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The relative competitiveness of companies varies over time in all markets. Whenever a 
particular company significantly increases its relative competitiveness it is reasonable to 
assume that there is a reason for the change. An opportunity to gain in competitiveness has 
been identified and grasped. However, the inverse should not be assumed. When a company 
does not increase its competitiveness, it does not necessarily mean that opportunities to do so 
had not been available. Similarly, any competitiveness gained does not necessarily mean that 
the opportunity would have been fully utilized.

We propose that building sustainable competitive advantages have three stages: the 
discovery of opportunities (1), creation of competitive advantages (2), and the generation of 
sustainability for the advantages (3). We present a theoretical framework covering the three 
stages and focus on how to influence these three aspects: firstly to increase the availability 
and discovery of disruptive opportunities, secondly to improve the utilization of such to 
create competitive advantages, and thirdly to positively influence the sustainability of the 
created competitive advantages.

Porter (1980, 1985) was the first to use the term sustainable competitive advantages linking 
them to his three strategic options, although Alderson referred to distinctive competitive 
factors already in 1965. Porter s industry centric view was later complemented with more 
company focused theories, including the resource based view (RBV), which probably had 
the biggest impact on the understanding of sustainable competitive advantages. Later, Teece 
et al. introduced the concept of ‘dynamic capabilities’ to fill in a perceived weakness in 
RBV. Christensen introduced the concept of disruptive innovations in his books (1997, 
2003). Both sustainable competitive advantages and disruptive innovations have gained 
acceptance among practitioners, but their relationship has not been studied sufficiently.

We propose a model to link the earlier mentioned three stages of the creation of sustainable 
competitive advantages together in a holistic way and suggest some practical improvements 
to RBV and dynamic capabilities. The topic is discussed within the scope of the software 
industry.

The following definition is proposed for sustainable competitive advantages: a sustainable 
competitive advantage is a company’s ability to, for a limited time, increase its
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competitiveness in the market in such a fashion that the key attributes of the superiority are 
undesirable, difficult or impossible to copy by competitors. In cases where the sustainable 
competitive advantages are significant and extremely sustainable, the company may achieve 
a superior ability to consistently generate above average financial results. Above average 
financial results refers to a function of both growth and profitability.

Wc propose that competitive advantages have two dimensions: significance and 
sustainability. The length of the competitiveness vector is the total competitiveness of that 
particular advantage. The sum of all competitive advantages in a particular business is the 
total competitiveness of the company in that business. A definition for a disruptive 
opportunity is then proposed as an opportunity to create a total competitiveness significantly 
above that of the industry norm or company historical average through a particular set of 
activities.

A list of the main categories of sustainable competitive advantages in the software business 
is presented. Each is evaluated from the point of view of whether the advantage can be a 
source of disruption itself, or whether it can only be created as a result of disruption. Certain 
aspects of sustainability are discussed in depth as they are not as widely covered in existing 
literature. These include various cannibalization strategies and the lock-in phenomena. 
Strategies utilizing cannibalization are aimed to make the competitors disinclined to copy the 
source of competitiveness.

‘When a vendor can create lock-in for a solution in particular customers, the competitive 
advantage becomes highly sustainable, as competitors will find it very difficult to enter the 
accounts. Lock-in can also be created through a channel assuming that the channel has 
sustainable competitive advantages in that particular end customer segment and the vendor 
has sustainable competitive advantages within the channel. The parameters that govern lock- 
in between a vendor and an end customer are often completely different from the ones 
between the vendor and its channels. The thesis proposes that the application of disruptive 
business models to create lock-in between a vendor and channel partners can, when properly 
applied, lead to competitive advantages with significant sustainability even when the vendor 
is not at all competitive when offering solutions directly to end customers.

Keywords: sustainable competitive advantages, disruptive Publishing language: 
innovations, disruptive opportunities, lock-in, English
cannibalization, resource based view, dynamic capabilities
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Yritysten suhteellinen kilpailukyky (competitiveness) markkinoilla vaihtelee. Kun yksittäisen 
yrityksen kilpailukyky merkittävästi kasvaa, on aiheellista olettaa, että muutokselle on syynsä. 
Tilaisuus kilpailukyvyn nostamiseen on huomattu ja siihen tartuttu. Sen sijaan vastakohtaa ei 
tulisi olettaa, sillä jos yrityksen kilpailukyky ei nouse, tämä ei välttämättä tarkoita, etteikö 
tilaisuuksia kilpailukyvyn nostamiseen olisi ollut olemassa. Vastaavasti, kilpailukyvyn nosto ei 
tarkoita, että mahdollisuus olisi käytetty kokonaan hyväksi.

Esitämme, että kestävien kilpailuetujen (sustainable competitive advantages) kehittäminen on 
kolmivaiheinen prosessi, johon kuuluvat: 1) tilaisuuksien löytäminen, 2) kilpailuetujen 
luominen, sekä 3) kestävyyden luominen kilpailueduille. Esitämme teoreettisen mallin 
kattamaan nämä kolme vaihetta. Seuraavaksi voidaan keskittyä siihen, miten näihin mallin 
osiin voidaan vaikuttaa: ensimmäiseksi kasvattamalla käänteentekevien mahdollisuuksien 
saatavuutta ja löytämistä, toiseksi nostamalla niiden käyttöönoton tehokkuutta kilpailuedun 
luomiseksi, ja kolmanneksi edesauttamalla jo kehitettyjen kilpailuetujen pysyvyyttä.

Porter (1980, 1985) otti ensimmäisenä käyttöön termin kestävät kilpailuedut, linkittäen sen 
kolmeen kilpailustrategiaansa, vaikkakin Aldcrson oli eritellyt kilpailutekijöitä jo vuonna 
1965. Porterin markkinakeskeistä näkemystä täydennettiin myöhemmin yrityökeskeisillä 
teorioilla. Näihin lukeutui myös resurssipohjainen näkemys (resource based view), jolla oli 
luultavimmin suurin merkitys kestävien kilpailuetujen ymmärtämisessä. Myöhemmin Teece et 
ai. esittivät dynaamisten taitojen (dynamic capabilities) konseptin, täydentääkseen 
resurssipohjaisen mallin heikkouksia. Käänteentekevä innovaatio (disruptive innovation) 
esiteltiin Christensenin kirjoissa (1997, 2003). Sekä kestävät kilpailuedut, että käänteentekevät 
innovaatiot ovat saavuttaneet ammattilaisten hyväksynnän, mutta niiden välistä suhdetta ei ole 
laajemmin tutkittu.

Ehdotamme mallia linkittämään aiemmin mainitut kestävien kilpailuetujen kehittämisen kolme 
vaihetta, ja esitämme käytännön parannuksia resurssipohjaiscen näkemykseen sekä 
dynaamisten taitojen konseptiin. Aihetta käsitellään ohjelmistoteollisuuden näkökulmasta.

Kestäville kilpailueduille esitetään seuraava määritelmä: kestävä kilpailuetu on yrityksen kyky, 
rajalliseksi ajaksi, nostaa kilpailukykyään markkinoilla siten, että ylivoimaisuuden päätekijät 
ovat: ei-toivottuja, vaikeita, tai mahdottomia kilpailijoiden kopioida.
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Tapauksissa, joissa kestävät kilpailuedut ovat merkittäviä ja äärimmäisen kestäviä, voi yritys 
saavuttaa ylivoimaisen kyvyn toistuvasti yltää keskimääräistä parempaan taloudelliseen 
tulokseen. Tämä taloudellinen tulos on kasvun ja kannattavuuden funktio.

Esitämme, että kilpailueduilla on kaksi ulottuvuutta: merkittävyys ja kestävyys. Kilpailukyvyn 
vektorin pituus on kyseisen kilpailuedun koko kilpailukyky. Kilpailuetujen summa 
yksittäisellä liiketoiminta-alalla on alalla toimivan yrityksen koko kilpailukyky. Tämän jälkeen 
käänteentekevän tilaisuuden (disruptive opportunity) määritelmä esitetään tilaisuutena kehittää 
merkittävästi markkinan normia tai yrityksen keskimääräisiä historiallisia arvoja korkeampi 
kokonaiskilpailukyky tiettyjä toimia käyttämällä.

Lista kestävien kilpailuetujen pääryhmistä ohjclmistoliiketoiminnassa esitetään. Jokainen 
kilpailuetu on arvioitu siitä näkökulmasta, että onko itse etu epäjatkuvuuden lähde, vai 
voidaanko sitä vain kohdella epäjatkuvuuden seurauksena. Tietyt kestävyyden osatekijät 
käsitellään perusteellisesti, sillä niitä ei ole laajasti katettu kiijallisuudessa. Nämä osatekijät 
sisältävät erilaisia kannibalisoivia strategioita ja lukitscmisilmiön. Kannibalisointistratcgioilla 
pyritään tekemään kilpailijoista haluttomia kopioimaan kilpailukyvyn lähdettä.

Jos toimittaja voi lukita tietyt asiakkaat ratkaisuunsa, tulee kilpailuedusta erittäin kestävä, 
sillä kilpailijat näkevät näihin asiakkuuksiin pääsemisen erittäin vaikeana. Lukitseminen 
voidaan kehittää myös jakelukanavan kautta olettaen, että tällä jakelukanavalla on kestäviä 
kilpailuetuja kyseisessä loppukuluttajasegmentissä ja toimittajalla taasen kestäviä 
kilpailuetuja kyseisessä jakelukanavassa. Toimittajan ja loppukuluttajan lukituksessa 
vallitsevat ominaisuudet ovat usein täysin erilaisia kuin ne, jotka ovat toimittajan ja sen 
jakelukanavien välissä. Tämä tutkielma esittää, että käänteentekevien liiketoimintamallien 
soveltaminen toimittajan ja jakelukanavien lukitsemiseen voi oikein toteutettuna johtaa 
merkittävän kestäviin kilpailuetuihin, jopa tilanteissa, joissa toimittajalla ei ole kilpailuetua 
toimittaessaan ratkaisuaan suoraan loppuasiakkaillc.

Asiasanat: kestävä kilpailuetu, käänteentekevä innovaatio, Julkaisukieli:
käänteentekevä tilaisuus, lukitseminen, kannibalisointi, Englanti
resurssipohjainen näkemys, dynaamiset taidot
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1 Introduction

1.1 Background

Sustainable competitive advantages and disruptive innovations are the two key concepts of 

this thesis. Both are relatively young concepts and, although fairly widely covered in 

literature, exist as isolated concepts.

Michael E. Porter introduced sustainable competitive advantages in his groundbreaking 

books Competitive Strategies in 1980 and Competitive Advantage in 1985. He outlined three 

generic competitive strategics that can create sustainable competitive advantages. These 

were cost leadership, differentiation and focus. Porter’s (1996) approach was industry centric 

rather than firm specific. He emphasized the activities a company takes and defined strategy 

as the collection of the reinforcing activity bundles.

Barney (1991: 102) was the first one to propose a formal definition when he stated that a 

firm is said to have a sustained competitive advantage when it is implementing value 

creating strategy not simultaneously being implemented by any current or potential 

competitors and when these other firms are unable to duplicate the benefits of this strategy.

Day and Wensley (1988) researched the components of competitive advantages. They 

identified two categorical sources of competitive advantage: skills, which are distinctive 

capabilities of personnel that set them apart from the personnel of competing firms, and 

resources, which are the more tangible requirements for advantage that enable a firm to 
exercise its capabilities.

Srivastava, Shervani and Fahey (1998) added a higher level categorization to the expanding 

number of different proposed sustainable competitive advantages by proposing two 

categories: relational and intellectual. Both relational and intellectual assets can be 

sustainable competitive advantages as long as they arc rare, unique, valuable and difficult to 
imitate.
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The most significant contribution to understanding the reasons affecting the sustainability of 

competitive advantages came with the resource based view. Barney (1991), for instance, 

proposed that in the resource based view competitive advantages are always based on access 

to scarce resources. Resources are defined as all assets, capabilities, competencies, 
information knowledge and reputations that are owned or controlled by the firm and that

enable the firm to conceive of and implement strategies that improve its efficiency and 
effectiveness.

Teece, Pisano and Shuen (1997) developed the dynamic capabilities as an extension of the 

resource based view. They emphasized path dependency and the importance of firm process 

capabilities especially in rapidly changing industries.

Clayton M. Christensen introduced the concept of disruptive innovations in his book 

Innovator s Dilemma (Christensen, 1997) and later expanded the concept in Innovator’s 

Solution (Christensen and Raynor, 2003). He showed how it is possible for challengers to 

replace incumbents by utilizing disruptive opportunities.

Based on Foster and Kaplan (2001: 106) transformational innovation causes historic and 

irreversible change in the way of doing things. Substantial innovation offers less surprise and 

scope than its transformational brethren, but still significantly upsets the conventional order. 

Incremental innovation happens when the existing order is improved in small steps in an 
evolutionary manner.

Geoffrey Moore (2004) has created eight categories of innovation. He links disruptive 

innovation with technological discontinuities and categorizes them at the beginning of a 

business lifecycle in his famous ‘Market Definition Lifecycle’, which introduced the concept 
of the chasm to the technology business.

1.2 Motivation

Many companies pay more attention to the presentation of strategy as opposed to the content 

of the strategy. This is at least partially due to poor competence in the vocabulary of strategy
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and the avoidance of discussion by researchers on the topic of what would a great strategy 

look like (Siilasmaa and Rönkkö, 2008: 2-4).

To be able to recognize a strong strategy requires understanding of the concepts and

language ot strategy. To understand the concepts and language raises one’s likelihood of 
creating a winning strategy.

Understanding how competitiveness is created is perhaps the most important generic 

question in business. If one can consistently outperform the competition in creating 

competitive advantages, one would, with a high degree of probability, enjoy above average 

sales growth, profitability and appreciation of shareholder value.

To be competitive is a relative concept. A company is competitive against other companies, 

or another company, in a business space. A competitive company enjoys certain competitive 

advantages. These advantages can be short term or long term, affected also by competitors’ 

actions. Certain types of advantages seem to be more defensible against a competitor’s 

actions and have higher probabilities to survive over longer periods of time. These are 

typically called sustainable competitive advantages. Through well-chosen actions the 

company can sustain these advantages against practically anything the competition would 
choose to do.

