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Advance Praise

Battle-ready is a well-articulated account of how managers and companies
should think about their businesses. It provides both the tools and critical
thinking which is crucial to survive in today’s hyper-competitive, complex
and disruptive marketplace. It urges you to be paranoid, rigorous and
watchful about the competition. This is a classic book for all managers,
line and otherwise.

Ajit Sivadasan
President and Global Head of eCommerce, Lenovo, USA

For people in high-velocity industries such as mine (aviation), Battle-
ready is an instructive read. It’s a compelling text for strategy executives
to seek a humbling reflection, and then question and revisit their plans,
especially with an eye on the external world. There are lessons for both the
Davids and the Goliaths here. Replete with real-world strategy examples,
Battle-ready is a breezy affair!

Dr. Anurag Jain
Chief Strategy and Planning Officer, Flynas, Saudi Arabia

The book is ambitious in scope, insightful and well researched. Com-
petitive strategy is a fascinating topic and adopting a lens of battle is a very
apt view but not emphasized enough, especially in industries with high
intensity or rapidly evolving dynamics. Just like how a general must con-
sider numerous factors, Sai has developed a comprehensive framework for
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CEOs to assess their competitive landscape. It is a must-read for competit-
ive strategy and response!

Chris Yeo
Managing Director, Head of GrabPay and Grab Ventures, Singapore

Battle-ready has deftly navigated an intricate balance between theory
and business practicality. It is an enjoyable read, where fierce business
competitors square off in the game to appropriate higher business values.
Business practitioners must pay heed to the writer’s thesis, to focus system-
atically and consistently on the external drivers of performance as a critical
lever to secure a long-term win in the business arena.

Eugene Teh
Chief Business Officer, Digi Telecommunications, Malaysia

This book focuses on building immunity in businesses through super-
ior resources and relevant capabilities so that they can be battle-ready to
face competition in all its avatars. It uniquely shows how competitors can
measure their battle-readiness and transform themselves to higher levels of
battle-readiness. It is an essential reading for business students and man-
agers seeking to be battle-ready at the highest level for a challenging career
in leading businesses.

Prof. Ganesh Prabhu
Professor of Strategy, Indian Institute of Management Bangalore, India

It is a well-written book by an author who understands business. It ac-
knowledges the diversity of competitive situations and invites the reader to
define their own relevant arena, players and moves. It stresses the import-
ance of using know-how and innovation in a smart and strategic way and
provides a lot of examples which make the reader think. Last but not least,
it highlights the effective habits of several famous leaders and companies.
If you are a business leader, you will get some good ideas out of this book!

Dr. Jaap Kalkman
Chief Transformation Officer, ADQ, Abu Dhabi, UAE
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Simply great! When I read Dr. Iyer’s masterpiece, I discovered a pas-
sionate storyteller that I consider an amalgamation of Jim Collins and Mal-
colm Gladwell. I loved the creative metaphors and anecdotes from dif-
ferent times, countries and professions—from Hindustan Machine Tools to
Intel to Archilochus to Mike Tyson to Hans Rosling. Are you a David or a
Goliath, a Level 0, 1 or 2, a fox or a hedgehog? Get your external trigger,
read it and get battle-ready!

Petter Kilefors
Managing Partner, Arthur D. Little, Sweden

Battle-ready is perhaps the most focused and comprehensive work on
competitive strategy. Starting with defining the competitive arena and all
the way to a battle-ready mindset, Sai has hit at the heart of critical gaps in
strategic thinking facing most organisations. A must-read for Board mem-
bers and CxOs.

Piyush Jain
Head of Strategy, Minda Industries Limited, Gurgaon, India

Battle-ready encapsulates Sai’s deep insights into business strategy, mar-
ket and competition analysis, and business history. He has brought all these
together in a very readable and useful book. It effortlessly takes the reader
through difficult aspects and provides them with case studies and concepts
which are easy to comprehend and use.

Rajesh Duneja
Partner, Arthur D. Little, Dubai, UAE

Sai has nailed it! Battle-ready is the boot camp managers and practi-
tioners have been looking for to stay ahead and on course to win wars,
not just battles! The narrative provides tremendous insights to practising
managers on how to systematically minimise the blind spots while they go
about their daily grind to achieve targets!

Rajiv Sivaraman
Vice President–Global Alliances, Siemens Digital Industry Software, USA
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Battle-ready is a must-read for anyone looking to keep their business
nimble, agile and competitive—which is all of us business leaders, really.
Oftentimes, in our quest to keep our businesses competitive and ahead of
the curve, we tend to look inwards. We pay little or no attention to what
the author calls the competitive arena. This book is a comprehensive toolkit
on how to take cognizance of the competitive arena and the players therein
in order to stay battle-ready.

S. V. Ramanan
CEO–India and South Asia, Intellect Design Arena, India

This is an eye-opener which gives us a comprehensive need to know
how in a fast changing disruptive business era an outside approach can out-
smart competition, leading to sustainable growth of businesses while de-
fining strategy in both creating value and capturing value. Battle-ready—a
must-read book, aptly captures the fine prints of strategizing, executing
and creating value in businesses. It captures the fine prints of where to
play, what to adapt and how to win in an easy, enjoyable way.

Ravichandran Purushothaman
President, Danfoss India, and President, Madras Management Association

India

It came as no surprise to see Sai’s most structured, rigorous and analyt-
ical framework to address the subject with very pragmatic approaches and
solutions. This book is a must-read for business managers across all levels
to systematically develop, validate and implement a sound strategy based
on a comprehensive understanding and prediction of the overall ecosys-
tem, ensuring the best value captured from the job to be done for potential
customers.

Thomas Kuruvilla
Managing Partner & Member of Global Board, Arthur D. Little, Dubai, UAE
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Foreword

As a student of business management, I have always wondered why some
businesses and corporations perform consistently better than others. Sev-
eral academicians and leading consultants have written quite a few books
on this subject where usually focus has been on internal issues, that is,
organisation’s leadership, culture, structure, etc., while in this book, Sai
Prakash raises a provocative question to all organisations: Are you battle-
ready, where the more significant focus is on external drivers of perform-
ance.

Sai Prakash uses the metaphor of battle for competition. In any busi-
ness, you have to understand the arena and the players who would in-
fluence the outcome of sustained profit. It is essential to focus on value
creation (increase the size of the pie), but it is equally important to focus
on value appropriation. It is not uncommon in businesses to land up in
a situation where the value appropriated by the firm is significantly lower
than the value added by the firm. We need to understand how various par-
ticipants in the arena, including competitors, suppliers and substitutors,
affect how value is appropriated within participants in the value chain.

He has drawn on examples of some familiar companies and person-
alities to illustrate the strategies used by technology firms and consumer
goods companies. The book incorporates several case studies on contem-
porary business strategies from HLL to Nirma and Apple to Nokia to help us
understand how to implement the systems and ideas in a real-life context.
It helps us understand how to operate at the strategic level to be competit-
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ive. It reminds us that just because we are successful, it does not mean we
are battle-ready.

He draws on literature from strategy, economics, etc., but provides a
unique way of looking at these issues. He, of course, provides frameworks
and perspectives but goes beyond that. He has attempted to provide a
toolkit which should help managers apply ideas in their context. He has
suggestions for both Davids and Goliaths. Drawing from biblical times, Go-
liaths refer to market leaders and entrenched players, while Davids refer
to new players in the business. He has discussed battle-readiness for both
Davids and Goliaths. The book also challenges many underlying assump-
tions and beliefs about strategy and seeks to add clarity and context to the
field.

I am delighted that Sai has written a book on this challenging subject.
I remembered our conversation over lunch several months ago. It is lovely
to see him bring this topic to life in an informative and engaging way. He
weaves his deep understanding of strategy literature and his personal ex-
periences of several consulting assignments where he has tried out several
ideas in the book. I read practically everything written on this subject of
competition, and I must say that Sai has been able to address issues in a
more comprehensive way than one has found in the most popular books
on this subject. He is uniquely qualified to write this book. He explains
complex concepts lucidly without sacrificing rigour.

I have known Sai Prakash for 20 odd years. My first interaction with
him was as a doctoral student of strategy at IIM Bangalore. I was impressed
with his razor-sharp mind and voracious reading, and curiosity about vari-
ous business issues. Now, for a decade, he has been teaching a popular
course titled Industry and Competitor Analysis at IIM Udaipur. The book is
an outcome of this course which he kept refining at every iteration. I am
pleased that through this book, his insights would be made available to
larger audiences.

I would highly recommend this book to anyone interested in business;
whether you are a David or Goliath, you would find very detailed action-
able insights. Overall, this is a concise volume with well-thoughtout tie-ins
to theory and practice in the real world, which would give you a proper un-
derstanding of an often-difficult topic. After reading this book, you would
develop better understanding of the external drivers of business perform-
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ance and in the process be better battle-ready. Like me, I am sure you are
going to enjoy the book.

Prof. Janat Shah
Director, IIM Udaipur

Jun 2021
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Preface to Second Edition

About a year after this book was first published in Sep 2021, I was informed
by the publisher that they are closing their trade book business in India.
The publishing rights were reversed back to me as a result. After scouting
for a prospective new home for this title, I decided to self-publish.

This gave me the opportunity to revise the manuscript end-to-end. The
updates have been minor, mainly to improve clarity and readability. It also
allowed me to fix many of the glitches in the original. Whatever remains,
my bad.

When this book was first published, the companion website and the
battle-readiness tool were still cooking. So I provided a link to the website
and rushed to get the tool and website ready before the book’s launch. In
this edition, I have included the battle-readiness tool as well as scoring key
and interpretation of result, in Appendix A. Those interested in using the
tool in pen-and-paper mode can do so now. As before, your data remains
yours.

A million thanks to Madhavi Srinivas and Chalasani Srinivasa Rao for
proofing the revised manuscript and spotting a thousand glitches. Whatever
remains is my bad. Three cheers to the LATEX community, who had made
available online, solutions for all the challenges that I faced while typeset-
ting.

SPR Iyer
May 2023
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Preface

On a windy afternoon in early 2012, my friend Professor Thomas Joseph
asked if I could offer a strategy elective for the first batch of MBA students
at IIM Udaipur (IIMU). What started with that has gone on to become an
annual fixture in my calendar, even as I moved from Kolkata to the Middle
East and then to Chennai. The course goes by the dull title of Industry and
Competitor Analysis and is about gaining deep understanding of how the
business landscape impacts business performance and how to factor this
into strategy making. It’s about crafting a competitive strategy that will
improve the chances of beating competition. That’s the origin story of this
book.

Over the years, as a strategy advisor as well as a facilitator of learning, I
have seen managers and soon-to-be managers focus a lot on what is within
the organisation—leadership, culture, organisation, innovation and so on.
What about competitors? Business partners? Players in other arenas? Pro-
viders of new technologies? More often, the attention to external drivers
of performance is fleeting. The course that I offer at IIMU tries to correct
for this—get the soon-to-be managers to give more emphasis on what’s
outside. In consulting engagements, I have tried to get managers to look
outside more and gain deeper insights. The results have been quite satis-
fying. Having refined the ideas—most of those received from giants in the
academic disciplines of strategy, economics, sociology, etc., over years of
discussing and applying in real-life settings, I realised that a larger audi-
ence might benefit from it. That’s the motivation for this book.

