et al.
(2003), for examining strategy and strategisingg ‘activity-position view’ is used in this
study. Other researchers use ‘the industry stractiaw’ (ISV) (e.g., Dyer & Singh, 1998;
Post et al., 2002); it emphasises the firm’s sfjiatposition in the industry structure but
fails to explicitly acknowledge the importance ofigities which are highlighted by
Porter (1985; 1991; 1996).

2 Ibid.

* Social capital means the advantage that an ingiidan seize through their social
networks; see Section 6.2.3 in Chapter 6 for detall

® According to United Nations General Assembly Retioh 2758 of 25 October 1971.

® See IMF (2008). World Economic and Financial Sysy&Vorld Economic Outlook
Database, April 2008 Edition. Available on-line:
http://www.imf.org/external/pubs/ft/weo/2008/01/vazta/index.aspx

" See trade statistics of Ministry of Economic Af&aiROC; available on-line
http://www.moea.gov.tw/ or
http://cus93.trade.gov.tw/bftweb/english/FSCE/FSOEASP

8 According to the interview with the CEO of AlpHaee Alpha (2007). Alpha annual
report 2006.

° According to the interview with the CEO of BetaeSBeta (2008). Beta annual report
2007 and Beta (2002). Beta annual report 2001.

19 According to the interview with the CEO of GamrS&e Gamma (2008). Introduction
to Gamma, internal document.

1 According to the interview with the CEO of Del@ee Delta (2008). Delta annual
report 2007 and Delta (2002). Delta annual rep0@t2

12 According to the interview with the senior manageEpsilon; See Epsilon (2008).
Epsilon annual report 2007 and Epsilon (2002). IBpsannual report 2001.

13 According to the interview with the senior managkFeta; See Zeta (2008). Zeta
annual report 2007 and Zeta (2002). Zeta annuaktr@g01.

14 According to the interview with the CEO of Eta;eSeta (2008). Eta annual report
2007 and Eta (2002). Eta annual report 2001.

15f the number of employees included those of titesiliaries, it would have totalled
12,000.

16 According to the interview with the senior managgTheta.

7 According to the interview with the CEO of lotaeeSlota (2008). lota annual report
2007 and lota (2002). lota annual report 2001.

18 According to the interview with the CEO of Kappa.

9 The RSA algorithm was publicly described by RoxeRt, Adi Shamir, and Leonard
Adleman at MIT in 1978; the letters RSA are théiats of their surnames, listed in the
same order on the paper.
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Notes

20 According to the interviews with the senior marragfeEpsilon and Zeta.

2L According to the interviews with the CEOs and skeior managers of all case
companies in this study.

22 According to the interviews with the CEO of Dedtad the senior manager of Theta.

23 For example, the CEO of Eta and the senior manafgepsilon and Zeta emphasised
that the bargaining power of the unions have becomeh stronger than before; they
argued that employees are more powerful becauthésafend.

24 This concept is consistent with ‘customer valistdssed in Chapter 4.
25 ibid.

%6 See the case of Eta in Section 5.3 of this thesis.

2" According to the interview with the CEO of Alphalpha (2007) op.cit.
28 Beta (2007). Beta annual report 2006.

29 Gamma op.cit.

%0 According to the interview with the CEO of Delelta (2007). Delta annual report
2006.

31 According to the interviews with senior managerEpsilon and Zeta.

%2 According to the interview with the CEO of Eta;eSgta (2007). Eta annual report
2006.

¥ According to the interview with the CEO of Gamn&amma op.cit.
% Delta (2007) op.cit.

% See lota (2007). lota annual report 2006.

% Epsilon (2008), (2002) op.cit.

¥ ibid.

3 Zeta (2008), (2002) op.cit.

39 According to the interview with the CEO of Alphaipha (2007) op.cit.
0 Beta (2008) op.cit.

1 Delta (2007) op.cit.

“2 According to the interview with the senior manageEpsilon.

3 According to the interview with the CEO of Alpha.

4 Beta (2007) op.cit.

> Epsilon (2008), (2002) op.cit.

46 Zeta (2008), (2002) op.cit.

" Eta (2007) op.cit.

B ibid.

9 Jota (2007), (2002) op.cit.

%0 According to the interview with the CEO of lota.

*1 According to the interview with the CEO of Alphaipha (2007) op.cit.
°2 According to the interview with the CEO of Gamn&amma op.cit.
%3 Delta (2007) op.cit.