It seems that industry disruptions are likely moments for companies to create sustainable 

competitive advantages. Understanding how competitiveness creation is affected by 

disruptive opportunities seems like a highly important topic for research, and can be 

especially useful in fast moving industrial segments, where disruptions might be likely to be 
more frequent.

From a practitioner point of view much of the research suffers from gravitation towards 

binary models even where scalar phenomena are clearly in question. The most popular 

definitions of sustainable competitive advantage, for instance, limit sustainable competitive 

advantages to a small handful of the very largest companies. This thesis takes a more 

pragmatic view and attempts to adapt the central concepts of sustainable competitive 

advantage to be of use to a much wider audience. We have also seen in practice the impact
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that cannibalistic dynamics can have on the creation of sustainable competitive advantages 

and feel that this aspect is ignored by much of the research.

1.3 Research questions and objectives

Why are many business leaders not able to explain why their chosen strategy is a good one? 

If they can do it, why arc they unable to use scientifically sound expressions? The fact is that 

much of the research in the field of strategy is formulated in such a fashion that it is 

unappealing and intangible from the point of view of the strategy practitioner.

We aim to draw together some of the key concepts around sustainable competitive 

advantages and combining them with practitioner experiences propose a model that would 

be more useful to company managements. We also attempt to add the point of view of 

smaller companies or challengers to the typical industry leader point of view adopted by 
most researchers.

Once a company has a functioning model of sustainable competitive advantages the 

management can focus on how to influence all three aspects mentioned: firstly to increase 

the availability and discovery of disruptive opportunities, secondly to improve the utilization 

of such to create competitive advantages and thirdly to positively influence the sustainability 

of the created competitive advantages. This study attempts to provide both practical and 

theoretical guidelines on how the three steps can be pursued.

The model, and the guidelines for its use, should have as many as possible of the following 

attributes:

• Propose definitions for the key concepts relevant to the topic of study.

• Propose relationships between the key concepts.

• Propose strategies and/or research to subject the model to further analysis by statistical 

methods.

• Propose guidelines for the use of the concepts and the proposed model.

• The model should make sense to experienced practitioners.
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The model should, at least, be fully applicable within the software industry. This does 

not exclude a generic model, but no effort is made to validate the model outside the 

software industry.

The model should also work for small companies and challengers in their respective 
industries.

The model should also widen the coverage of the typical definitions and usability of the 

theories.

1.4 Scope of the study

The conclusions reached in this work are drawn with the software industry in mind. Certain 

dimensions more relevant to manufacturing or pure service industries are ignored.

Much of the research on disruptive opportunities has been written to either objectively study 

the phenomena or help incumbents defend against potential loss of position. When relevant, 

the point of view taken in this work is to focus on analyzing the process from the point of 

view of the challenger.

This paper focuses on the two middle layers of strategy of the list below (Siilasmaa and 
Rönkkö, 2008: 3):

The portfolio strategy defines what businesses a large corporation is involved in.

The business layer deals with winning positions for a single business.

• The competitive advantage layer focuses on how to enter these positions in such a way 

that the position will become sustainable.

• The execution layer deals with creating an implementation plan for the strategy.

1.5 Limitations of the study

This study is mostly limited by the nature of its topic. It is extraordinarily challenging to 

prove any statement regarding strategy to be correct or incorrect. There is only a single, and 

rather concise case example in this study and it is mostly used to prove the existence of one
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particular type ot channel-based competitive advantage. By using more case stories light 

could be shed on other competitive advantages, the dynamics of their sustainability and 

management practises that maximize the opportunities for utilizing competitive advantages.

Interviews of experienced and successful practitioners are another way to make an attempt to 

prove or disprove a particular theory about strategy. Numerous discussions and debates have 

contributed to the views expressed in this study, but no rigorous effort was made to 

document and reference those discussions.

1.6 Research methods

The literature review focuses on current definitions and theory for the key concepts related 

to the research question. To verify the quality of this thesis, all citations and corresponding 

references are independently reviewed. The empirical side of the study is based on personal

experience and interviews with key practitioners, mostly CEOs of large international 
companies.

1.7 Structure of the thesis

The paper is structured as follows: Chapter 1 introduces the background and research 

objective and the structure for the work. Chapter 2 explores the key concepts by combining 

the different views found in relevant literature. Next, in Chapter 3 sustainable competitive 

advantages, core competences and disruptive innovations are tied together. In Chapter 4 

these competitive advantages arc analyzed from the perspective of software industry and it is 

explained why, in some cases, a weak player can transform into a strong competitor by 

taking advantage of disruptive business models. Also, the role of the channel in disruptive 

innovations is examined. Finally, the key findings and conclusions are presented in Chapter 
5.
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2 Theories of Competitive Advantages

2.1 Background

The scope of the literature review is set to both challenge and support the key statements by 

reviewing the history of theories regarding competitive advantages and their sustainability. 

This study supports some of the theories proposed earlier, especially the resource based 

view, but challenges some others, for instance the dynamic capabilities theory. The depth of 

the literature review is aimed to be as brief as possible, while comprehensive enough to 

uphold the sometimes supportive, sometimes critical analysis of the theoretical background 

for this paper. Before beginning the literature review, it is necessary to first define the key 
concepts used in this study.

2.2 Key Concepts

Short definitions of terms widely used in this work are provided below. Concepts that are 

core for the work are analyzed in more detail in the following sections.

Business Model

For the purposes of this thesis, a business model is a framework for making money. To be 

more precise, it is the set of activities, which a corporation performs, how it performs them, 

and when it performs them so as to offer its customers benefits they desire and to earn a 

profit (Afuah, 2004: 2).

Core competence

Prahalad and Hamel introduced the concept of core competence in a Harvard Business 

Review article in 1990. They wrote that a core competence is "an area of specialized 

expertise that is the result of harmonizing complex streams of technology and work activity". 

According to Prahalad and Hamel (1990) a core competence has three characteristics:

• it provides potential access to a wide variety of markets,

• it increases perceived customer benefits, and
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• it is hard for competitors to imitate.

From their point of view, the core competences are the foundation from which competitive 

advantage can be created. If a core competence yields a long-term advantage to the 

company, it is said to be a sustainable competitive advantage.

Creative destruction

Destruction is the vehicle for renewal. Just like with innovation, which often is also 

destructive, there can be three types of destruction (Foster and Kaplan, 2001: 142):

• Incremental destruction happens when procedures are changed, offices closed, 

individuals laid off etc.

• Substantial destruction means more significant change. Lay offs of 10%, or more, of the 

workforce, killing whole product lines, shutting down entire factories, etc.

• Transformational destruction irreversibly changes the course of the corporation.

Competitive advantage

This work proposes a division of competitive advantages to primary and secondary 
competitive advantages.

• A primary competitive advantage is the one that can start the process of creating 

sustainable competitive advantage. A primary competitive advantage, like a key patent, 

would very likely lead to secondary competitive advantages like channel domination or 
leading market share.

• A secondary competitive advantage is one that results from primary or other secondary 

advantages. For instance, brand equity, is never the first competitive advantage a 

company has. It would very likely be built on other strengths the company and its 
solutions have.

Disruptive innovations

As a clarification, all transformational innovations are assumed to be disruptive innovations, 

while all disruptive innovations may not be transformational ones.
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A transformational innovation frequently upsets the existing and conventional concepts of 

the corporation. They tend to be competence destroying in the sense that they typically 

destroy the incumbent products (Foster and Kaplan, 2001: 113).

The following definition for disruptive innovations is proposed: A disruptive innovation, 

when properly acted upon, enables a challenger in a market to create sustainable competitive 

advantages of such significance that it can grow to become the market leader in the existing 

market or a newly created market next to the existing one.

Innovation

There are three levels of innovation (Foster and Kaplan, 2001: 106):

• Transformational innovation causes historic and irreversible change in the way of doing 

things.

• Substantial innovation offers less surprise and scope than its transformational brethren, 

but still significantly upsets the conventional order.

• Incremental innovation happens when the existing order is improved in small steps in an 

evolutionary manner.

Lock-in

Lock-in prevents the migration of customers and strategic partners to competitors, thus 

creating value in the aforementioned ways. Lock-in is manifested as switching costs, which 

are anchored in transaction cost framework, and as network externalities, which has its roots 

in network theory. It should also be noted that, as RBV theory suggests, a firm’s strategic 

assets, such as its brand name, and buyer-seller trust, both contribute to lock-in. (Amit and 

Zott, 2001:506).

Software industry

Messerschmitt and Szyperski (2003) argue that the software business is different from other 

businesses. Rönkkö (2006: 4) provides a concise listing of the distinctive characteristics of 

the software industry:

• Software is an experience good: it is not valued for what it is, but for what it does. Thus 

no software can create value unless used.
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• Software is an easily mobilized resource: It has characteristics of information goods and 

can be completely dematerializcd and software components can be unbundled and 

rcbundlcd due to the modular structure software often has.

• Software vendors have supply side economies of scale: Once developed, software has 
close to zero replication costs.

• Software is a networked good: It is networked on technical, provisioning, information 
and application levels.

2.3 Sustainable competitive advantages

The first referrals to competitive advantages may be found from Alderson in 1965 when he 

wrote that firms should strive for unique characteristics to distinguish themselves from 
competition in the eyes of the customers.

Michael E. Porter is one of the first to use the term sustainable competitive advantage. He 

introduced sustainable competitive advantages in his groundbreaking books Competitive 

Strategies (1980) and Competitive Advantage (1985). Porter outlined three generic 

competitive strategies that can create sustainable competitive advantages: cost leadership, 

differentiation and focus. For some reason, he did not formally define the concept.

Porter (1985) went on to define strategy as the set of activities a company executes. Later he 

redefined strategy as creating fit among the company’s activities. According to Porter (1996) 

sustainable competitive advantage is created through the entire set of unique activities and 

the fit among them.

Barney (1991: 102) was the first one to propose a formal definition when he stated that a 

firm is said to have a sustained competitive advantage when it is implementing value 

creating strategy not simultaneously being implemented by any current or potential 

competitors and when these other firms are unable to duplicate the benefits of this strategy. 

Barney specified that only resources that possess the following attributes hold the potential 

for sustainable competitive advantage: rareness, value, inability to be imitated, and inability 

to be substituted.
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Coyne (1986) contributed to the model by proposing that in order for a sustainable 

competitive advantage to exist consumers must perceive some difference between a firm’s 
product and the competitors’ offerings.

Bharadwaj, Varadajaran and Fahy (1993) came to the same conclusion in 1993, when they 

proposed that sustainable competitive advantages cannot exist in a services marketing 
context unless the advantage is recognized by customers.

Coyne (1986) continued to state that this difference must be some product/delivery attribute 

that is a positive key buying criterion for the market. If a company is able to match the firm’s 

resources to the gaps and voids that exist, competitive advantages can be created. The 

advantage can be sustained if the competition either can not or will not fill the same gap.

Day and Wcnsley (1988) researched the components of competitive advantages. They 

identified two categorical sources of competitive advantage: skills, which are distinctive 

capabilities of personnel that set them apart from the personnel of competing firms, and 

resources, which are the more tangible requirements for advantage that enable a firm to 

exercise its capabilities. Bharadwaj et al. (1993) expanded the concept of sustainable 
competitive advantages to include brand equity.

Srivastava et al. (1998) added a higher level categorization to the expanding number of 

different proposed sustainable competitive advantages by proposing two categories: 

relational and intellectual. Both relational and intellectual assets can be sustainable 

competitive advantages as long as they are rare, unique, valuable and difficult to imitate. 

Relational assets reflect the relationships between a firm and its customers and/or channel 

members. Brand equity would be an example of a relational asset. Intellectual assets would 

include, for instance, specific competence or knowledge that the firm’s employees have.

Hoffman (2000) defined sustainable competitive advantages as the prolonged benefit of 

implementing some unique value-creating strategy not simultaneously being implemented by 

any current or potential competitors along with the inability to duplicate the benefits of this 

strategy.

Barney’s, Rumelt’s and their contemporaries’ contribution was to create the set of theories 

and definitions that is called the resource based view (RBV). The RBV has been criticized
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for its firm-centric approach, lack of sufficient path dependency and poor fit with extremely 

dynamic markets. This topic is analysed in the next chapter.

The dynamic capabilities model was created in order to emphasize two key aspects that 

Teece et al. (1997: 515) felt were not sufficiently addressed in earlier strategy perspectives. 

First, the term ‘dynamic’ refers to the capacity to renew competences so as to achieve 

congruence with the changing business environment. The latter term ‘capabilities’ 

emphasizes the key role of strategic management in adapting, integrating, and reconfiguring 

internal and external organizational skills, resources, and functional competences to match 

the requirements of a changing environment. According to the dynamic capabilities model 

the competitive advantage of firms is seen as resting on distinctive processes, shaped by the 

firm’s asset positions and the evolution paths it has adopted or inherited (Teece et al., 1997: 

509).

Zook (2004: 44-47) has defined a modem growth strategy as a series of calculated moves 

into adjacencies. He finds the ability to repeatedly move into the right adjacencies a key 

competitive advantage. In his opinion, repeatability creates a sizable competitive barrier. 

Zook also lists a number of reasons for making this sustainable:

• Learning curve effects

• Reduced complexity

• Speed

• Strategic clarity

• Ability to drill down

Some authors also claim that the ability to create sustainable competitive advantages is 

significantly changing. Evans (2003: 1-2) states that, especially in technology businesses, the 

pioneer’s advantage is shrinking as companies are forced to focus on the emerging and 

dismptive technologies as the source for growth and competitive advantage. Evans continues 

to claim that the chasm introduced by Moore (1991) is moving from before the early 

adopters to before the late majority. This would mean that it becomes much more difficult to 

create sustainability for the early mover’s advantage.
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2.3.1 The resource based view - explaining sustainability

In the resource based view competitive advantages arc always based on access to scarce 

resources. Resources are defined as all assets, capabilities, competencies, information 

knowledge and reputations that are owned or controlled by the firm and that enable the firm 

to conceive of and implement strategies that improve its efficiency and effectiveness 
(Barney, 1991).