It’s not that managers do not appreciate the importance of looking
outside. Right from the C-level executives to the front-line warriors, we
struggle every day to find time to do that sit back and think about the game
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that’s going on. Caught in an unending stream of urgent tasks, the only
time when we look outside is during the annual ritual called business plan-
ning. There, we are lulled into false comfort by templates that help us
get over the task of looking outside with minimum effort. As much as we
would like to look outside, we don’t seem to have, ready at hand, the tools
and instruments that will make the task of looking outside easier to do,
insightful and useful.

Ask yourself: Am I battle-ready? Without looking outside carefully,
without drawing deep insights about what’s going on out there, we are not
likely to be battle-ready. If we have been winning, it’s probably because
our rivals aren’t battle-ready either. Maybe they are in a worse shape. If
we have been slipping recently, it’s because some of our rivals are getting
more battle-ready than us. Either case, there is no excuse for us not to get
battle-ready. That’s the pitch to get you to read this book.

SPR Iyer
Jun 2021
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CHAPTER 1

THE GAME

Of every seven smartphones sold in 2017, only one was an iPhone. Yet
of every seven dollars of profit made by smartphone makers, Apple, the
maker of iPhones, pocketed four dollars. Samsung and Huawei together
sold twice the number of smartphones as Apple. But their combined profit
was less than half of Apple’s.1 The easy explanation is that iPhones are
pricey. But that’s nowhere near the complete picture on why Apple has
been the leader in profit share among smartphone makers. It has been
capturing more than 60 percent of industry profits for several years. In
addition to smartphones, Apple rakes in a decent sum through profits on its
other products such as personal computers (PCs), laptops and wearables.
It generates profits through subscription services such as iCloud and Apple
Music and platform offerings such as App Store and Apple Pay.

The smartphone ecosystem creates tremendous value for all participants
involved, such as the competing smartphone makers, their suppliers, com-
plementors, the supply chain and retail partners, and the end customers.
Apple leads the pack when it comes to value appropriation, capturing a
high share of profits made in the ecosystem. It is not alone in being good
at value appropriation. Firms from diverse businesses and geographic re-
gions fill up the leaderboard of top value appropriators. These positions
however change over time. Thirty years ago, General Electric (GE) would
have been among the top value appropriators, and 70-80 years ago, DuPont
and Sears, Roebuck and Co., would have been.

Not anymore. Making profits, making more profits than your compet-
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itors, and doing it consistently over time are really tricky. And this has
been the focus of managers, especially the C-levels, strategy consultants,
and scholars. There have been several excellent expositions on why some
businesses and corporations perform consistently better than others, that
discuss a wide range of drivers of corporate and business performance such
as leadership, innovation, culture, and distinctive resources and capabilit-
ies possessed by the firm.2 Most of these explanations of superior firm per-
formance focus on drivers that are internal to the firm and the business—
factors that lie within organisational boundaries and over which managers
can exert influence and even control. These internal drivers do play a crit-
ical role in every example of superior value appropriation such as Apple
now, or GE, DuPont or Sears in yesteryears. Yet is this the complete story?

MANAGING EXTERNAL DRIVERS

All these great firms appropriated value, often more than any of their rivals,
while conducting their affairs in a business landscape that includes their
competitors, wannabe competitors, customers, suppliers, business part-
ners, governments and their regulatory framework, investors, analysts and
so on—the external environment. It is not possible for a firm to succeed
in value appropriation by just focusing on the internal drivers of business
performance such as leadership, innovation, culture, and so on. Equally
important is the ability of the firm to manage the external drivers of busi-
ness performance.

There’s the view that focus on external environment is needed only if
the business is operating in uncertain environments such as intense com-
petitive rivalry, regulatory uncertainty and rapid changes in customer pref-
erences or technology. Research shows that attention to external envir-
onment by top managers has a positive influence on business perform-
ance irrespective of whether the business operates in a turbulent or pla-
cid external environment.3 Looking outside helps improve performance,
whether the outside is kind or wicked.

External drivers are many, and they impact business performance in
many ways. There is no excuse not to pay attention to external drivers. To
start with, there are the customers. What we know about them is inferred
from data we have of them which may or may not be a rich picture of who
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they are, what problems they are trying to solve and why they buy from
us or others. While it’s critical to know about our customers, we may or
may not update the data periodically. Then there are the competitors who
are vying for the same customers, same suppliers, same employees or same
sources of funding. There are always a few wannabe competitors waiting
on the wings, wanting to come in. There are the suppliers—providers of
inputs, human capital, financial capital, ideas and what not. The govern-
ments of countries in which we operate our business put in place regula-
tions. Then there are the analysts, the media and a good share of the public
at large. All these affect our business and its performance.

The external environment provides opportunities, and at the same time
puts in place constraints and challenges. It imposes uncertainties, some
that are knowable and many that we only come to know after the event.
The external environment changes its very nature over time. Often, even
when we are aware of some of these changes, we do not appreciate their
significance until our business performance is impacted.

A monopolist is surprised by the entry of a formidable rival. In the
1980s, British Satellite Broadcasting (BSB) obtained a monopoly licence
from the British government for direct satellite broadcasting (DSB) of tele-
vision programmes into the UK. It went on a sedate pace to launch its
service, and was blindsided to Sky and Rupert Murdoch who came in late
but launched a rival service even before BSB went on air.4 While we think
that we know what our customer wants and doesn’t want, the customer
ditches us for something we thought was just a passing fad. That’s what
happened to Nokia and Blackberry when Apple launched the iPhone.

Our competitors can play havoc by spoiling the market for us. They can
make it difficult, if not impossible, for us to profit from unique resources
or capabilities we toiled to acquire. Procter & Gamble (P&G) launched a
patented new product for teeth whitening in the early 2000s which prac-
tically locked out Colgate-Palmolive (CP) from this high-growth category.
CP responded by launching a product that significantly lowered the profits
that P&G could earn in this new category.5

BSB shareholders, after locking horns with Sky in a war of attrition, ca-
pitulated to takeover by Sky. Could BSB have guarded its monopoly against
Sky’s aggression? Blackberry, which was king of the hill in smartphones,
fell from its perch and eventually faded into irrelevance in a matter of few
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years. Could it have averted the fall? P&G had a patent on teeth-whitening
strips which it could have milked for several years. Yet it had to get into a
street fight with CP just three years after launch. Could it have protected
its ability to appropriate the value of its patent?

The answer is, yes. If only they had paid more attention to the external
drivers of business performance. One always looks wiser with hindsight.
Unfortunately, hindsight can only make us look wise after the event. Hind-
sight is not available to guide decisions and actions before the event. How-
ever, we can learn from hindsight. We can learn from our own past as well
as that of other businesses.

Time and again, we see around us business failures that are triggered by
lack of attention to external environment. Yet not much learning seems to
take place from these episodes. Reality is that many CEOs and managers do
not pay enough attention to the external environment. Findings from a re-
search study in 2017 involving activities of 1,114 CEOs from six countries6

show that two-thirds of time spent by CEOs focused on interactions with
insiders—employees and other internal resources, while only one-third of
their interaction time was with those from outside the organisation.7

Top management’s focus is often inward-looking. It is on driving innov-
ation, building a strong leadership team and succession pipeline, instilling
culture and values, that will make the organisation a utopia, coming up
with great new products, getting patents for technologies that they have
invested in, and so on. On all these, considerable effort and resources are
spent. Teams are deployed, consultants are engaged, advice is sought, and
trainings and workshops are held. Organisations often carefully plan and
put in dedicated effort to influence the internal drivers of business perform-
ance. All these are critical and essential, and top management has to be
engaged in all this.

Meanwhile, understanding of external environment and gaining in-
sights on how it is likely to influence business performance often take a
back seat. Managers do not pay enough attention to gaining actionable
insights about the external environment. There is limited effort that goes
into understanding what’s going on outside the business and its implica-
tions for performance. Whatever passes for external assessment is often
weaved into business planning and strategic planning exercises and tends
more to be lip service as part of corporate rituals.
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What passes for understanding the external environment is often done
based on information gathered from business press as well as chance con-
versations with other business leaders and managers in management con-
claves and airport lounges. Information thus gathered is likely to be partial
at best, random in most cases and often too late to know. It’s based on our
perceptions of what customers want, not based on a systematic exploration
and insights on why our competitors’ customers do not come to us. Some-
times, it’s based on a packaged report from a consulting firm or the opinion
of a trusted advisor or a blue-eyed boy.

More often, our insights on how the external environment influences
our business performance is partial, poorly informed and too late in com-
ing. Our insights are skewed by gaps in information as well as biases in
interpreting available information, which are built into our organisation’s
culture and processes. To drive business performance better, we need to
pay more attention to external drivers.

PLAY TO WIN

The Indian cricket team pays a lot of attention to select cricketers with
great skills. It ensures diversity of skills that can be configured to deploy
distinctive game plans against opponents. It spends considerable effort and
resources in training the team, honing their skills and building a positive
team culture. Imagine that with just these and nothing else, how would
the team face an opponent in their home turf?

Our team would enter the game without any knowledge of the line-up
of players in the opponent team. They will be clueless about the oppon-
ent’s distinctive skills and their most favoured techniques. Our team would
have no idea about the likely game plan of the opponent team. Our team
wouldn’t have factored in how the weather might affect their game play, or
their opponent’s. Our team would have ignored how supportive the crowd
is likely to be for the opponent. They would have forgotten that their op-
ponent team members won’t suffer from fatigue due to recent long-distance
travel. The result of the game is not that difficult to guess. Most businesses
compete like this.

We compete to gain customers. We compete to secure better prices and
to sell in larger volumes. We compete to get the best inputs at the most fa-
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vourable terms from our suppliers. We compete to achieve best efficiencies
in our operations. We compete for top-quality human capital. We compete
to source capital at the lowest possible cost. We compete to own and con-
trol the next breakthrough technology. We compete to be regarded as the
most reputed company and the best workplace. We compete to make more
profits, today and in future.

To play this game and win, we need to be battle-ready. We should have
a clear focus on what we bring to the game. We need to have a keen eye for
what our opponents bring to the game, what the rules of the game are, how
we can shape these rules, what other factors affect the game and how we
can leverage all these to drive outcomes favourable to us. The end goal is
a higher tally than competition. Just like the top-scoring team becomes the
champion, the winner of the business competition game is the firm which
takes home most profits—the one that’s best in value appropriation.

We are good at understanding, influencing and leveraging internal dri-
vers of business performance—what we bring to the game. Same can’t be
said about the external drivers of business performance. In general, man-
agers pay less attention to the external drivers compared to the internal
drivers of business performance.