>4 Beta (2007)op.cit.
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%> Epsilon (2008), (2002) op.cit.

%6 Zeta (2008), (2002) op.cit.

®" According to the interviews with senior managerEpsilon and Zeta.
%8 |ota (2007) op.cit.

%9 Beta (2007) op.ciEpsilon (2008) op.citandZeta (2008) op.cit.

%0 See Epsilon (2007). Corporate Social Responsitiéport 2006.

®1 Zeta (2008) op.cit.

%2 Delta (2007), (2002) op.cit.

%3 According to the interview with the CEO of Beta.

% According to the interviews with senior managerZeta; Zeta (2008) op.cit.
% According to the interview with the senior managgTheta.

% According to the interviews with the CEOs of Alphiad Eta.

®” According to the interviews with the CEOs of Alpdiad Beta and the senior managers
of Epsilon, Zeta, and Theta

%8 According to the interviews with the CEOs of Gamana Eta

% According to the interviews with the CEOs of Deltata, and Kappa

9 According to the interviews with the CEOs of Alpi@amma and Eta.

"I According to the interviews with the senior marragef Epsilon and Zeta.
2 According to the interviews with the CEOs of Batal Kappa.

3 According to the interviews with the CEOs of Gamamal Kappa

" According to the interviews with the CEOs of BéBamma, Delta and Eta and the
senior managers of Epsilon and Theta.

> According to the interview with the CEO of Gamma.

5 Alpha (2007) op.cit.; Beta (2007) op.cit.; Epsil@®07) op.cit.; and Zeta (2007)op.cit.
7 According to the interview with the CEO of lotata (2007) op.cit.

'8 Alpha (2007) op.cit.

9 Gamma op.cit.

8 Delta (2007) op.cit.

81 Eta (2007) op.cit.

82 Gamma op.cit.

8 According to the interview of the senior manageFieta.
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Appendices

Appendix 1: Interview schedule

1.

10.

11.

12.

13.

14.

What are the sources of competitive advantageof company? Can you link
them to resource, capabilities, inter-firm relasibips, or other factors?

What are the factors that may affect the dutgtbdf competitive advantage?
What are the major factors that prevent imitatidnyour advantage by your
competitors?

Who are the stakeholders of your company, inofythternal and external?

Who are the powerful stakeholders of your compawould you please rank
them according to their importance?

How do you define current relationships betwées stakeholders and your
company, and how may these relationships chantjeifuture?

What are your corporate social responsibilitBR} practices/strategies?

How are the relationships between your compangl these stakeholders
managed? Is there any strategy dealing with teise®

How may the stakeholder relationships influetiee strategic decision-making
of your company? Do they affect the competitiveaadage of your company?

How does your company adapt to the changingremvient in terms of
competitive or corporate strategy? How importaetsiakeholders regarding this
matter?

How may the relationships between your compamy stakeholders influence
the sources of competitive advantage?

How may the relationships between your compamy stakeholders influence
the durability of competitive advantage?

Which stakeholders may benefit from an advantdg/our company while it has
been created?

How do you balance different stakeholder irgefelemands? What is the most
important principle to balance them?

What is the relationship between balancingedsffit stakeholder interests/
demands and competitive advantage?
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Appendix 2: Case study protocol

Research project The search for sustainable competitive advantageéakeholder
management perspective

Purpose and study questions

The purpose of this research is to examine theafjakbetween competitive advantage
and stakeholder management in a systematic appnoeigims of important issues:
value creation, value preservation, and value captu

The guiding questions for the case studies are:

e How does stakeholder management influence the safircompetitive
advantage?

e How may stakeholder management help a firm suggoompetitive advantage?

e How do managers perform their roles in developind maintaining competitive
advantage by balancing different stakeholder desfand

Purpose and study questions
Ten Taiwanese companies will be selected by thesareber to represent a mix of
diversity in terms of age, industry and size.

The case study interviews will be implemented #s\is:

e The researcher will identify listed companies oblpuoffering firms in Taiwan
and choose the market leaders in each industry.

e The researcher will send an e-mail to each potentmpany introducing the
research project and requesting an opportunitynterview the CEO or senior
manager who is involved in strategic decisions staleholder management.

e If the respondent agrees, the researcher will sdeedmeeting, indicating names
of site to be visited, including contact persorishe respondent disagrees, the
researcher will thank the respondent for his ortinee.