If all firms have the same stock of resources, no strategy is available to one firm that would 

not be available to all other firms in the market as well. For resources to yield a competitive 

advantage, they have to be unique. There are two types of resources: tradeable and non- 

tradeable. Tradeable resources can be acquired in factor markets. Non-tradeable resources 

cannot be sold or bought in factor markets. Tradeable resources include raw materials, 

manufacturing capacity and, in some cases, even competence and organizational structure. 

Non-tradeable resources could be, for instance, brand and reputation. (Pettigrew, Thomas 

and Whittington, 2002: 57)

A competitive advantage may be obtained purely because resources are not available or they 

are hard to obtain on the factor market. The sustainability of this advantage will be 

determined by how easily competing firms are able or willing to build a similar resource 
position.

Resources not easily available to competing firms are called imperfectly mobile resources. 

These can be divided into two categories: imperfectly mobile and perfectly immobile. Non- 

tradeable resources are perfectly immobile. Imperfectly mobile resources are basically 

tradeable but more valuable within the firm that currently employs them than they would be 

in other employ. (Peteraf, 1993)

If the resources critical for the competitive advantage are imperfectly mobile, a company 

desiring to duplicate the position has two choices left: Imitation and substitution.

Pettigrew et al. (2002: 59-61) propose a structure for non-imitability and non-substitutability. 

Mechanisms that prevent immediate imitation of a firm’s strategic position are called 

isolating mechanisms. Isolating mechanisms can be divided into two groups: Economies of 

resource accumulation (1) and Barriers to imitation (2).
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1. Economies of resource accumulation refer to a situation where it becomes easier to get

more of a particular asset if one already has lots of it. There are two sub-categories of

economics of resource accumulation:

• Asset mass efficiencies may result from learning curve effects.

• Interconnectedness of asset stocks refers to a situation where the ability to 

accumulate more of a particular asset is directly proportional not just to the stock 

level of that particular asset, but also the levels of other asset stocks.

2. Barriers to imitation can respectively be divided into three sub-categories:

• Time compression diseconomies refer to laws of diminishing returns common, for 

instance, to the software industry.

• Causal ambiguity makes it more difficult for the imitating company to recognize the 

factors most important to the competitive advantage. There are three main reasons for 

causal ambiguity: tacitness, complexity and specificity. Tacitness refers to the 

difficult to codify assets one gets from learning by doing. Complexity results from a 

large number of interconnected skills and assets. Specificity refers to the transaction 

specific skills and assets that arc utilized for particular customers.

• Exclusivity: Exclusive access to resources or markets can create barriers to imitation.

In addition to non-tradeable resources and non-imitability factors sustainability can be 

increased by non-substitutability. If a firm cannot copy the same resources that create a 

competitive advantage to another firm, it can try to substitute a set of other resources in order 

to create the same advantage.

The resource based theory above explains why a competing firm might not be able to easily 

duplicate a competitive advantage. It does not help to explore an even stronger type of 

protection against imitation: removing the desire to imitate. But why would the competing 

firm not even want to duplicate the advantage? This point of view is important when 

thinking about a challenger in a given market. The incumbent typically has better access to 

resources and can easily imitate or substitute the critical resources necessary for the 

competitive advantage.
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When a company is in such a position that a competing firm has no incentive to duplicate a 

competitive advantage held by the first company, the position is called a privileged market 
position.

Privileged market positions include economies of scale, economies of scope, absolute cost 

advantages, network externalities, and proliferation of product varieties (Pettigrew et ah, 
2002: 63-66).

2.3.2 Replication and imitation of resources

For a discussion on imitability one needs to first understand the process of replication. In this 

context, replication means copying within the context of a single economic unit.

Replication of a capability or competence is possible in two basic ways. First, one can 

transfer the individuals that embody the capability or, second, if all relevant information 

regarding the capability has been documented and codified, can the process of replication be 

accomplished as a simple transfer of information.

This means that capabilities, and the associated processes, are typically rather difficult to 

replicate. Only when one has access to the individuals embodying the capability, does the 

process seem simple. However, even then there is a risk of misjudging what is the required 

group of individuals necessary to encompass the whole of the capability in question.

When one has access to a thorough documentation, which is rather rare, of a capability, one 

still runs the risk of misjudging the level of tacitness in the capability or competence and 

may find out after a replication attempt that the whole process was not fully understood, and 

thus not fully documented, after all (Teece et al., 1997: 525-526).

Imitation is the act of replication performed by a competitor. This is made significantly more 

challenging when compared to replication by the fact of not having full access to all the 

relevant data. The competitor will not necessarily fully understand who are the individuals 

embodying the capability and would typically not have access to detailed documentation. As 

the replication of a tacit capability is extremely challenging, imitation of it may be close to 

impossible.
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2.3.3 Dynamic capabilities model

The dynamic capabilities model is based on the RBV. As RBV defines all competences and 

capabilities to be resources, and resources to be potential sources for competitive advantage, 

the dynamic capabilities model differs from RBV in the following areas:

The dynamic capabilities model emphasizes the significance of processes, such as ways of 

coordinating and combining to such an extent that it has carved these processes out from the 

resource class and given that sub-group of resources a separate title i.e. dynamic capabilities.

The dynamic capabilities model rests on path dependency. Teece et al. (1997) state that 

firms habit certain positions and these positions are direct results of the historical paths taken 

by the firm. The positions also define which paths are available for the firm to choose from 

at present. Future options are thus direct results of the paths taken in the past. Path 

dependency can be interpreted to be a constraint imposed on the resources available to the 

firm and the firm's ability to utilize those resources.

It seems to us that it would be simpler to integrate the cornerstones of the dynamic 

capabilities model back to the RBV. The dynamic capabilities are clearly resources and it is 

sensible to emphasize that the practitioners must have a realistic understanding of the firm’s 

real capability to utilize the resources available. In certain markets, it may be necessary to 

have the resource of being able to adapt flexibly and quickly to changing circumstances. In 

certain cases, this capability or resource may even be a central competitive advantage. Due 

to its tacitness, it may be highly sustainable as well.

The concept of path dependency acts as a constraint on the resources achievable or usable in 

RBV. It would not normally have an impact on the sustainability of the competitive 

advantages, but might limit the firm’s ability to acquire the resources fundamental to 

achieving the advantages.

For practitioners the importance of path dependency is so obvious that it is automatically 

taken into account in strategy work. There is actually little motivation to emphasize it in 

models. Any business leader who has tried to change an organization’s business model, 

create new core competences, renew the organizational culture or working practises knows
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painfully well that it takes a strong push for an organization to divert its course from its 
existing trajectory.

2.3.4 Heuristics

The dynamic capabilities model is based on the assumption that more and more markets are 

increasingly dynamic and no competitive advantage can be long-lived bar the advantage of 

being able to constantly create new advantages by reacting quickly to the change of 
circumstance.

Bingham, Eiscnhardt and Furr (2007: 29) have shown the importance of shared heuristics in 

a high performing firm. Their research is closely aligned with the research on dynamic 

capabilities. Both emphasize the importance of processes as crucial to strategy especially in 

entrepreneurial firms and in dynamic markets. The logic here is that organizational processes 

put firms in the midst of opportunity flows. By choosing processes with the most attractive 

flows of opportunities firms can achieve temporary performance advantages (Bingham et al., 

2007: 28).

Bingham et al. (2007) concluded that heuristics are at the heart of high performing 

organizational processes. They claim that high performing organizational processes are, in 

fact, composed of heuristics i.e. informal rules of thumb. Heuristics can help a firm capture 

opportunities within incoming flows of opportunities. They divide heuristics into lower order 

heuristics for choosing and executing opportunities and higher order heuristics for pacing, 

sequencing, synchronizing and ranking multiple opportunities.

The concept of heuristics is relevant for all the points of view that emphasize flexibility and 

capability to react to the dynamic market conditions rather than systematic strategic 

planning.
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2.4 Disruptive innovations

Based on Foster and Kaplan (2001: 106) there are three levels of innovation. 

Transformational innovation causes historic and irreversible change in the way of doing 

things (1). Substantial innovation offers less surprise and scope than its transformational 

brethren, but still significantly upsets the conventional order (2). Incremental innovation 

happens when the existing order is improved in small steps in an evolutionary manner (3).

Geoffrey Moore (2004) has created eight categories of innovation. He links disruptive 

innovation with technological discontinuities and categorizes them at the beginning of a 

business lifecycle in his famous ‘Market Definition Lifecycle’, which introduced the concept 

of the chasm to the technology business.

In this work the word disruptiveness is used to describe the depth of the effects of the 

innovation rather than its position in a business lifecycle. We propose that an innovation in 

all of Moore’s categories could be disruptive, although the probability of coming up with a 

disruptive innovation would most likely be lower towards the end of the lifecycle. Moore 

himself mentions disruptive structural innovations in his definition for the category of 

structural innovations. In that context, he clearly uses the word disruptive as a measure of 
effect.

It should also be noted that disruptive innovations in the early phases are more typically 

associated with a new technology or solution while disruptions in the later phases of a life 

cycle are more typically associated with the production or delivery of the solution.

Moore’s eight categories of innovation are listed below:

1 Disruptive Innovation. Gets a great deal of attention, particularly in the press, because 

markets appear as if from nowhere, creating massive new sources of wealth. It tends to 

have its roots in technological discontinuities.

2 Application Innovation. Takes existing technologies into new markets to serve new 

purposes.

3 Product Innovation. Takes established offers in established markets to the next level. 

The focus can be on performance increase, cost reduction, usability improvement, or 

any other product enhancement.
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4 Process Innovation. Makes processes for established offers in established markets more 

effective or efficient.

5 Experiential Innovation. Makes surface modifications that improve customers’ 

experience of established products or processes. These can take the form of delighters, 
satisfiers, or reassurers.

6 Marketing Innovation. Improves customer-touching processes, be they marketing 

communications or consumer transactions.

7 Business Model Innovation. Reframes an established value proposition to the customer 

or a company’s established role in the value chain or both.

8 Structural Innovation. Capitalizes on disruption to restructure industry relationships.

2.4.1 The theory of disruptive innovations

Research has shown that very few companies, even among the largest in the world, arc able 

to survive over long periods of time. For instance, out of the original 100 companies listed 

by Forbes in 1917, 61 had ceased to exist by 1987 (Foster and Kaplan, 2001: 7-8). Of the 

remaining 39, only 18 remained in the top 100. Out of these 18 all but two under performed 

compared with the general stock market.

It appears that extensive resources and long term success do not have a correlation 

relationship. Somehow a large number of smaller companies are able to perform better on 

average than the leading companies in each industry. This consistent trend has lead a number 

of researchers to look for a reason causing leading companies to fail, or, challengers being 

able to win. The most visible of these authors has been Clayton Christensen.

Christensen (1997: 258) looked for reasons that leading companies were unable to identify 

the “next big thing”. Sometimes the pace of progress that markets demand or can absorb 

may be different from the progress offered by technology. This means that products that do 

not appear to be useful to today’s customers may fulfil the needs of tomorrow’s customers. 

Therefore, while understanding customers’ needs is critical for handling sustaining 

innovation, it may provide misleading data for disruptive ones.
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Foster and Kaplan (2001: 16-17) claim that large companies fall victim to a “cultural lock- 

in” which makes companies choose defensive strategies when they should be embracing 
change.

The mental models that managers generally favour become liabilities in the face of 

discontinuous conditions (Foster and Kaplan, 2001: 67). The mental models are one key 

reason why companies rarely perform above-market for extended periods of time.

Cultural lock-in causes companies to have three immobilizing fears (Foster and Kaplan, 
2001: 83-87):

• Cannibalization of existing business

• Competing with one’s own customers

• Diluting earnings

Through understanding the forces that make it difficult for corporations to reinvent 

themselves, one can attempt to design operational models, or corporate operating systems, 

that enable the utilization of disruptive innovations. Even further, one can create models that 

drive the organization to nurture disruptive innovation and invent and execute disruptive 

business models. (Foster and Kaplan, 2001)

It is easier for smaller companies to overcome the three fears as they have less to loose and 

the cultural lock-in is not as strong. Recognizing, understanding and acting on disruptive 

opportunities is a very important part of the corporate operating model for the aspiring 

corporation.

It is difficult to find formal definitions for disruptive innovations. Christensen and Bower 

define (1996: 202) disruptive technology as a technology, which disrupts an established 

trajectory of performance improvement or redefines what performance means.

Christensen and Ovcrdorf (2000) define sustaining innovations as innovations that make a 

product or service perform better in ways that customers in the mainstream market already 

value. They define disruptive innovations as those that create an entirely new market through 

the introduction of a new kind of product or service, one that is actually worse, initially, as 

judged by the performance metrics that mainstream customers have.
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2.4.2 Low-end and new market disruption

Christensen distinguishes between low-end disruption and new market disruption. Low-end 

disruption (sec Figure 1) targets customers who do not need the full performance of the high 

end of the market. Once the disrupter has gained market share in this customer segment, it 

seeks to improve its profit margin. In order to achieve this, the disrupter needs to enter the 

segment where the customer is willing to pay a little more for higher quality. New market 

disruption targets customers who could previously not be served profitably by the 

incumbent.

Figure 1: How low-end disruption occurs over time (Christensen, 1997)

Christensen and Raynor (2003: 51) present the characteristics of the three strategies that 

firms might pursue in creating new growth businesses: sustaining innovations, low-end 

disruptions, and new-market disruptions in three dimensions, as shown in Table 1.
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Table 1: Three Critical Elements of Disruption (Christensen and Raynor, 2003: 51)

Sustaining innovations Low-End Disruptions Ncw-Market DisruptionsDimension
Targeted performance of 
the product or service

Performance improvement in 
attributes most valued by the 
industry s most demanding 
customers. These 
improvements may be 
incremental or breakthrough 
in character.

Performance that is good 
enough along the traditional 
metrics of performance at the 
low end of the mainstream 
market.