This book is about how to get battle-ready. It’s about paying more at-
tention to the external drivers of business performance. Attention that is
systematic, replicable and can provide actionable insights well in time to
act and gain an upper hand in the competitive battle. It’s about spotting
and acting on potential opportunities to improve our business perform-
ance when compared to competitors. It’s about anticipating and guarding
against pitfalls and potential threats from external drivers that can drag
down our business performance. It’s about better understanding of emer-
ging risks in a timely manner so that we can take mitigating actions. It’s
about making all these part of how we do things in our organisation.

It’s about gaining actionable insights that will enable us to improve our
ability to appropriate more value, protect our value appropriation and sus-
tain our value appropriated over time. Combined with what we already
know and practise in terms of leveraging internal drivers of business per-
formance, this book is about gaining deeper and actionable insights on how
to get battle-ready to beat competition.
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KEEPING SCORES

Every game has a well-defined way of keeping scores. In cricket, it is the
tally of runs. In football or soccer, it is the number of goals. Highest score
wins in these cases. We also have games and sports where lowest score
wins such as golf (number of strokes) or a race (time to finishing line). In
the game of business, we keep scores by counting the value appropriated in
the currencies in which we buy and sell. The winner is the most profitable
player over time—the top value appropriator.

Whenever I use the term profits henceforth, I use it as an easy-to-relate
synonym for value appropriated, though what we mean by value is different
from accounting profit. To get a better understanding of value-value created
and value appropriated, let’s do a simple thought experiment.8

Let’s consider Biju’s Salad Bar. Biju, the incumbent business, makes and
sells salads. He buys veggies and dressing from Sonu. Biju makes one salad
that is bought by Cindy, who will pay a maximum of |100 for the salad,
nothing more. If Biju asks for a higher price, Cindy would not buy the salad
at all. Let’s say that this is Cindy’s willingness to pay (WtP) for the salad. If
Sonu does not sell the inputs—veggies and dressing—to Biju, he could sell
these for |20 to a nearby restaurant. That becomes the opportunity cost
for Sonu who is the supplier (OCS) of the inputs. Sonu will not sell the
inputs to Biju at a price less than |20. Value is created when Cindy buys a
salad from Biju, for which Biju buys the inputs from Sonu.

The value created can be quantified as |100 less |20 (WtP less OCS),
which is |80. In this simple thought experiment, the three participants—
the supplier, the incumbent and the customer—have come together to cre-
ate the value of |80. We can think of value created as a pie that the three
have jointly made. If any of the three doesn’t participate, there’s no pie.
Value created becomes zero.

So far, we haven’t mentioned the price that Cindy pays Biju for the salad
or the cost that Biju incurs to source the inputs from Sonu. First insight is
that the value created depends not on transaction prices and costs but on
the monetary value of benefits derived from the exchange by participants
in the value chain. Any of the three participants can influence the value
created positively or negatively.

Let’s say that Sonu finds that restaurants are willing to pay |25 for the
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inputs he wants to sell. Now, unless Biju pays him at least |25, Sonu would
prefer to sell the inputs to a restaurant. The value created by the salad
value chain shrinks to |75 (|100 less |25). The opposite is also possible
wherein the value created by the salad value chain goes up.

Let’s say that Cindy finds that a new falafel stand has come up that
offers a falafel at |80. Cindy finds that the falafel is comparable to the
salad in terms of nutrition and gratification. She realises that she is really
not that keen to part with an additional |20 for the salad. Her WtP drops,
and as a result, the value created shrinks.

Let’s say that Biju’s grandmother gives him a magic ingredient—a taste
enhancer. To keep this simple, let’s say that his grandmother gives him the
taste enhancer for free, which means no additional cost to Biju. With that,
the taste of the salad vastly improves and a totally impressed Cindy is now
willing to pay |115 for the salad with enhanced taste. The value created
increases in this case.

So far, our thought experiment has looked only at value creation—
what’s the size of the pie that’s created by the participants in the value
chain and how this can change. Now, let’s get to value appropriation—how
the pie is shared among the participants. Reverting to the first scenario of
WtP of Cindy at |100 and OCS of Sonu at |20, the value that’s available
to be divided up is |80. Sonu and Biju will bargain on the price of inputs.
Sonu will not sell the inputs at less than |20, as he has a restaurant ready
to buy the inputs at that price. Biju will not buy the inputs at a cost that’s
more than the price that Cindy is going to pay for the salad, so as to avoid
a loss. Likewise, Cindy will not pay more than |100 for the salad. The cost
of inputs to Biju and the price of salad to Cindy have to lie between |20
and |100, and the price of salad has to be more than the cost of inputs.

There are several feasible answers. Let’s say that Biju and Cindy agree
on the price of salad as |70, and Biju and Sonu agree on the cost of inputs
as |30. Now, we can look at how the value pie of |80 has been shared by
the three participants (see Figure 1.1). Cindy the customer, appropriates
|30. Sonu the supplier of inputs, appropriates |10. Biju, the incumbent,
appropriates |40. Value appropriation is the share of the value pie that
each participant—supplier, business, customer—is able to capture, and de-
pends on the prices and costs at which the participants in the value chain
engage in the exchange.
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Source: Adapted from Adam M. Brandenburger and Harborne W. Stuart Jr. ‘Value-based Business

Strategy’, Journal of Economics & Management Strategy, Vol. 5(1), (1996) pp.5-24.

FIGURE 1.1: Value creation and value appropriation

Value creation is the outcome of the joint effort by all participants in
the value chain, and it happens when customers derive the benefit from
buying the product. The amount of value created in an arena consisting
of several suppliers, incumbents and customers will be the sum of value
created per unit of product over the volume of products bought. In the
case of differentiated products or inputs, the highest WtP or the lowest
OCS will drive the value created per unit. The sum of value created for
the volume of products consumed will give the measure of value created
in the arena by all the participants. This is the value pie, over which all
participants who contributed to value creation—the suppliers, incumbent
players and the customers, have a claim. Each participant will take a slice
off the pie—their value appropriated.

Added value for a participant is the contribution that a player makes
to the overall value created. We can view this as the value created with
the participant in the arena less the value created if the participant is not
present. In an ideal world, each participant’s value appropriated will equal
their added value. But in the real world, this need not be so. Some players
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appropriate more value than their added value.9 The excess of their value
appropriated comes from other participants who couldn’t appropriate all
the added value they brought to the game. There is no guarantee that
added value will automatically flow into value appropriated. One must
work on that.

Competing incumbents, suppliers and customers contribute to the over-
all value created in two ways. They either increase the unit value created
or bring more volume at the given unit value created. The players who
increase the unit value created are few and are typically the top-seeded
in the game. They would be the star participants who usually take the
championship home. The rest of the participants mostly exist to cover the
volumes and make at least enough out of the game to stay on and possibly
invest in trying to improve their position for future. Thus, it is not easy
or commonplace for a firm to become the top value appropriator in any
competitive arena.

The bottom line for a business competing in an arena is that it must
bring positive and substantial added value, and its value appropriated must
at least be its added value. This has to be done while the competitors and
other participants are trying to bring new added value and increase their
share of value appropriated. Battle-ready players take a keen interest in
value creation, added value and value appropriation.

LEVELS OF BATTLE-READINESS

An important question we ought to ask ourselves would be, how battle-
ready am I? We may be tempted to answer this question by turning to the
scores kept, based on our past profits. With that approach, the idea would
be to capture the highest score to claim that I am playing the best. However,
that’s a circular inference and doesn’t help us understand how to improve
our performance over time, which really is a result of getting better at
battle-readiness.

To understand how we can improve our battle-readiness, we need to
ask, why am I where I am vis-à-vis competitors, and why are they where
they are? These questions are relevant in two scenarios. First, some of our
rivals seem to be performing better than us. In this case, the focus would
be to understand how my competitors are more battle-ready than I am,
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and how I can bridge the gap. In the second scenario, we are the leader of
the pack. In this case, the focus ought to be how I can make myself more
battle-ready than before, putting more distance between my rivals and me.

The answers to these questions would come from an assessment of how
we are playing the game when compared to competitors. For that, we need
to reflect and understand at what level we are competing. To improve our
chances of winning, we need to compete at a level more sophisticated than
our rivals. There are several ways in which we can view the level of soph-
istication of how we compete. We can view this in terms of what the focus
of our business is. Are we focused on a narrow product definition to draw
the boundaries of our game, or are we taking a broad view of the customer
function we meet or an even broader view by considering the problems our
customers are trying to solve? Theodore Levitt urged managers to take a
broader view of the business in which they are competing.10 More than six
decades later, his call to broaden how we view competition is still relevant
in defining the scope of business and competition. However, the view does
not provide a holistic perspective of the level of sophistication of how we
compete.

Another way to view levels of competition is about how fiercely we
engage in rivalry. This can range from collusion (illegal in most countries)
on the one end to death matches such as a war attrition11 at the other
extreme. The types of competition articulated in economics literature12 are
closer to this view, with benign competitive landscape under a monopolist
(or a few colluding oligopolists) at the one end of the spectrum and fierce
rivalry among perfectly competitive players at the other end. This view
doesn’t provide useful insights on how to compete to win.

We view levels of competition in terms of how well we understand the
arena, its participants and their game plans, the evolving nature of the
arena, and how well-prepared we are in playing the game to win (see 1.1).
We view levels of competition in terms of how battle-ready we are.

Level 0

At the bottom of the pile are the Level 0 competitors. They are mostly
inward-focused and do not spend much effort or resources in understand-
ing what’s going on outside their organisation. They define their competit-
ive arena as per their historical and current product line-up and often tend
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TABLE 1.1: Levels of Battle-readiness

Level 0 Level 1 Level 2

Definition of
competitive
arena

Narrow : focus
on current
products /
services

Broader : focus on
utility derived by
customers

Broadest : focus on problems
customers are trying to solve

Attention
to external
environment

Minimal : in-
ward focused

Selective: ex-
ternal attention
triggered by spe-
cific events or
contingencies

Exhaustive: systematic ap-
proach to understanding ex-
ternal environment and its
impact on business

Focus on ex-
ternal drivers
of perform-
ance

Narrow Selective: few
drivers based
on managers’
worldview

Broad : covers a wide range of
drivers

Engagement
with stake-
holders in
external envir-
onment

Restricted :
primarily en-
gages with
transaction
partners
(customers
/ suppliers)

Ad-hoc: engages
opportunistically
with participants
in the arena going
beyond transac-
tion partners

Broad : engages with a wide
range of participants in the
arena periodically and sys-
tematically to better under-
stand trends and impact on
business

Time horizon
and breadth
of attention to
understand
and engage
with external
environment

Short term:
focus mainly
on factors
that have
immediate
impact on
business

Short to medium
term: considers
factors that go
beyond imme-
diate impact on
business but re-
stricted to current
industry / product
/ customer con-
text

Short to long term: views a
wide range of developments,
ranging from short-term im-
pact on business perform-
ance to long-term impact from
trends in technology, market
and customer preferences