1. The researcher will ring or send the e-maildoficm the meeting, including
attached interview schedule. The intervieweeslvalasked to sign a consent
form to agree to participate in the research.

2. Before going to the scheduled meeting the rekeashould print the following
materials to share with the interviewee duringititerview: (1) the letter of
ethical approval by Massey University Human Etl@osnmittee, (2) two copies
of the consent form, and (3) a copy of the intesvéehedule.
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3.

The researcher will then meet with the partietEes scheduled to conduct the

interview according to the following guidelines:

e After introducing himself, the researcher will hahe participant a second
copy of the informed consent form and read the form

e The researcher will then ask the participant ibhehe has any questions
about the research and the consent form.

e The researcher will clarify any issue being askadithen ask the participant
to sign two copies of the consent form; one fordher’s files and one for
the research files

e Once the consent form has been signed, the reseavidh

- if given permission to do so during the infornceshsent process, turn on a
tape recorder and proceed with the interview, &kong notes.

- if not given permission to use a tape recordecged with the interview,
recording it with notes only.

At the end of the interview, the researcher ghthank the participant for his or

her time, and remind him or her that we will selneinh a summary of any

publications relating to their interview prior talgication.

Key points of case study report

Settings: the focal firms and their different staddelers

Actors: the firms, through their senior managemsmth as the CEOs or senior
managers.

Events: those contribute to the understandingeféhations between stakeholder
management and competitive advantage, such agnmeets in R&D and
equipment, technology transfer, new product devak, environmental
protection, and participation in various sociapbrlanthropic activities.
Processes: advancements facilitated by stakehwoldeagement, including
resource commitment, capability development araticeiship building, which
would generate and sustain competitive advantage.

Interview schedule(See Appendix 1).
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Appendix 3: Coding list

Tier one Tier two Tier three Code
Markets SO-RA-MAR
Resource Internal SO-RA-IN
advantage Inter-firm SO-RA-INTF
Others SO-RA-OTH
Source of Activities/drivers-economies |[SO-PAD-SCAL
competitive of scale
advantage Activities/drivers-cumulative [SO-PAD-COL
organisational learning
Activities/drivers-timing of  [SO-PAD-TIME
market entry
Activities/drivers-linkage SO-PAD-LINK
between activities
Activities/drivers-degree of [SO-PAD-INTEG
vertical integration
Positional Activ_ities/drivers-geographic SO-PAD-GEO
advantage Iocatlon. .
Competitive SO-PACP-FC
environment-factor conditions
Competitive SO-PACP-DC
environment-demand
conditions
Competitive SO-PACP-RSI
environment-related and
supporting industries
Competitive SO-PACP-CFSR
environment-context for
strategy and rivalry
Others SO-PA-OTH
Markets SKMSO-RA-MAR
Resource Internal SKMSO-RA-IN
advantage Inter-firm SKMSO-RA-INTF
Others SKMSO-RA-OTH
Stakeholder Activities drivers SKMSO-PA-DR
management Competitive SKMSO-PA-FC
influences on environment-factor conditions
source of Competitive SKMSO-PA-DC
competitive Positional environment-demand
advantage advantage  |conditions
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Competitive
environment-related and
supporting industries

SKMSO-PA-RSI

Competitive
environment-context for
strategy and rivalry

SKMSO-PA-CFSR

Others Others SKMSO-OTH-OTH
Advancing Resource commitments SKMDR-AR-RC
Stakeholder resource Developing capabilities SKMDR-AR-DC
.m;almagement capacity Building relationships SKMDR-AR-BR
MILences on Time compression SKMDR-IS-TCD
durability of diseconomies
competitive Isolating —
advantage mechanisms [Causal ambiguity SKMDR-IS-CA
Social complexity SKMDR-IS-SC
Transaction costs SKMDR-IS-TC
Stakeholder interests - -
What to balan BSKD-WHA-INT
Stakeholder power BSKD-WHA-POW
Balancing How 1o bal Trade-offs BSKD-HOW-TRD
w nce ..
stakeholder OW 10 DAIANCYA lignment BSKD-HOW-ALI
demands & Accommodation BSKD-HOW-ACC
tit - :
competitive Strategies for [The planning approach BSKD-STR-PLA
advantage . -
malr(‘aﬁl”:g The adaptive approach BSKD-STR-ADP
stakeholder —
. The visionary approach BSKD-STR-VIS
relations

The transformative approachBSKD-STR-TRAN

364



