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Sustainable competitive advantage
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Falsification cases in China
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® To this end, it deploys inductive logic to infer principles,
theoretical claims, and/or ‘takeaway' from particular cases and
other empirical evidence. However, the popularity of this
approach does not ensure that the generalizations procured from
induction are universally tested or even broadly supported.
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The Scope of Competltlve Advantages

® organizational culture

® QOrganizational routines

® Resource bundle configuration
® Dynamic learning capability

® Causal ambiguity

* Strategic fit

* Strategic equifinality

* Contingency theory
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® INUS condition: sustainable competitive advantage is
‘an insufficient but necessary part of a condition
[yielding sustained superior performance,] which is
itself unnecessary but sufficient for the result’
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Porter (1985)s% £ :B4E (Tautology)

DS RR ) = e N BB 4a 12 (syllogistics)
° =< % #& (major premise) :
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° % % (minor premise) :
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* % (conclusion) :
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How is knowledge acquired?
Truism (& #) et £ 8348

5% & (chk % F 48): C(A+B)=CA+CB

7

-

* X EEBIESA EF\-’”?&?@. Pv’*a“?f@.m + 3 ¥ 5
MEF F R {288 " tautology &_X 7 %% ie
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* Survival of the fittest (i + 2 )
* widow of the late Mr. Smith (= gz & % #7L 2 e 4)

= ¢ |z 2 #:VRIN (valuable, rare, inimitable, and non-
substitutable) advantages are sources of sustainable
competitive advantage (3 /% #, Barney 1991)




How do we know what we know? what are its limits?
EE e m’fﬁ ¥ 3 (relativism)

* SWOT analysis

* Competitive Advantage

* Core competency

® Disruptive innovations

® Resource-based theory (Barney 1991)
=+ ¢ Qrganizational DNA (Toyota vs. Nissan)

* Blue Ocean strategy

* P g g ¥#(1997) -

* 5t fjf‘u&; (2008) -
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IS strateg|c management a science?
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® “prob (p/g) = .50 (50% of all firms that have sustainable
competitive advantages achieve sustained superior performance)

® prob (p/~qg) = .05 (5% of all firms without sustainable competitive
advantages achieve sustained superior performance)
11

PCMPCL: 1 % 2_ 4 12+ Z ﬁ
Inductive & Deductive Reasoning

Deductive Reasoning.
Axiom of commutativity
a+b=b+a, therefore
2+3 = 3+2

inductive reasoning

people who own pets live longer.
Does owning a pet cause
longevity?

Theory

e Y
s Y

Tentatve
Hypothesis

@
e Confirmation -' S i

Y

-
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How Is knowledge acquired?
Bayesian Inductive Logic — . = jF 3 4832
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Bayesian Epistemology

The universal conditional (i.e., 100% of companies with
sustainable competitive advantage have achieved
sustainable superior performance) has been factored out.
We only claim that 53 percent of firms with evidence of
superior performance ss the attribute of competitive
advantage.

WNE LYY (BT SE S Al
i HTESE(PY) > ()
9 257
bia/ prob(p/q) x prob(q) prob(p/q) x prob(q)
rob(q/p) = =
PrniE? [prob(p/q) x prob(q)] + [prob(p/~q) x prob(~q)] prob(p)
(0.50)(0.10) _0.05

=0.53 (Powell, 2001 :880) (1)

= (0.50)(0.10) + (0.03)(0.90) _ 0.095
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This is the well-known ‘washing out of priors’ phenomenon in the
Bayesian literature.

People rationally respond to newly acquired evidence from reality
by revising their ontological beliefs (the priors) over time. Evidence
supporting the ‘false’ theory (i.e., that firms without sustainable
competitive advantage have achieved sustained superior
performance) becomes ‘swamped’ or ‘washed out’ as the value of

the ‘true’ theory increases. .
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Bayesian Ep|stemology on Theories of Strategic Management

Strategy (e.g., differentiation, competitive

. )
advantages, archetypes, typologies) | ¢ P
o
O .
>
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S ] ]
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< Conflguratlon (dynamic capal E o
. . . . x
o operating efficiency, capital leverage, | £% |lity)
1
AF]
1 y‘
Performance (from resource bundles
to yield profit, revenue, H. stock price)
17
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Y.-E. Tang and F.-M. Liou
Table 1. Principal component analysis of financial indicators and the resulting resource configurations
Financial Resource configuration
indicators
Factorl: Factor2: Factor3:
Relationship Management Knowledge
advantage ability management
Accounts receivable turnover 0.578 —0.085 0.338
CGS/sales —0.677 —0.204 —0.417
Inventory turnover 0.595 0.053 —0.033
Accounts payable turnover 0.684 0.008 0.043
R&D/sales 0.238 0.046 0.859
SG&A/sales —0.063 —0.184 0.812
Depreciation/sales 0.034 0.870 0.014
Tax/sales 0.568 —0.229 —0.379
Fixed assets turnover 0.017 —0.793 0.101
Eigen value 2.36 1.56 1.45
Accumulated variance (%) 0.26 0.43 0.60

Bold numbers indicate a high correlation between the common factor and the corresponding financial indicator (greater than 0.5).
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DOES FIRM PERFORMANCE REVEAL ITS OWN
CAUSES? THE ROLE OF BAYESIAN INFERENCE

YING-CHAN TANG! and FEN-MAY LIOU**

' Institute of Business and Management, National Chizo Tung University, Taipei,
Taiwan, ROC

* Graduate Institme of Business and Management, Yuanpei University, Hsin Chu,
Taiwan, ROC

A central problem in strategic management is how the inference ‘sustainable competitive advan-
lage gpererates susiainable superior performance’ can be put inlo practice. In this article we
develop a theoretical framework fo understand the causal relationships among (1) sustainable
competitive advartage, {2) configuration, (3) dvnamic capability, and (4) sustainable superior
performance. We propose that a firm’s competitive advantage, resouwrce bundle configuration, and
dvmaric learning capability cannod be comprehended by oulsiders. Ity operational performance,
however, can be captured by financial indicators. We promote an inductive Bayesian inferpreta-
tion of the sustainable competitive advantage proposition. From this viewpeint, the presence or
absence of competitive advantage muay be reflecied in the causal relationship between resource
configuration, dvaamic capability, and observable financial performance. We apply this theoretl-
ical framework fo an example draown from the global semiconductor industry, an area in which
respurce confignraiion and dynamic capability are essential o performance. The paper con-
cludes with a summary of the proposed model and suggestions for future theoretical development
of strategic maragement. Copyright © 2009 John Wiley & Sons, Lid.
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