Definition of
and attention
to competitors

Restricted to
current and
direct rivals

Focus on current
rivals with select-
ive attention to
potential rivals
and substitutors

Clear view of broad compet-
itive arena, identifies current
and potential rivals, substi-
tutors and emerging rivals
using disruptive technologies

Emphasis on
understand-
ing competit-
ors

Minimal and
mostly an-
ecdotal un-
derstanding:
often taken
aback / sur-
prised by
competitor
actions

Selective analysis
of competitors
based on percep-
tion of competitive
threats, limited
systematic ana-
lysis of compet-
itors’ strategies
and capabilities

Extensive understanding
based on periodic and sys-
tematic analysis of current
and potential competitors,
their strategies and capab-
ilities, their likely moves, as
well as good understanding of
technologies that can change
the industry

Continued . . .
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TABLE 1.1: Levels of Battle-readiness

Level 0 Level 1 Level 2

Ability to pre-
dict / identify
and initiate
timely re-
sponse to
competitive
actions

Limited :
mostly reacts
to competitor
actions, often
with consider-
able delay

Selective: will re-
spond to or even
preempt some
competitor actions
but can com-
pletely miss some
critical competitor
moves

Accurate and swift : will most
often predict competitor ac-
tions before the event and
pre-empt these with a good
degree of success; limited
instances of failing to pre-
dict/preempt competitor
moves

Ability to
thwart com-
petitive
threats

Low to none Moderate High

Emphasis on
value appro-
priation

Low : weak in
sensing loss
of appropri-
ation

Moderate: able to
appropriate only
in straightforward
scenarios

High: able to ensure appropri-
ation even in complex scen-
arios

Source: The author

to ignore underlying customer functions. They have a narrow view about
external drivers of performance, if at all.

Most often, they continue to do what they have been doing, even when
significant events and changes affecting their industry and market are com-
mon public knowledge. At best, they react with a delay to competitor
actions and other developments which deeply impact their business per-
formance. Typically, they are too late in responding to competitor action.
They do not pay enough attention to value appropriation, letting other
participants take away value that they should have appropriated.

Hindustan Machine Tools (HMT) of India was a government-owned
monopoly watchmaker, among other things. For decades since the 1950s,
their competition was from Japanese and Swiss watches that were impor-
ted into the country legally or otherwise. In 1986-1987, about 18 years
after Japanese watchmakers introduced the new and better technology of
quartz movement (lower cost and better accuracy) in the global watch
market, just four percent of HMT’s production of five million watches had
quartz movement. The remaining were with mechanical movement and in
limited number of models.13 Ironically, HMT had access to quartz move-
ment technology early on through its collaboration with Citizen of Japan,
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and after a brief experiment with quartz, it decided to focus on mechanical
watches.14

In 1989, Titan, a joint venture led by the Tata business house, entered
the market with a large variety of quartz watches, a nationwide network
of swanky exclusive retail stores and service centres. Titan announced
their entry through multicoloured centerspread advertisements in leading
national and regional dailies.

Although HMT knew for close to two decades that Tatas were entering
watches in India, it did nothing to counter their entry.15 In just about
a decade after the launch of Titan, HMT became yet another yesteryear
iconic brand. HMT eventually shut shop on watchmaking a few years on.

HMT did not bother to build on the cost advantage of quartz movement
technology to grow and retain the market, though it had a 20-year lead
over Titan. After the launch of Titan, HMT reacted in a sedate pace to beef
up its range of watches with quartz movement. By then, it was too late.
The market had already switched to Titan.

Level 1

Britannia and Parle dominated the biscuits industry in India with more than
80 percent combined share of the market. This was during the early 2000s.
ITC, the Indian tobacco major and commodities-to-hotels conglomerate,
entered biscuits with its Sunfeast brand in 2003. Sunfeast was able to
leverage the extensive distribution network that ITC already had through
its tobacco business, and it grabbed seven percent market share from the
well-entrenched incumbents in three years.

During 2000-2005, neither Britannia nor Parle released any new prod-
ucts. Picking up chatter from the market about ITC’s potential entry even
before it happened, and following ITC’s launch, Britannia went about re-
launching key brands as well as bringing out new products such as addi-
tional flavours and assorted biscuit boxes for festival gifting.16 Although
Britannia lost share to the new entrant, it was still able to respond quickly
to stave off the challenge by ITC’s Sunfeast. Britannia, back in the early
2000s, would be a Level 1 competitor.

Level 1 competitors are inward-focused. But they opportunistically
spend effort or resources in understanding what’s going on outside their
organisation, based on triggers from specific events such as talk about po-
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tential entry. They define their markets as per their current product line-up
as well as underlying customer functions. They take a selective view of
external drivers of performance, limited by the experience and worldview
of their managers.

More often, they continue to do what they have been doing, and pause
and change course, sometimes with a delay, only when significant events
and changes affect their market. Typically, they respond quickly to com-
petitor actions and other developments that deeply impact their business
performance, but do not excel in forestalling potential competitor actions.
They would be able to ensure value appropriation in straightforward busi-
ness scenarios, but once a while, a smarter rival will pip them and take
away the value which is theirs to appropriate.

Level 2

Level 2 competitors are more battle-ready than Levels 1 and 0. They are
outward-focused without losing sight of the internal drivers of business
performance. They systematically and periodically channel effort and re-
sources to understand what’s going on outside their organisation. They
define their markets by paying close attention to the problems that their
customers are trying to solve. They use these insights from their customers
to drive their innovation agenda.

More often, they keep looking for new ways of doing things in both
customer-facing activities and backend operations. Typically, they anticip-
ate competitor actions and other developments that deeply impact their
business performance, and excel in pre-empting potential competitor ac-
tions. They are often the first to bring emerging technology trends into
their business and competitive arena. They are focused on ensuring value
appropriation, whatever be the business scenario.

For more than two decades, Jeff Bezos has been reminding folks at
Amazon that it’s Day 1. According to him, “Day 2 is stasis. Followed by
irrelevance. Followed by excruciating painful decline. Followed by death.
And that is why it is always Day 1.” Bezos suggests embracing external
trends as one of the four essentials to fend off Day 2. “The outside world
can push you into Day 2 if you won’t or can’t embrace powerful trends
quickly. If you fight them, you’re probably fighting the future. Embrace
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them and you have a tailwind.”17 For Bezos, the Day 2 mindset is the thin
end of the wedge.

Back in Amazon’s early days, Bezos reminded his employees “to wake
up every morning terrified . . . not of our competitors, but of our custom-
ers.” That’s possible and makes sense only when we are couple of steps
ahead of our rivals. That doesn’t happen by chance. It has to be delib-
erately engineered. Talking about customer-driven proactivity, Bezos says,
“We lower prices and increase value for customers before we have to. We
invent before we have to.” 18 A less battle-ready player might end up being
compelled to do these, if at all.

THE GAME PLAN

Playing the competition game at a higher level than your rivals will greatly
improve your chance of success. However, rivals too will make progress.
So it makes sense to periodically assess ourselves and our rivals on what
level we are currently playing the competition game.

You can use the tool, Are You Battle-ready? on the companion website
(https://www.battle-ready.co), to assess battle-readiness of your busi-
ness from your perspective (see Appendix A for a pen-and-paper version of
the tool). You can also use the tool to assess the level at which your key
rivals are competing. If any of your competitors are playing at a level bet-
ter than yours, you are feeling the heat already, and there is a clear need
to up your game. If none of your competitors are playing better than you,
moving up in battle-readiness provides a great opportunity for you to put
some more distance between you and your rivals. Improving the level at
which you compete would always be beneficial. Who would not want to
play the competition game like a pro? But that requires an astute game
plan and a clear prioritisation of your action agenda.

A good game plan starts with an understanding of the arena. Most
golf courses have 18 holes, but there ends the similarity. Each course will
have its own unique configuration of fairways, greens, roughs and hazards.
A prudent golfer would try and understand the structure and distinctive
features of a course, and also think about how these would impact her
game play, before teeing off. Likewise, in the game of business competition,
the prudent manager ought to figure out the landscape of the arena in

16 Battle-ready

https://www.battle-ready.co


which competition unfolds. We start with understanding what the arena is
in Chapter 2 The Arena and figure out how the arena impacts our business
strategy in Chapter 3 Understanding the Arena.

While understanding the arena is a good starting point, it is often es-
sential to clarify who we are fighting with and gauge how these rivals are
likely to play the game. In Chapter 4 The Players, we focus on how to spot
our competitors, identify their game plan, and also figure out their beha-
vioural traits. We look at distinctive types of competitors and the typical
approaches each of these types adopt in the battle.

Gaining a deep understanding of specific opponents in the game, sizing
up opponents, is critical. We focus on this in Chapter 5 What’s Your Move?
Sizing up specific competitors will provide key insights, with which we
can predict to a reasonable degree of certainty, the competitor’s potential
actions / reactions. With the insights on what the competitor is likely to do
(or not do), it is possible to take pre-emptive actions that would constrain
the competitors from putting their best foot forward, all to our advantage.
Figuring out whether we should make a competitive move proactively or
in response to a predicted or actual competitor move, and if so, how, are
the focus of Chapter 6 What’s Our Next Move?

Competition rarely takes place among equals. Often, the Goliath is
challenged by a seemingly weaker player. What the Goliath does to hold
on to the throne would be quite different from what the David would do to
dethrone the Goliath. How the challenger can beat the dominant player is
what we discuss in Chapter 7 Beating the Goliaths. Likewise, the dominant
player can, with adequate attention to the challenger’s game play, poten-
tially thwart any challenge and retain the throne. Chapter 8 Chest Thump-
ing, Moats and Forts provides insights on how challengers dethrone dom-
inant players, and how dominant players deter challengers. Deterrence
doesn’t work always. Chapter 9 Guarding against Davids, discusses the
dominant player’s repertoire of competitive actions which are aimed at pro-
tecting their turf against attacks from challengers.

Often, we find ourselves in a situation where the fruits of our hard work
are enjoyed by someone else. Remember that our value appropriated need
not correspond to the added value we bring to the game, and oftentimes,
can be less. When that happens, some of the participants in the arena such
as competitors, suppliers, substitutors, complementors, and even custom-
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ers, would have appropriated value that we should have captured. Avoid-
ing this, and taking what’s rightfully ours, calls for understanding what
drives our ability to appropriate value and how to ensure that we do so.
That’s what we deal with in Chapter 10 The Pursuit of Profits. The book con-
cludes with Chapter 11 Towards Battle-readiness by looking at the mindset
of battle-ready managers.

NOTE TO THE READER

During much of 2020 and in early 2021 when the first edition was get-
ting ready, the expectation has been that anything that is written has to
have a view on the post-pandemic new world order. Whatever the upshot
of the pandemic in the business world—accelerating adoption of digital,
emphasizing the importance of agility, ability to weather the unknown un-
knowns, and so on, that pundits have been talking about, would impact
businesses through participants in the competitive arena and the external
environment.