Lower performance in 
“traditional" attributes, but 
improved performance in 
new attributes — typically 
simplicity and convenience

Targeted customers or 
market applications

Impact on the required 
business model (processes 
and cost structure)

The most attractive (i.e. most 
profitable) customers in the 
mainstream market who arc 
willing to pay for improved 
performance.

Improves or maintains profit 
margins by exploiting the 
existing processes and cost 
structure and making better 
use of current competitive 
advantages.

Overserved customers in the 
low end of the mainstream 
market.

Utilizes a new operating or 
financial approach or both — 
a different combination of 
lower gross profit margins 
and higher asset utilization 
that can cam attractive 
returns at the discount prices 
required to win business at 
the low end of the market.

Targets non-consumption: 
customers who historically 
lacked the money or skill to 
buy and use the product.

Business model must make 
money at lower price per unit 
sold, and at unit production 
volumes that initially will be 
small. Gross margin dollars 
per unit sold will be 
significantly lower.

Christensen and Raynor (2003: 49-50) show a set of questions executives must answer to 

determine whether a business idea has disruptive potential. These questions are combined in 

Table 2 below. If an idea fails to answer questions 1 & 3 or 2 & 3 affirmatively (the litmus 

tests), then it cannot be shaped into a disruption.

Table 2: Three Litmus Tests (Christensen and Raynor, 2003: 49-50)

Test Question
1. Can the idea become a 

new market disrupter?

2. Is there the potential for 
low-end disruption?

a) is there a large population of people whom have 
not had the money, equipment or skills to acquire 
this in the past? And have they gone without it?

b) to use the product have the customers had to go 
to an inconvenient location?

a) are there low end customers whom would want a 
lower end product for lower price?

b) can a profitable business model be created to 
serve the previously over-served customer 
segment?

3. If question 1 (a/b/a+b) or a) is the innovation disruptive to ALL of the 
2 (a+bl was passed incumbents in the industry?
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2.5 Core competences

Prahalad and Hamel introduced the concept of core competence in a Harvard Business 

Review article in 1990. They wrote that a core competence is "an area of specialized 

expertise that is the result of harmonizing complex streams of technology and work activity". 

According to Prahalad and Hamel (1990) a core competence has three characteristics:

• It provides potential access to a wide variety of markets,

• It increases perceived customer benefits and

• It is hard for competitors to imitate.

They also add that core competencies arc the collective learning of the organization, 

especially how to coordinate diverse production skills and integrate multiple streams of 

technologies. Core competencies do not diminish with use. From their point of view the core 

competencies are the foundation from which competitive advantage can be created. If a core 

competency yields a long-term advantage to the company, it is said to be a sustainable 

competitive advantage.

It is clear that core competences and sustainable competitive advantages are closely linked. 

Core competences might become a sustainable competitive advantage and firms would strive 

to develop core competences out of their competitive advantages.

2.6 Cannibalism in business strategy

One can find three types of cannibalism in business strategy. Kaplan (1999) calls them 

product cannibalism (1), radical cannibalism (2) and competitive displacement (3).

Product cannibalism is the process of a business incrementally replacing an older solution in 

its’ portfolio with a new and better one. The new product typically offers higher value to end 

customers.

Radical cannibalism is the process of moving very quickly to introduce a superior new 

substitute product to replace an existing product in a business’ product portfolio. The new
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product is typically based on breakthrough technology that fundamentally changes how the 

product is developed, manufactured or used.

The film camera industry is a good example of all three categories of cannibalism. 

Continuous technology improvement has lead to old film cameras becoming obsolete and all 

manufacturers have had to continuously replace them with new models, in effect exercising 
product cannibalism.

Digital cameras are a good example of radical cannibalism as top manufacturers such as 

Canon and Nikon have moved very fast to introduce new much improved digital cameras 

basically helping to eliminate the market for their old main products, film cameras. Nikon’s 

2005 annual results showed that they have stopped selling point-and-shoot film cameras 

completely. They also announced that they will only continue manufacturing two film SLR 

models and are shutting down seven models. Sales of film SLRs have gone down from 640 

thousand in 2004 to 240 thousand in 2005. They project sales of 140 thousand for 2006.

Competitive displacement is radical cannibalism targeted at another company. In this case a 

company develops a superior substitute product for an existing one and attempts to take over 

the market from the existing players.

The advent of digital camera technology has opened the market to new entrants and 

companies such as Nokia, Sony and HP are moving aggressively into the market. Nokia is 

already the world’s largest camera manufacturer based on the company’s own 

announcements. This has led many traditional camera manufacturers to financial problems. 

The "Mobile Imaging Report" (October 11, 2004) forecasts that roughly 370 million digital 

cameras will be sold in 2005, more than three-quarters (76.29%) of which will be embedded 

in mobile phones.

The final aspect, perhaps most relevant to this study, of cannibalism in business strategy 

relates to the effect on a company of facing pressure to cannibalize one’s existing business. 

Foster and Kaplan name three immobilizing fears that, more than any others, are the reason 

why incumbents react slowly to certain types of competitive displacement attempts. The 

reasons are that companies are reluctant to take proper actions because of their fear of
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cannibalizing their existing business, fear of cannibalizing their partner’s business and fear 

of diluting earnings (Foster and Kaplan, 2001: 83-87).

2.7 Blue and red oceans

The concepts of blue and red oceans describe the same disruption challenge from a different 

angle and combine many of the elements of disruptive innovations and competitive 

advantages. The red oceans represent all the industries in existence today - the known 

market space. In red oceans, industry boundaries are defined and accepted, and the 

competitive rules of the game arc well understood. Blue oceans denote all the industries not 

in existence today - the unknown market space, untainted by competition. In blue oceans, 

demand is created rather than fought over.

There arc two ways to create blue oceans. In a few cases, companies can give rise to 

completely new industries, as eBay did with the online auction industry. But in most cases, a 

blue ocean is created from within a red ocean when a company alters the boundaries of an 

existing industry. (Kim and Mauborgne, 2004: 1)

It seems clear that prospects in most established market spaces - red oceans - are shrinking 

steadily. Technological advances have substantially improved industrial productivity, 

permitting suppliers to produce an unprecedented array of products and services. As trade 

barriers between nations fall and information on products and prices become instantly and 

globally available, niche markets and monopoly havens are continuing to disappear. At the 

same time, there is little evidence of any increase in demand, at least in the developed 

markets, where recent United Nations statistics even point to declining populations. The 

result is that in more and more industries, supply is overtaking demand.

This situation has inevitably hastened the commoditization of products and services, stoked 

price wars and shrunk profit margins. This has also led to brands becoming more and more 

similar. As this happens, people increasingly base purchase decisions on price. (Kim and 

Mauborgne, 2004: 2-3)
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Cultural lock-in forces companies to lock themselves into the red oceans. Suggesting a 

break-away from the well defined competitive space or industry is treated as questioning of 

the competence of everybody whose decisions have been instrumental in creating the 

company’s existing strategy. Statistics seem to support this. In a study of business launches 

in 108 companies, it was found that 86% of those new ventures were line extensions - 

incremental improvements to existing industry offerings - and a mere 14% were aimed at 

creating new markets or industries. While line extensions did account for 62% of the total 

revenues, they delivered only 39% of the total profits. By contrast, the 14% invested in 

creating new markets and industries delivered 38% of total revenues and a startling 61% of 

total profits. (Kim and Mauborgne, 2004: 3)

Leading-edge technology is sometimes involved in the creation of blue oceans, but it is not a 

defining feature of them. This is often true even in industries that are technology intensive. 

(Kim and Mauborgne, 2004: 4)

The red ocean assumption that industry structural conditions are a given and firms are forced 

to compete within them is based on an intellectual worldview that academics call the 

structuralist view, or environmental determinism. According to this view, companies and 

managers are largely at the mercy of economic forces greater than themselves. Blue ocean 

strategies, by contrast, are based on a worldview in which market boundaries and industries 

can be reconstructed by the actions and beliefs of industry players. This is called the 

reconstructionist view. (Kim and Mauborgne, 2004: 7)

The definition proposed earlier for disruptive innovations was: A disruptive innovation, 

when properly acted upon, enables a challenger in a market to create sustainable competitive 

advantages of such significance that it can grow to become the market leader in the existing 

market or a newly created market next to the existing one.

One could easily replace the words “a disruptive innovation” in the above proposed 

definition with “a successful blue ocean strategy” and the definition would match what Kim 

and Mauborgne (2004) describe. As such, blue ocean strategies are a novel way of 

explaining how opportunities for creating sustainable competitive advantages can be 
identified and described.
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3 Building Sustainable Competitive Advantages

3.1 Unified model of sustainable competitive advantages

This paper is based on the concepts and definitions presented below. Some of these come 

from the RBV, some from the dynamic capability model or some other RBV derivative and 

some are developed from the foundation laid by the existing models.

The approach taken is to pick the components from existing research that are most useful 

and practical to practitioners. These are complemented by other concepts found to be useful 

in strategy work by practitioners. What we claim to be useful for practitioners is based on the 

experience of the author and numerous discussions over the years with CEOs in different 
industries.

The list below summarizes the cornerstones of our model for sustainable competitive 

advantages. Many of the statements below are identical or only minor modifications of 
earlier research.

1. The creation of sustainable competitive advantages has three separate and independent 

phases: discovery of opportunities (1), creation of competitiveness (2) and generation of 

sustainability (3). All three need to be addressed separately in both theoretical work and 
in practical strategy work.

• Opportunities for increased competitiveness exist at all times for all companies. 

When a company suddenly increases its competitiveness against its competitors, it 

has successfully seized an opportunity to increase its competitiveness.

• The inverse is not true. When a company does not increase its competitiveness it does 

not necessarily mean that an opportunity to do so would not have existed and when a 

company does increase its competitiveness, it does not mean that the opportunity was 

fully utilized.

27



• For every opportunity to increase competitiveness there is a range of different levels 

of sustainability that can be achieved depending on the set of activities chosen by the 
company

2. Both competitiveness and sustainability are scalar parameters, not binary. Many of the 

definitions proposed in existing research are binary — somewhat sustainable competitive 

advantages are unknown - and alien to practitioners as a result. The theoretical tools 

developed should be useful also for companies to create, for instance, medium level 

competitiveness with high sustainability or high-level competitiveness with medium 

sustainability instead of only focusing on the rare occasions where it is possible to create 

formally sustainable competitive advantages.

3. Time is relative for sustainable competitive advantages. A period of time that can be 

considered significant for the sustainability of an advantage in one industry might be 

considered insignificant in another.

4. Competitive advantages arc often built on top of each other. A particular competitive 

advantage should not be dismissed on the basis of it being easy-to-copy, if it will allow 

the company to have a 12 month early mover’s advantage during which the company can 

build the next competitive advantage where the first one is a necessary component. We 

will call these compound competitive advantages. Competitive advantages, and 

especially the early mover advantage, can often be seen as compound advantages where 

both the total competitive advantage as well as the total sustainability is the sum of their 

components.

5. The framework of sustainability only works on resources. To extract maximum benefits 

from the model, all sources of competitiveness need to be categorized as resources.

6. A sustainable competitive advantage does not need to be something visible to end 

customers as previously often claimed by research.

In the following sections (3.1.1-3.1.6) the above listed six cornerstones for sustainable

competitive advantages are analyzed in more detail.
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3.1.1 The three phases of creating sustainable competitive advantages

A company is always immersed in a flow of opportunities for increasing its competitiveness. 

When an opportunity is seized and acted upon, competitiveness is created. How sustainable 

that competitiveness is depends partially on the nature of the competitiveness, but also to a 

great extent on the activities chosen by the company to execute the opportunity.

From a practitioner point of view the most valuable part of RBV seems to be the framework 

for sustainability outlined in the mind map diagram in a later chapter. The framework helps 

in not just verifying whether a particular competitive advantage can be sustainable, but also 

in increasing the sustainability of the advantages through enabling company management to 

optimize the activities of the company on the basis of a deep understanding of how 

sustainability is created for competitive advantages. To be able to measure an outcome also 
helps in identifying the steps leading to the outcome.

Based on the above, it is useful to divide the concept of sustainable competitive advantages 

to its two components: competitiveness and sustainability. The two dimensions can clearly 

be seen to be separate when one considers the uniformity of the measurability of the two 

across industries. When a certain competitive advantage, such as a strong brand, is 

sustainable for a particular reason(s) in one industry, it is likely that it would be sustainable 

in another industry. This does not apply to the same extent to competitiveness. While a 

particular resource, such as best access to raw materials, might be the source for great 

competitiveness in one industry, it might be the source of only low competitiveness in 
another.

It should also be noted that a stylish framework for explaining the level of competitiveness 

based on a certain resource does not exist to the same extent that the RBV framework 
provides for sustainability.
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3.1.2 Competitiveness and sustainability are scalar not binary

Much of the research on sustainable competitive advantages seems to be quite black and 

white. It is typical to define sustainability in a way that it sounds eternal and competitiveness 

in a way that it is always transformational.

To be of practical use, the framework needs to take into account that a company needs to 

develop also short-term competitive advantages and long term, but weakfish competitive 

advantages.

Especially noteworthy is that utilizing the theory, a company can increase the sustainability 

and competitiveness of something that is not a sustainable competitive advantage in the strict 
sense.

3.1.3 Time is relative for sustainable competitive advantages

Sustainability has different scalability for different companies. For certain companies a 12 

month lead time in taking a new technology into use may be sufficient to expand the 

competitive advantage to new areas. Apple’s iPhone serves as an example of touch 

technology in smartphones. While a lead-time of 12 months in introducing a new technology 

to build nuclear power plants does not provide nearly as much, if any, advantage.

The observation here is that it is not enough to take a company specific perspective into what 

time period starts to be meaningful in sustainability, but one needs to go one layer below and 

take a competitive advantage specific point of view.

3.1.4 Compound competitive advantages

Competitive advantages are often built on top of each other. Microsoft’s initial partnership 

with IBM provided them with a de-facto standard position. This was basically a channel 

based competitive advantage, which will be discussed later in this paper. The initial 

advantage enabled Microsoft to grow revenues rapidly while keeping sales and marketing
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costs low. The exploding profitability from the MS-DOS business financed investments into 

the development of MS Windows, Word and Excel.

From the sustainability view Microsoft started with a simple time compression diseconomies 

advantage based on a contract with IBM. This evolved to a demand side economies of scale 

advantage where the initial user base made their operating system the preferred one also for 

other PC makers as they entered the business. Compaq, for instance, did not push other 

operating systems, but chose to copy the approach taken by IBM and partnered with 

Microsoft. By skilful, and sometimes ruthless, tactics Microsoft also added file format 
network externalities into their advantage.

After various intermediate stages Microsoft could also count large market share, general 

economies of scale and the strongest brand in the business among their sustainable 
competitive advantages.

3.1.5 All sources of competitive advantage are resources

Some of the popular research, especially the dynamic capabilities model, have renamed 

some of the key resource elements and separated them from the general resource pool. This 

was covered in an earlier chapter.

One can emphasize the importance of path dependency and process capabilities in a model 

using a wide definition for resources as well. There is no need to define process capabilities 

as something else than resources.

Resources include but are not necessarily limited to: skills, processes, competences, 

reputational elements, organizational structure, culture, access to raw materials, 

manufacturing capacity, all tangible assets etc.

Any of these resources, or a combination of them, might be the source of a competitive 

advantage.
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Coyne (1986) and Bharadwaj (Bharadwaj ct al., 1993) are two of the researchers who 

claimed that a sustainable competitive advantage has to be visible to end customers. Wc 

propose that this is not correct in all cases. For example, in the Microsoft case presented 

earlier the initial advantage Microsoft enjoyed was a contract with IBM. The contract itself 

was not visible to end customers although Microsoft’s product was. Actually, the product 

was white labelled and called initially PC-DOS instead of MS-DOS as it became known 
later.

3.1.6 Competitive advantages do not need to be visible to end customers

3.2 Proposed definition for sustainable competitive advantage

Building on the earlier proposed definitions of sustainable competitive advantage, this paper 

proposes a more practical definition: A sustainable competitive advantage is a company’s 

ability to, for a limited time, increase its competitiveness in the market in such a fashion that 

the key attributes of the superiority are undesirable, difficult or impossible to copy by 
competitors.

In cases where the sustainable competitive advantages are significant and extremely 

sustainable, the company may achieve a superior ability to consistently generate above 

average financial results by providing a solution to customers in such a fashion that the key 

attributes of the superiority are undesirable, difficult or impossible to copy by competitors.

Above average financial results refers to a function of both growth and profitability. To 

achieve above average financial results a company needs to consistently stay above the 

average level in its respective industry in the space of profitability and growth.

3.2.1 The competitiveness formula

The definition proposed above can be converted into a mathematical formula. The formula is 

presented here to clarify the definition and illustrate the structure with maximum clarity. The
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tomulla proposes a relationship between activities available to a company and the level of 

competitive advantage reachable through executing a select set of the possible activities.

It should be noted that the formula applies to a company involved in one business model. For 

a company involved in several business models, one can calculate the competitiveness of the 

company in each individual business model by analyzing that part of the company’s business 

as if it were a separate company. The formula does not attempt to include the synergy effects 

of different business areas with distinctive sets of activities or the synergy effects of different 

business areas sharing a set of activities.

The formula also connects dismptive opportunities to sustainable competitive advantages by 

defining a disruptive opportunity as a set of circumstances enabling the company to choose 

such a set of activities that it creates a uniquely high competitive advantage for the company. 
Figures 2 & 3 illustrate this.

The formula is very high level by purpose. It would be relatively easy to expand it to an 

optimization problem by describing competitiveness through the ability to gain a financial 

profit above the industry standard and make the investment B a vanable. The optimization 

challenge would be to seek the optimum between the investment and the competitiveness 

achieved through the activities. This angle has not been explored, as it would not serve the 
illustrative purpose.

The Competitiveness Formula is as follows:
A set of activities {Ai...Ak}

cost(Aj) being the cost of the activity Aj

a set of competitive advantages {Ci...Cj}

Ci(Xj,yi), where x; is the significance of Q and y{ is the sustainability of Q 

and Xj = fj(A|...Ak), y; = gj(A,...Ak)

II Q II = V(xj2 + y2), K Q II being the total value of the competitive advantage

The company attempts to define

max Ai...Ak 2i=ri|Ci||

under the condition 2i=i1=lkcost(A;) =< B,

where B is the total budget limit available.
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Let s assume a company uses the Competitiveness Formula to define the maximum 

competitiveness achievable at the time t A typical end result over time t might look like the 

presentation in Figure 2. For the company the available max( £i=li=j||Ci|| ) for each time 

period would vary for each time period. The company would typically choose less than the 

optimum set of actions and not achieve the maximum competitiveness available.

£
Ou

Time

Figure 2: Maximum competitiveness achievable

For another time period significant opportunities to gain sustainable competitive advantages 

might be available due to changes in the environment, technology innovations or other 

opportunities (Figure 3). These would be disruptive opportunities i.e. actual opportunities to 

gain abnormal amounts of sustainable competitive advantages.
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Figure 3: Maximum competitiveness achievable in case of disruptive opportunity

If the company manages to identify the disruptive opportunity and grasp it, its 

competitiveness will rise to a new level (Figure 4). Depending on the parameters the level of 

competitiveness may be highly sustainable, may decline to the previous levels very quickly 

or even provide an even better opportunity due to the new situation. In Figure 4 competitors 

are slowly catching up, thus the slight decrease in competitiveness opportunity.

Figure 4: Maximum competitiveness achievable in a case company manages to identify a disruptive 

opportunity and grasp it
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For a competitive advantage to be sustainable, the resources that it is based on have to fulfil 

the following requirements:

3.2.2 The sustainability component and sustainable competitive advantages

* Be imperfectly mobile, and

• Non-imitablc and non-substitutable due to isolating mechanisms, or 

Based on a privileged market position i.e. have cannibalistic components

The resources have to 
be acquired in imperfect 
markets

Competitive advantages 
are always based on Unique tradeable resources

Unique non-tradeablc

Non-tradeable resources have 
to be created within the

Perfectly immobile

Tradeable, but more valucal 
where they are now than in

V Imperfectly mobile

Network externalities for 
applications iflle formats)
Network externalities for

Economics of resource Asset mass efficiencies
Network externalities for 

N platforms

Interconnectedness of asset

Resource based view Time compressionNoniin liable due to Isolating
diseconomies {diminishingSustainability is based 

on unique resources
Tacuness q txarnwg by doing

Transaction specific skills and
Specificity>. Barriers to Imitation

Large number of
interdependent skills and

Economies of scale

Proliferation of product
s. Privileged market position

Cannibalizing one's own

Competing with one's 
-<E ^channel partners 

Diluting earnings

v Cannibalization factors

> Nonsubstitutablc

Figure 5: In the resource based construct all activities are based on resources and competitive 

advantages are the result of imperfect availability of certain resources (Pettigrew et al., 2002: 57)

In Chapter 4 a set of sustainable competitive advantages arc used to analyze how they affect 

each other and relate to a competitive opportunity. For that to be possible, we need to build a 

sample list of sustainable competitive advantages acceptable for the software industry.

36



In this section a list of typical sources of competitive advantages (1-10) are analyzed using 

the tests for sustainability. The opinions as to the applicability of the different criteria are our 

own, but we have tried to avoid arguments that would not be likely to be commonly 

accepted. If in doubt, we have omitted the proposed sustainable competitive advantage from 
the final list presented in Section 4.1.

1) Unique highly demanded software solutions without protection for immaterial 

rights (for a component difficult to substitute)

To have a unique desirable solution provides competitive advantages, the question is 

how sustainable they are

As we are talking about software, the solution will be copied by the competition. The 

question is simply how long that will take.

• As the solution is unique, it is most likely developed in-house and as such the key 

resources are most likely perfectly immobile i.e. non-tradeable.

• Time compression diseconomies are quite typical in high-tech industries, especially 

in the software industry. This will slow the competitors in their battle to develop a 
similar solution.

• Causal ambiguity is very common in the software industry as the solution is often a 

complex combination of technology and services and quite likely is developed based 

on deep understanding of a customer problem.

Privileged market positions might well come into play, if the company has been able 

to choose the right go-to-market model. This will be explained in more detail later in 
this work.

Asset mass efficiencies might, in some cases, play a role here as the company 

shipping a unique solution might well have higher purchasing volumes than other 

companies just about to enter the space.

• Outcome: Unique highly demanded software solutions without protection for 

immaterial rights will be included in the final list. The sustainability is impossible to 

determine exactly, but it is clear that a company shipping a unique desirable solution 

can be the sole source for the solution for a given but limited time. The company can 

use the time taken by competition to emerge to secure key customers, brand in the 
market segment, key channels to market etc.

3.2.3 Sources of competitive advantages in software industry
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2) Unique highly demanded software solutions with protection for immaterial rights

(for a component difficult to substitute)

• Always provides competitive advantages, the question is how sustainable they are. 

The biggest barrier to imitation is the exclusivity provided by the patent protection. If 

the patent cannot be circumvented, this may be an unassailable barrier to competition 

for the lifetime of the patent.

• Privileged market positions might well come into play, if the company has been able 

to choose the right go-to-market model. This will be explained in more detail later in 

this work.

Asset mass efficiencies might, in some cases, play a role here as the company 

shipping a unique solution might well have higher purchasing volumes than other 

companies just about to enter the space.

• Outcome: Unique highly demanded software solutions with protection for immaterial 

rights will be included in the final list. A controlling patent is just about the highest 

possible source of sustainability. It also provides an extremely long time to secure 

other sources of competitiveness and build sustainability for those.

3) Superior distribution (availability for products or services) is achieved when a product 

is so widely available in distribution that it limits other vendors’ access to end customers 

through that particular channel. This is quite normal in the software business where 

shelf-space is limited. It should be noted that Internet distribution is somewhat changing 

the playing field.

• It can be argued that superior distribution is actually a tradeable resource. One can 

actually buy one’s access to channels fairly easily.

• Economies of scale is typically associated with superior distribution as superior 

distribution is typically not possible without large volumes. On the other hand 

growing volumes make it easier to convince new channel members to carry one’s 
product.

• This is a sort of exclusivity typically linked with leading brand and large market 

share. Microsoft, for instance, has been accused of utilizing their relationships with 

distribution channels to prevent other vendors from getting access.
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The vendor can further strengthen its position by using proliferation of product 

varieties. This is a type of economies of scope and will expand the vendor’s portfolio 

of products and presence in the distribution channel. This will further enhance the 

vendor’s negotiation power.

Product proliferation can be used to strengthen channel dominance (Pettigrew et al., 

2002: 63-66). When done successfully this can lead to a privileged market position, 

where competing vendors do not even attempt to enter the particular channel. This 

leads to a type of exclusivity in the channel.

There is another sort of exclusivity that can be utilized. If the vendor can somehow 

make it worthwhile for the channel to only carry one product, it can shut all other 

vendors out of the channel. This would not be possible for typical retail channels, at 

least not on a wide scale, but it is quite feasible in other types of channels. This will 

be further discussed in the fourth chapter, where techniques of achieving this will be 
explored.

• Outcome: Superior distribution will be included in the final list, but only in the cases 

where there is a form of exclusivity in the channel relationship. In the generic case, 

superior distribution is an end result of a combination of other competitive 

advantages such as great products, good brand, economies of scale etc.

4) High market share gives the vendor multiple benefits and is almost always associated

with above market returns. It further provides various sustainability factors helping the

market leader to protect its position.

• High market share is clearly a non-tradeable resource.

• Economies of resource accumulation are quite strong for most high market share 
holders.

Interconnectedness of asset stocks might be valid, especially, if the vendor uses the 

proliferation of product varieties approach.

• Economies of scale typically support the market share leader.

• Complexity of causal ambiguity might slow competitors down as the market share 

leader has had time to build a complex ecosystem.

• Absolute cost advantages are often sought out in software engineering by developing 

reusable components. Large companies potentially have a good opportunity for doing 

this as they have lots of products and code that can be reused.
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• Outcome'. High market share is clearly a sustainable competitive advantage.

5) Strong brand affects purchasing decisions throughout the value chain.

• Brand is a typical non-tradeable resource.

• Asset mass efficiencies might help in brand development as a well-known company 

has better opportunities for getting free coverage by the press. Going public also 
helps in getting free publicity.

• Time compression diseconomies are certainly at play here as one can not become 

widely known and respected quickly no matter how much funds one throws at it.

• Outcome: Strong brand is included in the final list of sustainable competitive 
advantages.

6) Cost leadership increases margins, but it is questionable whether this is truly a

sustainable competitive advantage in software.

• Cost leadership is largely a tradeable resource as the competence, tools and processes 

can be copied over time by recruiting the right people or the required skills and 

capabilities developed independently.

• Causal ambiguities arc very strong slowing down the copying process.

• Time compression diseconomies might also come into play.

• Becoming a cost leader in software is a little bit different than being the cost 

leadership in other industries. Software is relatively expensive to develop, but there is 

practically no cost for manufacturing. A cost leader in software would be the 

company that has high volumes to enable proportionally low levels of R&D costs, 

efficient software development processes and excellent competence, high volumes of 

shipments in given channels enabling them to negotiate low margins for the channels, 

high portion of electronic delivery to reduce variable costs, high quality of the 

software to reduce support requests and, finally, unique solutions to enable word-of- 

mouth marketing and review wins in the press to reduce marketing expenditure. As 

one can easily see, being a cost leader in software is actually a function of several 

other sustainable competitive advantages.

• Outcome: Cost leadership is not included in the list of typical sustainable competitive 

advantages in software.
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7) Government granted monopoly is an obvious sustainable competitive advantage, but 

how common are they in the software industry. A monopoly gives a company time to 

build other sustainable competitive advantages. It is interesting that many long term 

monopolies such as Xerox in copying machines, Singer in sowing machines and AT&T 

in telephony have lost their leadership positions once their government or patent granted 

exclusivity period expired.