The last two decades have seen convergence of general purpose tech-
nologies based on digital—computing, connectivity and mobility, that is
reshaping the way we do things. It’s similar to how electric energy trans-
formed the world a hundred years ago, or how coal, steam and steel
ushered in the first Industrial Revolution before that. The impact of di-
gital on businesses is in metamorphisizing the products and services that
businesses create, and is in reshaping the entire value chain of activities
within buisnesses and across the global economy. It’s bringing about rad-
ical changes to how value is created, communicated, delivered, and ap-
propriated. The mechanisms through which digital impacts businesses will
be through participants in the competitive arena. Some of them would
be new players coming from totally unexpected spaces, and the external
environment.

As both of these, competitors and the external environment, are the
primary focus of this book, I have omitted separate discussions on the im-
pact of pandemic and digital. These have to be discerned through the
actions of participants in the emerging competitive arena.

It might seem that my interchangeable use of the metaphors of games
and battles is a sign of confused mind. That might very well be so. My
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choice of using the two metaphors to describe the business context is driven
by the high congruence I see in the three settings. In all three, games,
battles and business competition, rivals face off. There is a clear prize to
be won. The winner gets more than the loser. The players take deliberate
actions based on their view of what a winning game plan ought to be. In
coming up with their game plan, they speculate on how rivals are likely
to play and how the external environment will impact the game play and
outcomes.

There is the contention that business as a battle is passé. The argument
is that nowadays we live in a world of win-win strategies and collaborat-
ing. Take any win-win scenario, scratch the surface and you will find that
there is at least one participant who has been left out while defining win-
win. And that participant would have lost. It’s true that today’s business
ecosystems are facilitating far more cooperation among participants than a
few decades ago. Participants who cooperate do so out of self-interest, not
altruism. This makes business competitive, like a game or a battle.

There are several real-life examples which I have narrated, all backed
by proper sources, to highlight and drive home concepts. Not all of them
are about victories. Many of them are about businesses that faltered or
got it outright wrong. These are not a reflection of the capabilities of the
managers who were involved in those situations. Some of the examples
might seem dated, but they find a place here because they eminently suit
the context. If you think of examples that would be a great fit for some of
the topics discussed, please write to me.

I have generally used first person plural in my discussion of concepts,
as though we are having a conversation. First person singular is used only
when I am talking about something done specifically related to this book,
like now. Second person is used in two occasions—in thought experiments
where I want you to think about a hypothetical scenario, and when I want
you to focus on prescriptive statements. Where it improves readability, I
have resorted to third person, like “the managers.” When I say managers, I
am not referring to someone who is at the paygrade that carries the desig-
nation, Manager. I am referring to everyone who manages, from the front-
line warriors to the CEO. When I say products, I mean products or services,
and when I say resources, I mean resources and capabilities.

The contents of this book, including the results from the tool to as-
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sess battle-readiness, are meant as guides to shape the thought process of
managers. At the end of the day, it’s the ingenuity of managers in coming
up with new ways of doing things, it’s the tenacity of managers in getting
things done, and it’s the ability of managers to learn from missteps—their
own and that of others, that advance business ecosystems on their evol-
utionary paths. I am a believer of evolution, be it individuals or social
systems such as organisations and business ecosystems. I also believe that
evolution does not happen by luck or chance. It happens as a result of the
initiative and astute actions of a few players in the ecosystem. As long as
we remember that the future can be made better than the present, and we
can do something about it, we have a great future.
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CHAPTER 2

THE ARENA

Uber Eats started in 2014 as an experiment by Uber in local food deliv-
ery in Los Angeles.1 Unlike the ride-hailing business, Uber’s key partners
for Uber Eats were restaurants. Ordering a food delivery is different from
hailing a ride for the customers. Uber Eats has to compete with businesses
that provide local food delivery. It also has to compete with other ways
for customers to get food at their dining table, such as takeaways, or food
cooked by a housekeeper. Managers at Uber responsible for the perform-
ance of Uber Eats would have to understand how to serve customers for
food delivery, manage the ecosystem of partners and vendors, and com-
pete with other options for customers to obtain food at their doorstep,
including other food delivery businesses. Regulatory environment for food
delivery would be different from that for ride hailing. Uber Eats had to get
battle-ready to succeed in local food delivery.

SoftBank-backed Indian ride-hailing startup Ola entered Australia, its
first foray outside India, in January 2018.2 Managers at Ola had been
managing their ride-hailing business in India since 2010. They had a three-
year lead over Uber in India. Yet Ola’s managers would have had limited
understanding of how to manage a ride-hailing business in Australia before
their entry. Ride-hailing customers in Australia would have preferences
different from their Indian counterparts. Alternate options for customers
to commute would be different in Australia, some of which might be totally
unfamiliar to Ola’s managers. Partners and vendors to Ola in Australia
would not be like those in India. The regulatory environment would be
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quite different in the two country contexts. For Ola to succeed in Australia,
they had to get battle-ready.

Getting battle-ready is a necessity not only when our business is enter-
ing a new arena, as in the cases of Uber Eats or Ola Australia, but also an
everyday necessity for our business. As the Ionian philosopher Heraclitus
is supposed to have said, You never enter the same river twice.3

Step into a river and then step in again a few seconds later, and we
are stepping into water we haven’t been in before. That’s change happen-
ing in real time. Our customers, their preferences, our rivals, our business
partners, other players, technologies, the regulatory regime, everything
evolves. Some of these would change quickly, while others would change
slowly. The pace of change itself changes over time. Some changes are
triggered by other changes that are triggered by yet other changes. We
may not even be fully aware of the causal chain. Every morning, we wake
up to a business landscape that is different from the one we saw the previ-
ous night. There is no guarantee that what worked yesterday would work
today. There is a good chance that it won’t.

To win in the competition game, it is essential that we bring our best
weapons to the battle. But that alone won’t give us a win. We need to
understand how our rivals are going to compete. We need to understand
how other relevant players will act. We need a keen understanding of the
evolving arena where the game unfolds.

Getting battle-ready includes a deep understanding of the business land-
scape and, with that, gaining insights relevant for our game plan. Without
the understanding and insights about the arena, our game plan will be
incomplete. We can’t get battle-ready.

Before we can try to gain insights about the arena, which we look at in
the next chapter, we need to get clarity on what we mean by arena. For
that, we first need to clarify what we mean by industry and market.

INDUSTRY AND MARKET

We often use the terms competitive arena, industry and market interchange-
ably. We say, “We are a key player in this industry” or “Our plan is to
enter that market.” Yet again, we say, “The competitive arena has become
tougher.” Do these three terms mean the same? If so, why do we prefer one
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term over the others in specific contexts? What do we mean by industry,
market and competitive arena?

Let’s start with industry and market. The common view is that “We
belong to this industry” and “We compete in that market.” The implications
are that industry is a collection of players similar in certain ways. Market
is where the battle for customers and profits takes place. But then, don’t
players in an industry compete? So what’s the difference between industry
and market?

Industry

The concept of industry comes from the configuration of resources and
capabilities that are needed to produce a specific product or service. Here,
configuration means the distinctive way in which resources and capabilities
are interlinked (resource configuration, in short). A commercial passenger
airline will possess a configuration of resources and capabilities that would
be similar to that of other airlines. Airlines produce and offer scheduled
air travel service and air cargo service for their customers. An automaker’s
configuration of resources and capabilities produce a set of products and
services such as automobiles, auto-financing and after-sales service of auto-
mobiles. Both the configuration of resources and capabilities, as well as the
output, the products or services, are quite similar among airlines or among
automakers, but are quite different between an airline and an automaker.

Industry is a collective of players who possess similar resource configur-
ations with which they produce products or services that are close substi-
tutes. Just like the automobile or airline industry, we can think of the steel
industry, the oil and gas industry, or the whitegoods industry. The defining
characteristics of an industry are the product or service, and the technologies
embodied in their resources and capabilities.

Observe players in an industry and we will see that most, if not all,
of them use similar technologies in their value chain of activities such as
planning and management, procurement, production and supply chain,
marketing, sales and customer service. Here, we take a broad view of
technology to mean ways of doing things. For instance, in delivering this
book into your hands, my publisher has used a certain way of doing things
like the work of commissioning editors engaging with potential authors—a
technology to obtain content. Business magazines that get us news and
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views about businesses, corporations and the economy use a different way
of doing things like hiring correspondents working with an editorial team—
a different technology to obtain content.

Some of these technologies are specific to an industry. Oil and gas
industry uses industry-specific technologies in exploration, extraction and
refining of crude oil. Some technologies are not so specific to a particu-
lar industry and are deployed in multiple industries. Both the automobile
and the whitegoods industries use assembly line production as the way
of putting together their product. They employ similar methods for qual-
ity assurance. Some technologies are even more widely adopted across a
diverse range of industries. Generic technologies such as those underlying
customer care operations are used across a large number of industries. And
then there are general purpose technologies like the steam engine, electri-
city or digital, that become the foundation of economic activities across all
industries during their era.

Technologies, ranging from industry-specific to generic and general pur-
pose, possess characteristics such as economies of scale and scope that im-
pact the competitive behaviour of players. Before we get to that, let’s look
at what we mean by market.

Market

Economists define a market as the space within which the price of a product
is the same. They call it the law of one price. This assumes that the mar-
ket has no frictions including absence of transportation costs. The more
practical definition of a market relevant for business managers is that of a
strategic market. John Kay defines a strategic market as “the smallest area
within which it is possible to be a viable competitor.”4 Anything smaller,
and a business will invariably not make enough money. Although Kay talks
about area, a general definition of a strategic market should be in terms of
the number of units of the product or the currency value of the product—
the market size in terms of volume or currency. Boundaries of the market
become critical, as moving the boundaries narrower or wider will change
the market size, and along with that, the possibility of competing viably.

Another way to look at a market is to describe who’s in it and who’s
not. Here, the primary focus is on the participants. A market essentially
brings together two sets of players. There are those who are on the lookout
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for folks who would buy what they have to offer. Then there are folks who
derive utility through purchase and use of products or services offered by
the first set of players. Everyone calls the second group the customers. We
will call the first group as players, who are essentially the businesses that
cater to the needs of the customers. According to Derek Abell, “The way
various competitors define their scope of [business] activities determine
market boundaries.”5 By making choices about what products or services
to produce and offer, businesses and their managers decide who all are
their customers, and in turn decide who’s included in the market.

Markets can be seen as the intersection of three dimensions—customer
functions, technology, and geography. Customer functions (or functions)
are the purpose for which customers use the products. Technology is a
certain way of fulfilling the customer function. Thus, we get a product or
service when a customer function is combined with a specific technology.
There could be multiple ways (technologies) to fulfil a particular function,
each of which will be a distinct product (or service). A product offered to
customers who belong to a geography gives us a market.

Take for instance the function of washing clothes. A washing machine is
a product that gives this utility using the technology of mechanized wash-
ing of clothes. A laundry service would provide washing and pressing of
garments as a service using technologies such as customer-facing capabilit-
ies to collect and deliver clothes, and backend capabilities such as mechan-
ized bulk washing of clothes and logistics. A housekeeper would wash and
press clothes as service rendered at customer’s premises. Although the un-
derlying function of washing clothes is the same, the customers are looking
at three different products (or services). The market for washing machines
is distinct from the market for laundry service or that for housekeeper ser-
vice.