• This should be a non-tradeable resource, but obvious deviations to the rule exist. 

Outcome. A government granted monopoly is a sustainable competitive advantage 

with an externally defined length of sustainability.

8) Superior employees and management team may provide a company with consistent 

superior competitiveness. Christensen and Ovcrdorf suggest three components to this: 

resources, processes and values. They use the example of McKinsey that routinely both 

hires and fires hundreds of MBAs every year while consistently providing highest 

quality of consultancy services. In McKinsey’s case Christensen and Ovcrdorf (2000) 

suggest that McKinsey has such strong processes and values that it does not matter 
which individuals do the work.

• Employees on an individual level are reasonably tradeable resources, but it is rather 

rare for large teams to move from one company to another (this is the case also in 

corporate finance, for instance). Employees should most likely be categorized as 
imperfectly mobile.

• Time compression diseconomies would protect the company being attacked.

• Causal ambiguities would tend to be strong (as shown by the above McKinsey 

example). Tacitness and complexity would both be applicable.

• Outcome: Superior employees will not be included. However, first mover advantage 

in a complex market is included. It covers the same topic from a different angle and 

emphasizes the tacit nature of the advantage more.

9) First mover advantage in a complex market. There are several examples of small 

companies reaching significant positions with new solutions in new markets. Existing 

companies often acquire these companies, but that should not be interpreted as decreased 

sustainability for the advantages.
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• The tacit knowledge and ecosystem relationships built by the first mover are not 

tradeable resources, per se, but they can be duplicated over time.

• The tacit and complex nature of the competence is a clear non-imitability factor.

• Time compression diseconomies also help the first mover stay ahead as long as new 

learning results in perceived increased customer value.

• Cannibalization factors may also prevent, or at least, radically slow down the 

incumbent’s reaction.

• Outcome-. First mover advantage in a complex market is included.

10) Core competences. Prahalad and Hamel (1990) listed three specific factors for core

competences, they provide access to a wide variety of markets, they increase customer

benefits, and they are hard for competitors to imitate.

• The same as with resources, one might argue that customer benefits are secondary as 

a core competence, such as competence for unique channel control, may give a 

company the needed competitive edge without resulting in customer benefits.

• Focusing on the remaining two factors, and analyzing the largest software companies 

of the world, it is difficult to recognize truly long term competitive advantages 

resulting from core competences. One might claim that Microsoft, for instance, has a 

core competence in operating system development as they have had a stronghold in 

the OS market since the early 80’s. However, that claim has become more difficult to 

support over the recent years with Linux being technically on par with Windows, 

Windows Vista being a failure and Google starting the development of Google 

Chrome OS. One could continue the list with IBM, Symantec, EMC etc.

• It seems that core competences arc rarely unique in the software business as people 

and ideas move relatively freely.

• Outcome: Core competences are not included in the list of typical sustainable 

competitive advantages in software.
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3.3 Taking a critical look at Christensen’s theory

Chnstcnsen s theories are relevant to the discovery of competitive opportunities and creation 

of sustainability as described in the previous chapters. It thus is useful to compare the 

insights from his theories with the proposals made in this paper.

Christensen’s theory of disruptiveness is clearly based on a study of real life events. There 

have been several examples of small companies beating big companies through means that 

have left the bigger, much more resourceful companies, unable to react to the challenge. 

Obviously what the smaller company has done has been disruptive.

It is just as obvious that in cases where the small company has gained a large market share 

from the bigger company, the disruptive innovation has lead to sustainable competitive 

advantages for the smaller company. Otherwise the bigger company would have overtaken 

the smaller company once it understood the cause for the disruption. There must have been 

factors making the competitive advantages non-imitable and non-substitutable.

Christensen has made a great contribution to competitiveness theory by recognizing and 

documenting what is happening. Where Christensen goes awry is his attempt to create a set 

of conditions so rigid and detailed that it is actually very difficult to find real life cases that 

would fulfil all of these conditions.

The recognition of a potentially disruptive competitive opportunities or disruptive 

innovations does not guarantee success. By taking unwise action it is possible to waste the 

opportunity, and by choosing exactly the correct steps one can revolutionize the market even 

with an innovation that is not strongly disruptive, especially if the incumbents help in the 

process by being especially slow to react.

It seems that a disruptive event provides the opportunity to transform the innovation to 

sustainable competitive advantages. The advantages arc often far removed from the actual 

innovation, especially if the innovation is technical. For instance, Apple seems to have hit 

Sony hard with iPods, but as the actual technology is not unique, one has to find the 

sustainable components of their advantage elsewhere.
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In Apple’s case, and many other similar cases, the transformation is a question of building a 

compelling offering composed of a high market share, strong brand, case-of-use, pervasive 

channel and constant development of the technology. For Apple these are the elements that 

make it hard for Sony to win the market back. Christensen does not explain what makes the 
effects of the disruption long lived.

One of Christensen s key conditions is that in low-end disruption, the new technology has to 

be technically inferior and lower priced than the existing technology. This will then lead the 

incumbent to ignore the technology while the challenger is able to improve the quality of the 

solution and start gaining customers from the incumbent.

Resource based theory presents several other reasons for the incumbent to be slow to react. 

Non-imitability factors, and especially, cannibalistic reasons might make the incumbent steer 

away from the opportunity, at least for a time.

What Christensen s conditions do not take into account is, why would a technology that is 

costlier than the technology it replaces not be disruptive over time, if it enables a smaller 

company to win market leadership from a bigger company in an existing market? The price 

of the technology is clearly not the defining feature, if this happens. The question is, has this 

ever happened?

Let’s take the blue ocean concept’s authors’ favourite example of Cirque du Soleil. The 

tickets to Cirque du Soleil are definitely more expensive than tickets to most normal 

circuses, thus failing the first condition. How does Christensen’s second condition fare then? 

Is Cirque du Soleil technically inferior? Admittedly some key components of traditional 

circus were left out from Cirque du Soleil, as they have no animals. However, it is a safe bet 

that very few circus goers would feel that Cirque du Soleil is technically inferior to the 
alternative.

Is Cirque du Soleil a new market disruption then? It is obviously targeted largely at people 

who like clowns, acrobats, feats of strength and other traditional circus numbers, but also 

serves audiences who like to go to theatre, movies or the opera. Although audience 

widening, it does not primarily target new customers and is not a new market disruption 
either.
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It is clear that what Cirque du Solcil has done to the circus business has been strongly 

disruptive. The competition definitely feels so as many circuses have had to change their 

shows to match some of the new features introduced by Cirque du Soleil (Passy, 2005). 

Cirque du Soleil is also believed to be the largest circus in the world with eight massive 

shows in the most important entertainment centres around the world.

Other examples challenging Christensen’s theory would be cars replacing horses or electric 

cars replacing traditional cars. In both cases the replacing technology is both more expensive 

and technically more advanced than its predecessor. Of course, only one of those disruptions 
has taken place to date.

Christensen seems to think that a low-priced qualitatively inferior product is more likely to 

escape the incumbent’s attention long enough for the challenger to create sustainable 

competitive advantages (author’s interpretation). But why would the technology be less 

disruptive if it is qualitatively superior and more expensive than the old technology, but still 

provides the challenger the opportunity to become market leader?

Regardless of the road travelled, if the end result is a disruption in the pecking order with a 

formerly small player taking market leadership, one can expect to find a disruptive 

innovation somewhere in the story. In any case the incumbent has been slow to react. In 

hindsight, the management of the incumbent has not been up to its task.

In addition to the weaknesses in the conditions Christensen sets for disruptive innovations, 

he does not sufficiently study why the incumbent is not able to replicate the disruption when 

it realizes what is happening. Neither has he properly analyzed what the challenger did to 

take advantage of the incumbents slumber. This work focuses on the latter topic in the 

software industry space.

3.3.1 Discovery of competitiveness opportunities and Christensen’s disruptive 

innovations

For the purposes of this thesis a disruptive innovation is one where the innovation provides a 

challenger, within a particular market, an opportunity to create strong sustainable
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competitive advantages in a manner that leaves the incumbent weaponless to fight the 

change. More specifically, the innovation itself is often only half the cause for the 

sustainable competitive advantages, but it may indirectly buy the company sufficient time to 

operate in the given market with the particular solution to create the sustainable competitive 
advantages.

It is proposed that there are two categories of disruptive innovations. In the first one the 

disruption directly becomes a sustainable competitive advantage. In the second one 

disruptions are indirect causes of sustainable competitive advantages.

Disruptive innovations of the first kind are typically technical in nature. They provide a 

unique technology that enables meeting important customer requirements that other products 
do not meet at all, or meet poorly.

The uniqueness ot the technology can be prolonged in two ways: seeking protection for 

immaterial rights or being able to stay ahead of the competition on the learning curve and 

continuously adding unique features and functionality to the product. See Section 3.2.3 

‘Unique solutions with or without protection for immaterial rights’ for a more detailed 
description.

All disruptive innovations typically lead to the same sustainable competitive advantages. For 

instance, the unique technology, whether patented or not, will lead to visibility in the market 

(brand) and growing market share. If strong enough, both of these may become sustainable 
competitive advantages.

Sometimes the creation of a unique distribution channel can be a disruptive innovation. For 

instance, the utilization of the Internet as a new medium for direct PC sales obviously was a 

primary disruptive innovation for Dell as it allowed Dell to gain market leadership in the PC 

market (Christensen and Raynor, 2003: 42). Christensen does not agree that Internet was a 

disruptive innovation for Dell’s business model. He feels that Internet was a sustaining 

innovation to Dell, but disruptive for Compaq. In his opinion Dell’s disruptive innovation 

was the direct telephone sales model that Dell had already utilized for years. See Section

3.2.2 ‘Superior distribution’ for a discussion on Dell’s utilization of the Internet to sell PCs.
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4 Understanding Competitive Advantages

4.1 Putting the theory into practise

This chapter briefly analyzes the list of sustainable competitive advantages created earlier. A 

short case about F-Sccure is included to give an empirical example of how the theories can 

affect the creation of a corporate strategy. The F-Securc case also shows how distribution 

channels can be used to create a sustainable competitive advantage. This is a category of 

sustainable competitive advantages that we could not find previous mentions about and a 

case example is thus critically important to add credibility to the claim.

The list of sustainable competitive advantages created earlier in Section 3.2.3 had 10 items. 

However, three of them arc not included in the final list. These are: cost leadership, superior 

employees, and core competences. The seven remaining items form the sustainable 
competitive advantages for software industry:

• Unique highly demanded software solutions without protection for immaterial rights (or 
with a weak patent)

• Unique highly demanded software solutions with a “control-point patent” (a control- 

point patent means a non-circumventable patent i.e. a patent where the patented 

technique can not be substituted by any other technique to achieve the same critical 
benefit)

• Superior distribution (availability for products or services)

• High market share

• Strong brand

• Government granted monopoly

• First mover advantage in a complex market

Figure 6 represents the sustainability of these sustainable competitive advantages. A 

controlling patent is just about the highest possible source of sustainability. It also provides 

an extremely long time to secure other sources of competitiveness and build sustainability 
for those.
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^Control point patent

ior distribution (exclusivity)

market share

:Goverment granted monopoly

it mover advantage

:umventable patent / unique technology

Sustainability of competitive advantage

Figure 6: Sustainable competitive advantages and their sustainability

This chapter focuses on the relationships of the different advantages and proposes that many 

of them are interrelated creating what is, in effect, a virtuous circle. This circle is shown later 

in Figures 8 and 9.

There are multiple listings of competitive advantages in business literature. Many of the 

competitive advantages are partially or completely subsets of another advantage or a direct 

outcome of one. It is proposed that an original competitive advantage is the one that starts 

the chain reaction. A derivative competitive advantage is one that results from others.

Let us next examine the seven different competitive advantages individually:

4.1.1 Unique solutions with or without protection for immaterial rights

With a unique solution the question is always how long it takes for the competitors to copy 

it. With immaterial rights protection one can limit the competition’s right to copy the 

invention and create a government-enforced monopoly. Without any protection the question 

becomes simply: How difficult the technology is to re-create and how much further the 

original creator can develop the technology while competition is trying to catch up?
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When the field of technology and/or the application of the technology in the business 

ecosystem is highly complex, the original inventor has an opportunity to stay ahead of the 

competition on the learning curve. This opportunity is enhanced if the inventor gains key 

customers and partners with whom the learning can happen. Figure 7 attempts to clarify the 

scenario: strong patent protection will grant the longest time free of competition while a 

simple disruptive solution without protection for immaterial rights gives competition a good 

opportunity not to loose much market share.

Patent expires (3) or product matures so that added 
features provide decreasing added value to end 
customers (2) resulting in loss of competitive advantage

3. Complex or non-complex solution 
with a controlling patent providing 
monopoly to the patent holder.

2. Complex disruptive solution 
without protection for immaterial 
rights. The vendor stays ahead of the 
competition on the learning curve ~~ 

and constantly improves the product.

1. Non-complex disruptive solution 
without protection for immaterial rights.

Time

Figure 7: Strong patent protection will grant the longest time free of competition

A successful technology based disruption might, for example, happen as presented in Figure 

8. The graph illustrates the virtuous circle created by sustainable competitive advantages. 

Primary disruptive innovations always provide a high likelihood of creating other sustainable 

competitive advantages. For instance, the unique technology, whether patented or not, will
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lead to visibility in the market (brand) and growing market share. If strong enough, both of 

these may become sustainable competitive advantages.

Continue gaining 
new customers and 

develop the product.

Build brand
Stay ahead on the 
learning curve.

Unique solutions 
with or without 

immaterial rights 
protection

Cycle
determined by 

one’s own ^ 
actions and IPR 

protection

Build
market
share

Build core 
competence

Utilize key customers, 
emerging brand and growing 
market share to build channel.

Learn with the 
channel.

Improve 
channel and 
availability

Figure 8: Primary disruptive innovations always provide a high likelihood of creating other sustainable 

competitive advantages.