The businesses that provide these products or services may also provide
other products to deliver other functions, but employing more or less the
same technologies. Take for instance the maker of washing machines. Us-
ing a similar technology for product design, production, testing, logistics,
marketing, sales and service, most makers of washing machines also pro-
duce and offer refrigerators, air conditioners and other large appliances.
The player would belong to the whitegoods industry and would be active
in the markets for washing machines, refrigerators and air conditioners in
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one or more geographic regions.
The business that provides the services of housekeepers would belong

to the industry that may be called housekeeping and janitorial services, and
might also provide the services of janitors, gardeners, plumbers and elec-
tricians to their customers. Across the different markets, the housekeeping
services business would use the same technologies such as hiring semi-
skilled and skilled workers, and offering their services to customers on a
time basis. The business would be active in multiple markets as it caters to
different customer functions such as housekeeping, gardening and plumb-
ing and may or may not operate in multiple geographic regions.

Size of Market

The size of a market is typically given in terms of the number of units of
product exchanged or, more generally, the currency value of products ex-
changed. This indicates the quantum of business opportunity that players
in the market can hope to tap into. Bigger the market size, bigger will
be the size of the value pie and more the profits that can be made by the
players. The size of a market is driven by factors relating to the three
dimensions we used to define the market (see Figure 2.1)—function, tech-
nology and geography. Of these, factors relating to technology—economies
of scale and scope—arise from industry characteristics. Factors relating to
geography relate to logistical constraints relevant for the product or ser-
vice and the institutional landscape of the geography. Factors relating to
function arise from characteristics of the product or service and how these
relate to markets for other products or services.

Technology: Economies of Scale. Wistron, the Taiwanese contract man-
ufacturer for Apple, announced in November 2020 that it will augment its
production capacity in India by 200,000 units per year with fresh invest-
ments of |13 billion.6 Assuming that this investment is to be depreciated
over 10 years, this translates to a fixed cost of |6,500 per phone if the ad-
ded capacity runs at full utilisation. However, if the added capacity runs
only at three-fourths utilisation, the fixed cost per phone would rise to
|9,750. In contrast, the cost of components used per phone7 would be
fixed for a given phone model.
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FIGURE 2.1: Defining the market

Fixed costs, including depreciation or amortization of capital expenses,
need to be allocated over the actual number of units of activity that even-
tually get monetized as products for which customers pay. As the number
of units produced increases, the fixed cost per unit reduces. As we oper-
ate close to capacity in any business activity, we achieve close to lowest
possible per-unit fixed cost. Since variable cost is fixed per unit, the total
unit cost is lowest when we operate close to the full capacity. We know
this concept as economies of scale. The volume of activity at which lowest
per-unit cost is achieved is called the minimum efficient scale (MES). MES
depends on the technology that is employed in the activity.

Economies of scale impacts the minimum size of market in which we
can viably compete—our strategic market. MES is driven by the technology
that underlies an activity. Larger the MES, bigger has to be the minimum
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market that the business needs to target, so that it can operate at lowest
possible cost. If it’s unable to operate at MES, its competitors will likely do
that, making the business less profitable, as it will now end up with higher
unit cost than its competitors.

Take the case of carbonated soft drinks. This market has been a global
duopoly for many decades now. Before that, regional and local soft drinks
makers profitably catered to a good proportion of the market demand. This
was because making concentrates, bottling drinks and distributing those to
retail outlets are activities that did not involve high MES, at least then.
Until 1970s, one could operate at a sub-national level in this industry and
still make good profits.

The two global players Coca-Cola and Pepsi upped the game in the
1980s by increasing the fixed cost of brand management and product man-
agement. They did this by running national advertising campaigns, enga-
ging celebrities for high-budget creatives, aired on prime time and expens-
ive media slots such as the Super Bowl. To be viable at such levels of high
fixed cost, a soft drink maker is forced to target a much larger market—
national or bigger. That’s because, with a much larger fixed cost outlay, a
player has to sell humungously large number of bottles of carbonated soft
drinks to drive down the fixed cost that’s allocated to each bottle. Only
then will their business make profits. Most of the local and sub-national
drink makers couldn’t afford to match the advertising and brand manage-
ment spend of Coca-Cola or Pepsi given their lower volumes of sales. Most
of them sold out or shut shop.

Economies of scale exist for every activity that the business carries out
in transforming its inputs into a finished product in the hands of its cus-
tomers. Often, the activity that involves the largest MES will dictate the
minimum size of the market that the business should target so as to viably
compete, as we saw in the case of soft drinks. Economies of scale, spe-
cifically MES, sets minimum size for the strategic market, below which it
will be difficult to compete viably. MES is a descriptive concept that looks
at the relationship between scale and cost, for a given technology. From a
strategic perspective, it’s critical to understand the minimum viable market
share (MVM) for a product and market. This is the minimum market share
that a player should secure to operate at the lowest cost, for the relevant
MES (see Appendix B).
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Technology: Economies of Scope. Eli Lilly, an American pharma ma-
jor, has several lines of products catering to nine broad therapeutic areas
including diabetes.8 Novo Nordisk, a Danish pharma company, focuses
primarily on diabetes.9 Sales teams of both Eli Lilly and Novo Nordisk
call on doctors to share information about their products and therapeutic
benefits. In a region where diabetes treatment is given mostly by general
practitioners, the sales teams of Eli Lilly and Novo Nordisk would end up
meeting the same set of doctors. However, Eli Lilly’s sales team talks to
doctors about drugs and treatments for many therapeutic areas, compared
to Novo’s sales team. The unit cost of calling a doctor per therapeutic area
turns out to be much lower for Eli Lilly in comparison with Novo Nordisk.

When the joint cost of two or more activities is lower than the sum of
standalone costs of doing the same activities, there is benefit from econom-
ies of scope for the business. The presence of economies of scope makes it
more cost effective for a business to manage a portfolio of products. Con-
sumer packaged products companies such as P&G derive significant eco-
nomies of scope in value chain stages such as logistics, distribution, and
media buying. With economies of scope, it is possible for a company to
configure an activity to utilise its capacity over multiple businesses. This
brings down the minimum size of market to be addressed for each of the
businesses. However, without significant benefits from economies of scale
for an activity, benefits from economies of scope would not matter much.
In general, benefits from economies of scope, if available and can be lever-
aged, have the effect of lowering the MVM, given a certain MES.

Geography: Logistical Constraints. Market size gets constrained by factors
such as shipping costs, perishability and logistics infrastructure, all driven
by the nature of the product. Try shipping cement beyond a few thousand
kilometres, and the cost of shipping would be about the same as the price
of cement being shipped. Move cement any further, and the cost of ship-
ping would exceed price. Instead of shipping cement over long distances, it
would be more cost effective to locate cement plants closer to the locations
of consumption. This is what cement companies do. On the other hand,
crude oil gets shipped around the globe and doesn’t make the business any
less viable.

The value-to-weight ratio—price of product as a multiple of cost of ship-
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ping over a given distance, drives the maximum viable distance between
the place of production and place of consumption for a product. Lower
the value-to-weight ratio, smaller will be the viable distance the finished
product can travel to reach the customer, and smaller will have to be the
strategic market. It is no surprise that cement has been a sub-national-to-
national market (depending on the size of the country). Over time, new
technologies like shipping bulk cement on barges or train has increased
the geographic scope of cement markets marginally. It is another matter
that the same set of players operate across most of the markets, but these
players compete within the geographic boundaries, not across. Italcementi
in Europe competes with Lafarge in Europe, but not with Lafarge in Brazil.
Lower value-to-weight ratio for a product constrains the geographic size of
market in which businesses can compete viably.

Growers of grapes can sell their produce as fresh grapes or convert it to
a product with longer shelf life such as wine or raisins. Fresh grapes have
to reach the end consumer before it perishes. Freshness of grapes can be
maintained through climate-controlled shipping and storage. With this, the
speed of shipping will then determine the distance which can be covered to
reach the end consumer. Given the price that the end consumer is willing
to pay, the distance that can be viably covered to reach the customer is
driven by the cost of shipping for various means of shipping such as by
road, rail, sea or air. It generally costs more to ship faster. Lesser the shelf
life, in other words quicker the product is likely perish, smaller will be the
strategic market.10

Logistics infrastructure plays a critical role in determining both ship-
ping cost and perishability. Better roads, rail networks and air / sea ship-
ping infrastructure result in lower unit cost of shipping. Improvements
in technologies for climate-controlled storage and shipping can result in
longer time to perish. Logistical constraints operate along two dimensions
—distance and time. Logistical constraints put an upper limit on the size
of the strategic market.

Geography: Institutional Landscape. Institutional influences on bound-
aries and size of a market can come in various forms. Explicit restrictions
on trade are among the most direct ways that institutions and policies can
influence market size. In both Canada and India, beer brewed in one state
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cannot be sold in other states. Thus, the strategic market for beer in these
countries is limited to the size of the state where it is produced, irrespective
of how other factors stack up.

Regulations relating to product sale, exports / imports as well as invest-
ments are other ways in which market size gets influenced by government
policies. For certain sectors, access to market itself is regulated. Drug
regulators have to approve drugs before they can be sold in a market. Reg-
ulators also impose statutory labelling requirements in terms of content
and languages. Regulations on automotive safety as well as emissions vary
across countries. Many countries impose local value-addition requirements
for businesses to be able to access their markets. Often, this requirement is
imposed in the form of high import duty for fully assembled / completed
products, making it unviable to import and sell. Players need to set up
shop within the country to access such markets.

Most countries have policies that influence foreign direct investment
into various sectors. These policies could focus on restricting foreign in-
vestments either for strategic reasons or to protect local players, which will
lead to restricting the market to the national level. Policies aimed at pro-
motion of exports will allow location of production in a geography to cater
to markets outside the geography. These policies operate on the industry
side and will not have a direct impact on the market size.

Customer Function. The function that a product delivers to the customer
drives the market size through linkages among different markets and in-
dustries. Consider customers’ need for petrol (gasoline) as an energy source
to run their cars. More the number of automobiles sold and in use, larger
will be the market size for petrol. As adoption of electric cars picks up,
growth in the market size for petrol is likely to reduce. More the use of
tablet computers for storing and reading books and taking notes, less the
need for paper books, notebooks and pens.

The size of one market is driven by the change in market size in other
markets, positively or negatively. Economists label these as complements
and substitutes. If the demand for a complementary product goes up, the
demand for the product goes up as well, like in the case of car and petrol.
And if the demand for a substitute goes up, the demand for the product
comes down, as in electric car and car that runs on petrol. While all these
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are neat ways of explaining how market size changes, it just makes the life
of a business manager more complex.

The manager could define the market size for her business along the
function served by their product and merrily ignore substitutes and com-
plements. When the demand for her product falls because a substitute
takes the fancy of customers, or demand for a key complement plummets,
our manager is suddenly in trouble. It turns out that it is not prudent to
ignore the linkages that our market has with other markets.

But then, there are strong and weak substitutes. Same is the case
with complements. So where do we draw the line? Michael Porter ac-
knowledges this problem, “There is often a great deal of controversy over
the appropriate definition [of market], centering around how close substi-
tutability needs to be in terms of products, process or geographic market
boundaries.”11

Focusing on their own (strategic) market is what managers do most
often. Our attention is on those players who also belong to the same in-
dustry as us, and who are vying with us to get the attention of a common
group of customers. This focus on immediate rivals is definitely needed.
But as a result, we do not realise that the competitive game is going on
in a broader arena, where actions by other players have a direct impact
on our market and business performance. By ignoring the broader arena,
we seriously handicap ourselves with limited insights about opportunities
and challenges from outside our current market. That weakens our battle-
readiness.

FROM FUNCTION TO JOB TO BE DONE

To move to a broader view of where we compete, we need to understand
why customers buy our products. This is rarely the focus though. Typical
focus is on what the customers buy—the function that our product or ser-
vice provides, and who our customers are. “Customers don’t buy products
or services . . . they hire [a] product or service to solve [a] job they are try-
ing to get done,” according to Clayton Christensen and colleagues.12 The
idea is that by using a product or service, customers make progress in their
circumstance.

When we buy a pair of shoes, we are not buying a product, but trying
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to achieve an improvement in our circumstance compared to some other
product or not having one of the products at all. With a pair of industrial
safety boots, the progress is protection of feet. With a pair of patent leather
tuxedo shoes, the progress is being ready for an event with formal dress
code. With a pair of trekking shoes, the progress is comfort during long
periods of walk. The tux shoe may provide only limited protection in an
industrial environment and would start hurting during a long trek. The
trekking shoe would attract unsavoury attention in a social setting that
calls for formal dress code. Being barefoot would definitely be a problem
in any of these circumstances. If the product performs a poor job of making
progress, we fire the product and hire another product which can do a
better job. That’s how we think about which pair of shoes to pick up, for a
particular circumstance.

Products or services are what we buy and consume. How we use the
product and why we use it is not captured in the product description. Job
to be done focuses on the outcome for a customer in consuming a product.
Christensen and colleagues propose the concept of jobs to be done to
come up with new products that would more likely succeed in the market.
Closely related to this is the idea of a competitive arena where customers
look for alternate ways to solve their jobs to be done and choose some
ways—products or services—over others. That in essence is the broadened
view of how we compete for customers and profits, beyond the narrow con-
fines of markets defined along functions, technologies and geographies.

COMPETITIVE ARENA

Players in an industry compete with each other to secure inputs for their
value chain of activities. They compete to acquire human capital and fin-
ancial capital. They compete to become the leader in the dominant tech-
nology of their industry by investing in research and development (R&D).
In the market, players compete to secure patronage of customers for their
products. The way we have viewed markets as the intersection of customer
function, technology and geography, competitors in a market are likely to
belong to the same industry and their products or services are likely to be
highly similar in terms of features, attributes and the function they will
provide to the customer. If we restrict our view of the competition arena to
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this, we miss two key insights.

Blinders On

First, we miss out on other products and services that can potentially ad-
dress the jobs to be done for our customers but do not belong to our in-
dustry or market. Take for instance an occasion where you want to com-
pliment a friend on an achievement. A box of chocolates, a book appealing
to your friend’s taste, a bunch of flowers or even a handwritten congrat-
ulatory note could do the job. Which one will you choose? Most likely it
will depend on what the friend would appreciate and the nature of your
relationship with the friend. Now put yourself in the place of a producer
of chocolates or books or flower bouquets or craft writing pads. Whom are
you competing with? Other players in the same industry and market you
are in, who sell the same or a highly similar product? Or other players who
offer potential solutions to your customer’s job to be done?

Second, we miss out on other products and services that are typically
part of how our customers make progress in their circumstances. We are
talking about complementary products or services. Back in 2004, Sony
launched the first ever e-book reader, Sony Librie, that used E-Ink display
which gives the feel of reading print on paper. Weighing 300 grams, the
product came with onboard memory of 10 MB (megabytes) which could
store about 10-20 books.13 Three decades earlier, Sony had lost a vicious
battle to JVC and others over video cassette recorders. Sony’s Betamax
lost out to competing VHS format primarily due to lack of availability of
titles (movies, primarily) in its format—a key complementary product.14

The lesson from that episode was not forgotten, and Sony launched an
e-book store so that customers could get access to the key complementary
product—e-books. Customers would require both the e-reader and e-books
to fulfil the job to be done of reading a book. Good for Sony that it thought
of the key complementary product. By 2006, when Sony launched Librie
in the USA, its store carried 45,000 titles.

Then Kindle happened. Amazon, the fast-growing online retailer who
started with books, launched its e-reader along with Kindle Store that car-
ried 145,000 titles of e-books. And Amazon didn’t stop there. It thought of
yet another complementary service to the e-reader and e-books. Wireless
connectivity and automated delivery of content into the e-reader. Sony’s
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customers had to purchase books from the company’s e-book store through
a computer and transfer the book to the e-reader by connecting the device
to the computer. This was similar to the solution that Apple provided to its
early iPod customers who wanted to buy and load music onto their portable
music player. Sony followed Apple, but Amazon went one step ahead.

Amazon partnered with AT&T to put a mobile SIM inside Kindle e-
readers so that books could be purchased right from the device and the
content would load almost immediately. Amazon offered its customers
newspaper subscriptions, and the day’s newspaper would get updated even
as customers wake up.15 No need for a computer, no need to hunt for a
cable, connect, figure out how to transfer and so on. The complementary
service that Amazon layered on top of the e-reader and e-book store was
wireless connectivity with automated content delivery.

The progress that Amazon offered its customers by combining comple-
mentary products and services—the reader, content, connectivity and auto-
mated delivery—was far superior to what Sony offered with Librie and its
e-book store. By 2014, Sony shut its e-book store.16

Blinders Off

I am driving on a highway. My eyes are glued to the traffic up ahead
in the lane I am driving on. That should be fine for a normal day when
nothing interesting happens. What if someone cuts me off? What if there’s
a broken-down car and the driver is trying to get help? What if a cop is
gesturing me to pull over? What if from the opposite direction an out-of-
control super-sized truck is ploughing into my side of the highway? What
if a camel is trying to cross the highway at a sedate pace without looking
hither or thither? If I am just focused on my lane, there is not going to be
much difference between me and the camel.

The concept of industry and market comes from microeconomic theory,
specifically of the neoclassical orientation. Products are treated in isolation
and the only place two products come together is in an indifference curve,
used to figure out how much of each I will buy and at what price. That’s
like one-lane focus while driving. That should be enough on a normal day.

On interesting days, we still keep our focus on the lane ahead. No
distractions from that. In addition, we keep in our peripheral view what’s
going on in adjacent lanes, the shoulder, the lanes on the other side and so
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on. We keep half an eye on the rearview mirror to make sure that nothing
is there that shouldn’t be there. We keep the music a tad below blaring so
that we can pick up audio cues on what’s going on around us, not just the
lane ahead. As we wade through the competitive battle, such mindfulness
is essential.

Blinders off is the only way to fight the battle of competition. And we
are fighting not just rivals from our industry and market but also with other
players who can mar our chances of success by snatching from us our cus-
tomers and our profits. Sometimes we can join hands with some of the
other players to get an upper hand. Sometime later, the same partners
may turn against us. Unless we get the blinders off, we won’t see any-
thing beyond the direct rivals from our own industry and market. That’s
a “dangerous way to think about competition,” according to Rita Gunther
McGrath.17

Defining the Arena

Think of a group of customers with similar jobs to be done. Around them,
think of groups of players who offer products or services that contribute to
fulfilling the customers’ jobs to be done. The players will likely belong to
multiple industries. It will look like the players are competing in different
markets, the way we viewed market earlier. When customers look at the
offerings from various players, they would see some offerings that can do
more or less the same job. Some offerings will have to be taken along with
some others to fulfil a job.

The customer brings resources and capabilities to consume some of the
offerings and seek improvement in their circumstance. When they do that,
value is created. And the value thus created gets distributed among the
players who contributed to creating value. This is the arena in which offer-
ings compete with offerings to deliver improvement to customers’ circum-
stances. Offerings are mixed and matched with other offerings to obtain
improvement. Often the customers figure out such mixing and matching.
Sometimes, one of the players figures this out and provides the mixed-and-
matched offering ready-made. This is how competition among players,
to deliver improvement to their customers’ circumstances, evolves in the
arena.
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Arenas differ from our conceptions of market and industry in two im-
portant ways. First, it enables us a more nuanced view of the compet-
itive process, going beyond product attributes and customer characterist-
ics. As Rita Gunther McGrath says, arena gives us a “new level of analysis
. . . characterized by particular connections between customers and solu-
tions.”18 Second, it brings to focus the importance of other players, beyond
our direct rivals, who are critical to the competitive process—substitutors
and complementors.

Ronald Burt highlights the social structure of competitive arena as “play-
ers trusting certain others, obligated to support certain others, dependent
on exchange with certain others, and so on.”19 The competitive game un-
folds in this broader competitive arena as a complex multi-player game
involving the customers, our business and its direct rivals, and other play-
ers who seek to substitute or complement our offerings.

Whirlpool Corporation of America entered several new markets in Eu-
rope and Asia during the 1980s with its range of white goods such as
washing machines, refrigerators and cooking ranges. They were present
only in North and South Americas prior to that. Whirlpool’s managers at
that time believed that the market for white goods was becoming global
and were focused on building global competence centres and developing
global products such as a “world washer.”With this assumption of global
market, their product portfolio for the European market naturally consisted
of products that weren’t specifically designed for any European customer
group. However, significant differences existed in what various European
customer groups wanted from white goods.

One account of what Europeans looked for in washing machines went
thus, “Swedes preferred galvanized washing machines to withstand the
damp salty air. The British washed their clothes more often than the Itali-
ans did, who wanted quieter machines.”20 It is no surprise that Whirlpool
struggled in its first attempt to make inroads into European white-goods
markets. It focused on the function of washing clothes and believed that
a single product concept could meet the requirements of all Europeans.
However, the various European customer groups were trying to solve dif-
ferent problems.

The Swedes wanted to mechanize the task of washing clothes and also
wanted machines that do not rust away in a few months. Galvanized wash-
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FIGURE 2.2: Industry, market and competitive arena

ing machine was what solved their problem. Brits or Germans didn’t worry
that much about the machine rusting, so they wouldn’t value or pay for
galvanization. Brits preferred smaller washing machines but didn’t value
quieter ones, while the Italians valued quieter and larger machines. The
world washer did not properly solve the job to be done for any of the cus-
tomer groups.