If the low technical quality or the high price or the low price or any of the other possible 

characteristics of the product or service make it unnoticeable by the incumbent, or if it is the 

incumbent’s own inefficiency, the outcome is still the same. What is critical is the creation 
of sustainable competitive advantages.

When sustainable competitive advantages were created, the innovation was, by definition, 

disruptive. If competitive advantages were not created, or the incumbent easily copied them, 

the innovation may not have been disruptive. However, it could have lead to a market 

upheaval if the challenger had played its cards right.

In hindsight, it is clearly easier to define what was disruptive than to rule out what was not 

disruptive. To label innovations disruptive or not disruptive in advance is obviously much 

more challenging. To do that reliably, one needs to focus on understanding how the 

sustainable competitive advantages are created during the time the innovation provides an 

opportunity for the challenger to do that.
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4.1.2 Superior distribution

An innovation enabling superior distribution is usually a secondary disruptive innovation. 

Sometimes it can also be an actual sustainable competitive advantage as well.

This was the case with Dell. Dell pioneered the use of the Internet as the direct sales and 

marketing channel for the sales of PCs directly to consumers and businesses. The removal of 

the traditional reseller channel and distribution layer enabled Dell to provide a quality 

product at a superior price.

As is common with disruptive innovations, the incumbents were unable to follow for fear of 

alienating their current resellers. When other PC vendors had gathered up the courage, Dell 

had already gained other sustainable competitive advantages including a global strong brand, 

a leading market share and high volumes enabling cost leadership in sourcing components as 

illustrated in Figure 9.

Continue gaining new 
customers and develop 

the products and the channel.

Build brand
Stay ahead on the 
learning curve.

Dell’s
channel

innovation

Build core 
competence out of 
Internet channel

Build
market
share

Cycle determined 
largely by __ 

competitors ^ 
actions

Utilize large volumes to 
gain cost leadership in 
sourcing components.

Continue improving 
the concept.

Gain cost 
leadership 

position

Figure 9: Dell’s innovation to sell PCs via the Internet turned out to be a disruptive change leading to a 

number of sustainable competitive advantages.
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Christensen’s and Raynor’s (2003: 42) position on the disruptiveness of Dell’s utilization of 

the Internet is highly debatable, but not of significant importance regarding the model of 

disruptive innovations.

It can be argued that until Dell decided to invest in Internet technology to create a new 

channel to sell PCs Dell was just another PC company using telesales. It is unlikely, 

although unproven, that Dell would have ever become a global brand and market leader 

just utilizing telesales. Even the strategy of focusing on "direct sales" will be a limiting 

factor for revenue growth and therefore will force Dell to eventually open up sales 

through indirect channels. (Sozonoff, 2005)

4.1.3 High market share

High market share is a common sustainable competitive advantage. High market share gives 

instant credibility to the vendor and its solutions. It automatically means high volumes 

providing access to and leverage with channels. In manufacturing industries this means high 

purchasing volumes for components and strong leverage on subcontractors and suppliers. In 

software development it means low proportional R&D costs as R&D is often a fixed cost 

unrelated to number of customers or users.

High market share is not a disruptive innovation. It is a sustainable competitive advantage 

that may result from effective utilization of a disruptive innovation.

4.1.4 Strong brand

Similarly to high market share strong brands arc always a competitive advantage, but rarely 

a disruptive innovation as such. Building brands has traditionally taken years and significant 

investments. However, during the Internet era, some companies have been able to generate a 

global brand in a relatively short time without incurring significant costs. Examples of such 

companies would include Google, Skype and Facebook.
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However, a strong brand can be utilized as a competitive weapon when entering a new 

market. It is difficult to sec how even the strongest brand could be disrupting in any market 

but the smallest where all existing players are non-brand companies.

A strong brand is usually associated with large market share and strong influence on the 

different stakeholder groups the company has.

4.1.5 Government granted monopoly

A government granted monopoly is an obvious sustainable competitive advantage. We will 

not analyze it further as the granting of monopolies by governments is outside our scope.

4.1.6 First mover advantage

First mover advantage usually relates to a technology, service or process innovation. 

Facebook is a good example with their social networking solution. The type of service that 

they launched is in no way non-imitable, but the first mover advantage gained by Facebook 

has enabled them to create a large user base which in turn gives them leverage when selling 
advertising or creating new business models.

4.2 Case F-Secure Corporation

F-Secure (Nasdaq OMX: FSC1V) was founded in 1988. The company soon focused on 

computer security software. In 1999 F-Secure had revenues of 23.3 million euros. This 

represented roughly a 0.5% global market share in the market for PC internet security 
software.

It was clear to the management that organic growth through activities used by the bigger 

competitors would not bring the company to a sustainable market share. The challenge was 

that every anti-virus or internet security company had relatively similar products and go-to- 

market models. The management could not easily see a way to differentiate in a meaningful 
manner.
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The CEO and the board determined that the company needed to make a determined effort to 

bring itself into a position with a clearly understood set of sustainable competitive 

advantages. This needed to be done even at the price of short-term profitability and 

heightened overall risk levels.

If one would have utilized the core concepts of dynamic capabilities model, one would have 

quickly determined that due to path dependency it would have been quite difficult to do 

anything dramatic. The competences and resources the company had were quite similar, and 

largely inferior, to those of the much bigger industry leaders such as Symantec and McAfee.

Instead the CEO, management team and board utilized a dual model of a) analyzing the 

current resources and created a number of scenarios based on developing and utilizing those 

resources in an optimal way (bottom-up process), and b) envisioning a number of end 

positions with defined potential sustainable competitive advantages (top-down process).

Both approaches generated good learning opportunities, interesting discussions and an 

appreciation of the variety of different avenues for progress. The bottom-up process 

suggested areas where certain key resources could be developed to create a much stronger 

position in the market. The top-down process provided an opportunity for a gap analysis, as 

the paths to the defined end positions clearly required certain resources that the company did 
not have.

In the end, the company chose to aim to create a leading position as a security software 

provider through telecommunications service providers (ISPs). The solution was to be 

provided as a subscription service to consumers and SMBs through the sales channels of 
ISPs.

The benefit and challenge of the chosen approach was that the market did not exist at all at 

that time. No ISPs offered such services, none of the competitors were involved in even 

attempting to promote such services to or through ISPs and the end customers were not 

asking their ISPs to offer such services.

This was a benefit as none of the competitors fully had the required competences or 

technology to implement the chosen business model. Hence, the company had an

54



opportunity to develop a set of unique technologies and associated internal competences. On 

the other hand, an attempt to create a market is always extremely risky and often fails.

The competitive advantages were envisioned as: high market share, high barriers of entry to 

the channel/customer base to competition, created core competences in providing and 

managing such services and the associated support processes and a strong brand in the 
chosen channel.

The resource based model was used to attempt to analyze how sustainable the planned 

competitive advantages would be, but also to design the company’s activities in such a 

manner that the advantages would be as sustainable as possible given the circumstances.

The chronological process was planned the following way:

1. The company starts to build the technology required

2. ISPs close to the company s HQ would be approached in order to sign pilot partners

3. The first products were to be brought to the market by some of the pilot ISPs

4. The company would create not just the end product but management and provisioning 

technology that would be integrated to the ISPs internal systems. This platform would be 

based on the newly created unique competence of understanding how these security 

services would be integrated into the ISPs information systems, support and sales 
processes.

5. Through a close partnership with the pilot ISPs the company would learn intimately how 
the ISPs thought about their business.

6. Utilizing the initial lessons the company would sign up an ever growing number of ISPs

7. The company’s market share and credibility in the ISP community would grow with 

every new signed partnership making it less likely for another security software company 

to be able to catch up

8. Networking externalities would be sought by utilizing the best practises from the existing 

partner base in order to help a new partner get their solution quickly to the market and 

also to further develop the company’s offering.

The approach taken was believed to create sustainability due to the following reasons:
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1. Due to the effort taken in systems integration work between the company’s management 

platform and the ISPs systems a barrier would be created making it less likely that the 

ISP would form a similar partnership with a competing security software company

2. The company planned to white label the solutions in order to

a. Make the ISP partner to think of the service as their own service and 

consequently again lower the likelihood of them deciding to offer an competing 

solution side-by-side with the company’s solution

b. To utilize the strong ISP brands in promoting the solution to the end users. It was 

believed that from the point of view of a consumer the local operator or ISP 

brand would be better known and more powerful than the brand of the biggest 

global security software player. Through teaming up with ISPs, the company 

could turn its current brand disadvantage to an opportunity. Had the company’s 

brand been extremely strong, it would not have wanted to give that away by 

allowing the ISPs to utilize their brands in association with the company’s 

product.

3. The competence and knowledge required was believed to be strongly tacit. One needed 

to understand the ISP business intimately, be capable of integrating the company’s 

platform to the ISPs IT systems, comprehend and adapt to the customer care 

requirements and branding guidelines of different ISPs etc.

4. The first mover’s advantage was believed to be strong as the business model chosen was 

designed to be cannibalistic from the point of view of the incumbent competitors. By 

attempting to copy what the company was doing the competition would have:

a. Decreased their revenues by converting some of their existing direct customers to 

customers of the ISPs where the ISP would take a much higher margin than the 

current box-shifting low-value add distribution channels.

b. Decreased their profitability through lower revenues.

c. Angered their existing channels by introducing new powerful channels which 

would have enjoyed better terms and conditions than any of the traditional ones.

d. Created friction in the management team where the current business owners - for 

the above mentioned reasons - would have resisted the proposal to adopt the ISP 

channel model.
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The company launched the business model. It had a very low start and by 2001 the company

had only 3 ISP partnerships. By 2002 the number grew to 20 and by 2004 to 50. In 2008 the

company had 180 ISP partnerships.

By 2008 the company had achieved the following:

1. A globally recognized leadership position as a solution provider to and through ISPs

2. A strong market share. For instance, the company had over 35% of all European 

broadband users connected to the internet via an ISP offering them the company’s 

security solution.

3. An extremely strong retention capability in the partner community. Actually, until 2008 

the company had not lost an ISP partnership to a competitor. Ever.

4. Unique capabilities and competences in introducing, hosting, supporting, provisioning 
and billing of new IT services to and through ISPs.

4.3 Role of the channel in disruptive innovations and sustainable competitive 
advantages

Can a channel or the utilization of a channel be disruptive? The existing research that we 

have found does not refer to a distribution channel in the context of sustainable competitive 

advantages. However, we will attempt to show that by skilful manoeuvring a channel can be 

made into a source of sustainable competitive advantage.

Let us assume there are two groups of companies, A and B, providing two completely 

different solutions to the exact same end customer group. Let us further assume that for any 

one of many possible reasons the group B has a stronger relationship with the end customers 

than any of the companies in group A have. These reasons could be, for instance, that the 

solution that B companies provide simply is more important to the end customers or that the 

B companies sell directly to the end users while A companies use generic resellers to service 

the market. Typically, the further removed the vendor is from the end customer the less 

influence the vendor has on the customer (Figure 10).
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Figure 10: A’ is a weak player among A companies. The A companies overall offer a solution that is not 

as significant from the customers’ point of view than what B companies offer. B companies have a 

stronger influence on the end customer.

If A’, one of the weaker companies in the group A, could convince a significant number of 

the companies in group B to start offering its’ solution to the customer group, this could, 

under certain circumstances, change the underlying rules of the game.

The companies in group B could also simply be much larger companies than the group A 

companies which, in most industries, would provide a high likelihood for the bigger 

companies having stronger brands. A’ would immediately benefit from the strong 

relationship between B companies and the end customers (Figure 11).

Let’s also assume that A’ can customize the solution in such a way that it fits well with the 

way B companies do their business with the end customers. For instance, the solution might 

be white labeled. This would further differentiate the solution in the end users eyes and make 

a snug fit in the offerings of the B companies.
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The nature of the product might also, in some cases, be such that a large penetration for the 

solution in the end customer group will reduce costs for the B companies by, for instance, 

lowering the number of complaints or service requirements for the B companies’ main 

product line. This would further increase the likelihood that the B companies will agree to 

push the product to their customers.

FROM THE CUSTOMERS POINT OF VIEW

Figure 11: A’ gains the strength of the B companies when it partners with them.

We might agree that it is possible for A’ to gain a disruptive opportunity by transforming an 

important end user influencer group into a channel for its solution. The question remains 

what makes this advantage sustainable. Why do not the more powerful players in the A 

category also approach the B category players and offer better commercial terms, higher 

quality products or brands better known to the end customers.
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4.3.1 Sustaining the channel advantage through utilization of incumbent’s fear of 
cannibalism

What can A’ do to improve its’ chances to create sustainable competitive advantages? A’ 

can, on one hand, utilize cannibalistic fears to maximize the time it can act without direct 

competition from the incumbents and, on the other hand, utilize one of two key concepts to 

build defensible relationships with its’ new channel.

Foster and Kaplan (2001: 83-87) documented the cannibalistic fears. They state that these 

are the key reasons that may cause incumbents to wait too long before they copy disruptive 
models.

Incumbents avoid cannibalizing their existing key businesses. This is understandable for 

anybody who has worked as an executive in a large corporation. Executive team members 

typically represent the current key businesses of the corporation. The team earns 

commissions and bonuses for the results of the current business. In public corporations the 

compensation plans are approved by the board on an annual basis, and increasingly made 

public, as well. This makes them difficult to change flexibly when there is need for the 

company to change direction quickly. The situation would be especially challenging when 

the board would have to, especially outside the strategy planning cycle, approve of a change 

of strategy that would impact earnings negatively.

It is quite understandable that executives, whose personal income would be negatively 

affected, will not advocate a strategy change that would copy a disruptive model. This easily 

slows down the incumbents’ reaction at least to the next fiscal year, if not further. This is not 

to say that the executives would deliberately harm the company, we need to remember that 

the disruptive models are often completely unproven and easily questioned at early stages. 

An executive who is incentivizcd to oppose such a model naturally highlights the risks and 
emphasizes the unknown.
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a) Using margins as a cannibalizing element

How does A’ build characteristics into its business model that would, if copied, force the 

incumbent to severely hurt its current main business? One of the best tools is, naturally, 

channel pricing. Any margin drops would immediately impact earnings for the incumbent.

Margins are an especially effective tool when the solution is sold through retail or small 

resellers to consumers. Margins are typically extremely low for the retail market, especially 

from leading vendors whose strong position and high volumes enable them to enforce low 

margins for their channels. The challenger often chooses to offer higher margin to the 

retailers to get his product into the channel. It is thus extremely natural for the challenger to 

offer high margins to the new alternative channel.

If the challenger can find an alternative channel that has a strong relationship with the 

targeted end customer group, the challenger can offer a high margin to the channel 

compensate for the risks in trying out a new business model. This is difficult for the 

incumbent to copy that for two reasons:

The incumbent would cannibalize its’ key partners business by offering better terms to a new 

competing channel that will take business away from the traditional channel. This would 

generate lots of resentment and complaints from the partners leading them perhaps to even 

focus more on another vendor’s products at the expense of the incumbent’s products.

The incumbent would experience gradual dilution of earnings. This would be volume 

dependent and start at a low level, but the more the new substitute channel sells, the more 

evident the effect would be. If the incumbent would appease its’ old channel by offering 

them an equal increase in margins, there would be an immediate and potentially significant 

earnings dilution.

b) Using end user price as a cannibalizing element

A lower end user price would also be a strong deterrent to the incumbent. If the incumbent 

would want to enter the alternative channel, it would have to enable the channel to sell at a 

lower end user price than what it uses in its traditional channel. If channel margins would
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have to be higher as well in the new channel, the impact on earnings would be even more 
significant.

As end user pricing is always visible, the pressure to change the pricing levels in the 

traditional channel upon entry to the new channel would be higher than in the case of margin 
increases.

One should not assume that, for instance, consumer goods markets function effectively. An 

arbitrage situation can continue for quite some time. This means that although pressure 

mounts on the incumbent to change terms and pricing in the traditional channel, the change 

may be possible to be postponed with months or even a few years without significant 
penalty.

c) Using brand attributes as a cannibalizing element

In some cases the incumbent’s traditional product is marketed with a strong emphasis on a 

certain characteristic. If the end customers associate this particular characteristic strongly 

with the vendor and/or the product, it may be possible to come up with an opposing 

statement for the sales through the new alternative channel. If the opposing factor would be a 

natural fit with the new channel, it may be possible to get such traction for it that the 

incumbent will have to copy it, too.

It may be an extremely difficult decision for the incumbent to launch a new product or a new 

channel that would challenge the brand characteristics associated with the product that the 

company is known for. In this case the incumbent would be cannibalizing its brand.

4.3.2 Stickiness and first mover advantage

There are two key concepts in making the advantage sustainable for A’.

• Building characteristics into the business model that make other companies in group A 

dislike the concept and preventing them from copying the model (cannibalistic 

characteristics)
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• Creating reasons for the B companies to prefer working with A’ once they get started 
(sticky characteristics)

Stickiness can be positive or negative. Positive stickiness is built with great customer 

service, superior understanding of the customer’s needs, great margins etc. Positive 

stickiness with a channel can even be built by enabling the channel to gain negative 

stickiness with end customers.

Stickiness usually has a slightly negative flavour when used in business. Examples of 

stickiness might be selling non-standard cameras at a cheap price to force customers to 

continue buying special film at a premium price. Gillette has created a business empire by 

selling razor blades to razors that they sell at a fairly cheap price. HP added a small chip into 

their laser ink cartridges to prevent users from buying much cheaper third party ink 

cartridges. The idea was that the printer would not accept the cheaper no-brand cartridges, 

but due to lots of negative publicity the chip was not used as originally intended.

In the silicon chip business stickiness refers to IP cores that, when designed into your circuit, 

make it difficult for you to transition to a different silicon, software, or IP vendor.

Contractual stickiness can be considered neutral, but usually it is negative for one of the 

parties. Exclusivity, very long termination periods and non-compete clauses are among the 

techniques that can be used.

Sometimes it is necessary to integrate the IT systems of the vendor with the IT systems of 

the channel. The deeper and more expensive - for the channel - the integration is, the less 

likely they are to give up the relationship and partner with another vendor.

The first mover has a period of time to gain customers among the companies that make up 

the alternative channel or B companies. Using cannibalistic strategies can lengthen this 

period. The free period is used maximally to sign up the B companies and create sticky 

relationships with them. This will buy the vendor even more time to gain market share, 

improve the product, build brand and increase volumes.
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4.3.3 Gaining exclusive access to a channel

On rare occasions it is possible to create an exclusive relationship with a channel. 

Exclusivity can be a mutual commitment or a one-sided restriction. It would be unlikely that 

the small and weak A’ would be able to force any of the powerful B companies to agree to 

an exclusive arrangement, where B’ would not be free to change vendors. The A’ offering 

would have to be enormously important for B’ before exclusivity would be on the table.

Exclusivity in the other direction would be a much more common negotiation topic. The 

powerful B’ is quite likely to ask, as a standard item, whether A’ would agree not to provide 
the solution to any of B”s competitors.

A’ might want to consider agreeing to the request in exchange for marketing and sales 

commitment and, of course, to sign up the first reference partners. In practice, the exclusivity 

needs to be geographically as well as chronologically limited. Also, exclusivity should never 

be given without receiving something in exchange. Exclusivity might also be conditional to 

the B company achieving jointly agreed targets on a continued basis.

There is also another type of exclusivity that could be called practical exclusivity. Practical 

exclusivity is gained when there is no legal commitment, but the relationship in effect 

exclusive and both sides understand that. Practical exclusivity is much more important in 

disruptive processes as it is possible to reach that status through carefully selected product 

features and business model characteristics.

As an example, when the solution provided by A’ is rebranded to look like B”s own 

product, it does not make much sense for B’ to take another vendor’s product to compete 

with its’ “own” solution. This is especially true when the product is technically challenging 

and requires project work to integrate into B”s business infrastructure and the solution. B’ 

has to train its personnel to support the technically challenging product and doing that again 

for another product might easily cost more than what can be gained from providing an 

alternative to customers.
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4.3.4 Testing for channel disruptiveness and sustainability

If, in a specific business, there is a uniform go-to-market model, strong players locked-in to 

their business models and channel, and alternative synergetic channels available, one may be 

able to start a channel disruption. Figure 12 shows how to test rigidity of a channel 
structure.

Arc channel margins 
typically quite low?

Is price competition 
strong in the channel?

Arc the biggest 
vendors considered 
daring innovators?

Is there only a single 
or few channels used in 

s. your solution space?

''will the biggest players'' 
be slow to cannibalize their 
N. existing channel? /

' Are there alternative \ 
busi nesses that service your 
\ end customers? /

/ Would these businesses^, 
gain synergy from delivering 
xx your solution? /

/ Is the business \ 
model that best fits the 

.channel very different from, 
^Njhe traditional onc?//

/ Docs a large portion X\ 
of their profits come from any 
X. single channel type?

There is not much channel variety. 
Test for strategic weakness of 
the dominant players against 

channel disruption!

The laige players arc vulnerable. 
Test for availability of 
disruptive channels!

Look at another channel!

You have a good chance for 
creating a channel based disruption.

Look at another channel!

Test for rigidity of the channel 
structure in your business area!

l-ook at another channel!

Figure 12: Test for likelihood of channel based disruption opportunities

If the alternative channel has a strong relationship with the end customers, strong 

competitive pressures among the players and a chance for exclusivity in the channel, there is 

a good likelihood for sustainable competitive advantages. Figure 13 presents how to test for 
the possibility of channel lock-in.
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Docs the channel 
have easy access to its 

customer base?

Is this a complex 
market space and a 
complex solution?

' Does the channel have X 
a regular billing relationship 

"X. with its customers? /

/ Docs the channel \ 
serve a large part or all of the 
X. potential customers? //z

/ Docs the channel Xs 
players have a strong brand in 
X. [heir customer base? /

Do most channel X 
players in this category 

have fairly similar 
\ offerings? /

pressure for these players 
to come up with new 
\ solutions? /

v"an you positively 
influence the channel 

to only offer 
v your solution? >

/ Can you both \ 
save costs AND increase 

revenues for your 
X. channel partners? /

Look at another channel!

You have a good chance 
for achieving lock-in with 

your chosen channel!

Ixtok at another channel!

Look at another channel!

The channel has lock-m to its 
customer base!

Test for opportunity for industrial 
cohesion!

Test for possibility of channel lock- 
in with its customer base!

Then; is industrial cohesion. 
Test for opportunity for lock-in 

with the channel!

Figure 13: Test for likelihood of achieving sustainable competitive advantages through channel lock-in

4.4 Connecting the dots

There are three mandatory components in a successful disruption:

• Disruptive technology or processes

• Incumbents ignore the new discoveries

• The new entrants can achieve sustainable competitive advantages while the incumbent is 

not doing anything due to finding it undesirable to copy the resources creating the 

advantage

Most studies on disruptions focus on analyzing the first component listed above. However, it 

seems that understanding the third component has more indirect uses than what can be 

gained from the first two.
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The long-term impact of the disruption is determined by what the company with the 

disruptive solution can achieve during the time the incumbent ignores the new technology. 

In other words, a company with a disruptive technology will fail, if it does not achieve the 

potential sustainable competitive advantages while the incumbents analyze the situation. 

Thus, it is equally important to understand what to do during the period the incumbents do 

nothing, as it is to recognize a disruptive opportunity in the first place.

This links disruption to sustainable competitive advantages. Recognizing the opportunity for 

disruption provides the potential to achieve sustainable competitive advantages.

Taking advantage of disruptive 
innovations leads to sustainable 

competitive advantages.

Strong core competences may, 
in some cases, be critical for 

the recognition of, and especially 
taking advantage of, 

disruptive opportunities.

Sustainable competitive 
advantages may turn into 
distinctive competences 

increasing the 
sustainability period.

Figure 14: Disruptive innovations are truly disruptive only when they lead to sustainable competitive 

advantages. Once competitive advantages are truly understood and fully developed, they may also give 

birth to core competences.
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5 Discussion and Conclusions

5.1 Summary

The purpose of this study was to add a practitioner’s view to the theory of sustainable 

competitive advantage and use that point of view to unite certain components of the existing 

theory that seem to fit well for practical purposes and to critically evaluate certain others.

The second chapter covered the existing research and most referenced definitions. The 

objective was to lay out the current leading thinking in the field and introduce the key 
concepts to the reader.

The third chapter introduced the key concepts that are new or at least minor modifications of 

existing thinking. These included the discussion of the three phases of creating sustainable 

competitive advantages, the notion of scalarity for the concepts of sustainability and 

competitiveness and the relative or industry specific nature of time for sustainable 

competitive advantages. The dynamic capabilities approach was also critically evaluated in 

the chapter as well as one minor detail often mentioned in the older research i.e. the 

requirement of visibility for competitive advantages to end customers. For the sake of clarity 

a formula is proposed to illustrate the nature of sustainable competitive advantages. Finally, 

Christensen’s theory of disruptive innovations is discussed and, for the most part, supported.

The fourth chapter applied the concepts developed in the third chapter to the software 

business. The objective was to give concrete examples of both the process of developing 

sustainable competitive advantages as well as the actual competitive advantages and, 

separately, what impacts their sustainability. Special attention was paid to the notion of 

channels as sustainable competitive advantages for the simple reason of this particular topic 

being rarely mentioned in existing research. For the same reason the relationship between 

cannibalism and sustainability of competitive advantages was discussed at some length.

The key contribution of this paper is the modifications proposed to the theory of sustainable 

competitive advantages. We have divided the concept into three phases:
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1 Discovery of competitive opportunities

2 Creation of competitiveness

3 Generation of sustainability

For each of the phases we have attempted to combine the existing research from RBV, 

dynamic capabilities, disruptive innovations, cannibalistic business strategies and some other 
less relevant theories.

We have proposed that competitiveness, sustainability and disruptiveness are scalar 

variables. This makes the related theories much more relevant to practitioners who rarely see 

binary situations in their businesses. We have also discussed the notion of time’s relativity 

and business domain specific attributes at some length.

We have proposed that cannibalism is more significant as a factor of sustainability than what 

we have found from existing research. We have also outlined the logic of using cannibalism 
in strategy.

Channels are not currently recognized as a potential source of sustainable competitive 

advantages. We have tried to show that channels can be a significant competitive advantage 

and proposed a structure leading to sustainability in using channels as a competitive 

advantage. We have also included a discussion on the lock-in effect both as a stand-alone 

phenomenon as well as in relation to using channels as a sustainable competitive advantage.

A list of the main categories of sustainable competitive advantages in the software business 

was proposed. Each was evaluated from the point of view of whether the advantage can be a 

source of disruption itself, or whether it can only be created as a result of disruption.

5.2 Quality and limitations of the study

To verify the quality of this thesis, all citations and corresponding references were 

independently reviewed. The author’s personal experience and multiple interviews with key 

practitioners, mostly CEOs of large international companies, provide valuable insight, but, 

on the other hand, might introduce a level of empirical bias to the study.
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As expressed in 1.5 Limitations of the study, the subject of the study is its most significant 

limitation. The study fails in presenting propositions that have not been tested through a 

large-scale empirical research. In addition, the study considers only a single case 

organization, which limits the generalizability of the results and conclusions beyond the 
context of the case firm.

There are three clear aspects of improving the quality of this study:

• Add more case stories to shed additional light on the different identified sources of 

competitive advantage and factors influencing their sustainability.

• Attempt to find cases that would contradict the proposals made in this study.

• Perform disciplined interviews of experienced strategy practitioners. Analyze how the 

strategic thinking of the CEOs of both successful and less successful companies have 

statistically affected the performance of the respective businesses.

5.3 Suggestions for future research

In the previous Section, the limitations of this study were discussed. Interesting additional 

insight could be discovered from further research that addresses those limitations, and goes 

beyond the research setting of this study. A large-scale empirical validation of the theoretical 

propositions presented in this study should be done. Also, the extent, to which the findings 

are specific to vertical software business and not generalizable to other businesses, remains a 
question for future research.
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