Galvanized or quiet washing machine might look like product features
or attributes. We might be tempted to conclude that these are after all
additional functions that customers of specific groups need. Focusing on
function of a product won’t give us the opportunity to understand which
functions or features are relevant for which customer group. That’s where
jobs to be done come handy.

By defining the competitive arena on the basis of the job to be done, two
shifts in paradigm come about in how we understand competition. First,
we are viewing competition as a process by which multiple players vie to
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fulfil a specific customer’s job to be done. This is in contrast to the product-
centric and production-centric view that we would espouse if we viewed
competition as among players in a market or an industry. Second, we are
viewing technology as a means to the end of fulfilling the customer’s job to
be done. This is in contrast to the view that characteristics of technology
such as economies of scale and scope define competition among players in
a market.

Arena cuts across industries and markets. It spans multiple and rival
technologies that can fulfil a given job to be done. Arena covers multiple
markets and would straddle parts of multiple industries. The meaningful
boundary for an arena is defined by two dimensions. First is the job to
be done, wherein players in multiple markets compete with one another.
Second is geographic, where the boundary is dictated by the ability of the
players to interact and transact with one another (see Figure 2.2). In the
digital era, geographic boundary is tending to be global.

Competition takes place at three levels. First among players within a
market where rivalry is among products. Second among players within
the industry where rivalry is for inputs, production technology and cost
efficiency. Third level of competition takes place in the competitive arena-
for customers and profits.

The geographic boundaries of different markets are not necessarily in
sync. Thus, the notion of geographically relevant rivals works only within
markets, not with players in the same competitive arena. The views about
industry and market are relevant and useful, but not at the expense of
ignoring the vantage that competitive arena provides. The battle-ready
player views the battle as unfolding across all three levels—market, in-
dustry and competitive arena.
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LONG STORY short

Understanding the competitive arena is the starting point of
getting battle-ready. An industry is a collection of players
using similar technologies to produce products that are close
substitutes. A market is where customers and players engage
in exchange and is defined along three dimensions—customer
function, technology and geography. A strategic market is the
smallest market in which a business can compete viably. A
competitive arena encompasses multiple markets that offer
different solutions to a specific job to be done of customers.
Managers typically focus on markets and industries. Competi-
tion takes place at three levels: at the level of market where
rivalry is among products; at the level of industry where rivalry
is on inputs, production technology and efficiency; and at the
level of competitive arena where rivalry is about customers
and profits. Battle-ready players focus on all three, especially
the competitive arena.
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CHAPTER 3

UNDERSTANDING THE ARENA

The arena critically influences the chances of success in a competitive battle.
Ask Xerxes I, the Persian emperor who brought a vastly larger and super-
ior fighting force against the Greeks to the Battle of Thermopylae.1 Ask
Cao Cao, the Chinese northern warlord who pinned the alliance force of
southern warlords Liu Bei and Sun Quan in a naval blockade with an army
16 times bigger than the opposing side, during the Battle of Red Cliffs.2

Xerxes was denied an early victory by the 300 Spartans led by Leonidas
I, which allowed the remaining Greek contingent to withdraw to fight an-
other day. Cao Cao’s blockade went up in flames, and his army was forced
to beat a hasty retreat. The Greeks chose the passes of Thermopylae and
Artemisium to face the Persian army, as a narrow pass is best suited for
smaller number of soldiers defending in tight formation. That’s how the
Greeks wanted to fight. The larger numbers as well as superior resources
such as chariots and elephants that the Persians brought to battle turned
out to be useless in the narrow pass defended by a phalanx of Spartans.

The southern warlords denied Cao Cao the opportunity to fight them in
land and in open plains, forcing Cao Cao to mount a naval blockade. The
northern warlord ended up putting his cavalry and infantry on ships-not
the best use of a land-based army. The result was that Cao Cao’s vastly
superior army was forced to retreat, as ships in the blockade were put to
fire by the weaker opponents.

Having a superior and larger base of resources and capabilities does not
guarantee success in a competitive battle. Both Xerxes and Cao Cao relied
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on superior resources and ignored warnings about an unfavourable arena.
The battle-ready player’s game plan would ensure that their best weapons
are most relevant, and their worst weapons are least relevant for the battle.
At the same time, the game plan would also strive to blunt, deflect or make
irrelevant the best weapons of their rival. The game plan of a battle-ready
player would include an astute understanding of the competitive arena—
the participants, how they influence value creation and appropriation, and
how these insights matter for our business.

PARTICIPANTS IN THE ARENA

The competitive arena consists of six types of participants.3 There are our
business and our rivals—we call them the incumbents. There are our cus-
tomers and our suppliers. These three sets of participants—the suppliers,
incumbents and customers, belong to the industry value chain, and each
set of participants is a stage in the value chain (see Figure 3.1). Most in-
dustries will have mile-long value chains consisting of hundreds of stages.

There are the substitutors who fulfil our customers’ jobs to be done,
but using different technologies. They would belong to a different industry
and its corresponding industry value chain. Complementors are participants
who provide our customers with products and services that enhance the
improvement in circumstance that our customers make with our products.
With the products offered by complementors, our products become more
valuable to our customers. And then there are potential entrants. These
are participants who are interested in becoming an incumbent but haven’t
done that yet. Let’s look at each of the participants, how they engage in
value creation and what their preferences are about value appropriation.

Customers

Customers want to fulfil specific jobs to be done while appropriating as
much value as possible. Cindy in our salad bar thought experiment (see
Chapter 2) may want to fulfil one or more of the jobs to be done such as
satiating hunger, enjoying a tasty snack, or partaking low-calorie nutrition.
The primary consideration for the customer to participate in value creation
is to ask, Will this improve my situation? If the answer is yes, the customer
moves to figuring out how much to pay. The customer can’t do this alone,
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FIGURE 3.1: Participants in the competitive arena

as the price has to be figured out through bargain with the incumbents who
can sell her the salad. Customers have specific preferences driven by their
specific job to be done. The importance that different customers would
give to various features or attributes of the product can vary quite a bit.

Air travellers who prefer Singapore International Airlines (SIA) prefer
the extra leg room and wider seats, menu choice, on-demand entertain-
ment in flight, and so on. Such customers would pay a premium for the
features they value. Travellers who do not value these would rather fly
Air Asia, which provides them an efficient and lower cost transport. Either
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way, customers have an idea of the maximum they will pay—their WtP.
They would bargain with the incumbents to settle for a price below their
WtP. Lower the price compared to WtP, more value is appropriated by cus-
tomers. So their preference is to buy at as low a price as possible, given a
certain level of quality and features.

Customers contribute to value creation by engaging in exchange with
incumbents to fulfil their job to be done. They impact value appropriation
through their bargaining with incumbents. Their inclination to drive a hard
bargain depends on their circumstances and preferences. If there are many
incumbents vying to sell to them, customers are likely to bargain more
and drive prices lower. If they prefer a certain type or quality of offering,
like the comfortable air travel that SIA offers, their options are limited,
compared to if they don’t have such preferences. This reduces the number
of incumbents they will consider and bargain with, reducing their ability
to drive a hard bargain. If the price is likely to nearly empty their wallet,
customers are more likely to drive a tough bargain. If the price is small
change for them, they won’t.

Tougher the bargain by customers, lower will be the price and higher
will be the value appropriated by the customers. The higher value ap-
propriated by customers eats into the value appropriated by incumbents,
lowering it to a similar extent. The opposite will happen, resulting in an
increase in value appropriated by incumbents if the customers’ ability to
bargain goes down. What the customer gains in value appropriation, the
incumbent loses, and vice versa.

Suppliers

Suppliers are businesses who are into selling inputs to the incumbents. In-
cumbents may pursue different game plans. Biju might be making salads
that boast of several premium features such as superior-quality raw materi-
als, variety of ingredients, consistent size, appealing container, high quality
and choice of dressings. One of the other incumbents might be focusing on
lowering the cost of salads and might churn out a standard salad with only
essential features. The suppliers naturally find a fit between their offer-
ings and demand from incumbents. Once the suppliers figure out who all
among the incumbents they could sell to, the bargaining for cost of in-
puts comes up. Here, as we have discussed earlier, each supplier will have
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a floor price—the opportunity cost to supplier (OCS), below which they
won’t sell to the salad bars. Higher the amount the incumbent agrees to
pay the supplier in excess of supplier’s OCS , higher is the supplier’s value
appropriated. Suppliers focus on getting as high a value appropriated as
possible for a given quality of inputs sold to incumbents.

Suppliers impact value creation by bringing inputs that allow the in-
cumbents to create more value for their customers. They also impact value
appropriation through their bargaining with incumbents. Again, the bar-
gain with incumbents depends on the context. If only few suppliers are
offering premium inputs (such as high quality or specialised inputs), the
suppliers are able to drive a hard bargain with the incumbents. If many
suppliers are offering similar inputs, they have limited ability to bargain
with incumbents. The suppliers of inputs that are critical for the over-
all quality of incumbent’s offering, such as a premium dressing, are able
to drive tougher bargain compared to the suppliers whose inputs do not
critically impact quality. Some suppliers might make it difficult for the in-
cumbents to switch to other suppliers, which enables these suppliers to
drive a hard bargain. On the other hand, if an incumbent makes her own
inputs or even threatens to do so, the supplier’s ability to bargain would be
undermined.

Overall, harder the bargain that suppliers can drive with the incum-
bents, more value will the suppliers appropriate. The higher value appro-
priated by the suppliers eats into the value appropriated by incumbents,
lowering it to similar extent. If the ability of the suppliers to drive hard
bargain weakens, their value appropriated will go down, resulting in a cor-
responding increase in value appropriated by the incumbents.

Incumbents

Incumbents exist to create and deliver the means through which customers
fulfil their jobs to be done, by making progress in their circumstances. They
manage a wide range of activities to convert a set of inputs into products
or services. Michael Porter calls these the value chain.4 We will call it
firm-level value chain, to distinguish it from the industry value chain we
discussed earlier. The firm-level value chain captures the perspective of
activities that an incumbent’s business performs with its configuration of
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FIGURE 3.2: Value Appropriation by Customers, Suppliers and Incumbents

resources and capabilities. The transformation of inputs to output contrib-
utes substantially to added value.

Vegetables properly cleaned and cut, mixed in the right proportion, gar-
nished with salt, spices and dressing, go to make a salad. Some incumbents
bring more added value by providing features that are valued by custom-
ers, and for that, customers are willing to pay. We have discussed that
already. The incumbent bargains with both the customers and suppliers to
jointly decide the price and cost, which impacts value appropriation (see
Figure 3.2). We have discussed this as well.

In bargaining with customers and suppliers, incumbents compete with
one another. For instance, SIA completes with several international airlines
such as Emirates, Lufthansa, and British Airways in vying for passengers
who want to travel between Southeast Asia and Europe. These airlines
compete with each other to hire pilots and cabin crew. They compete to
source airframes and aircraft engines, and compete to obtain the services
of partners such as those who provide cabin fit-out, maintenance and over-
haul. There is rivalry in both the customer and supplier sides.

As the offerings of incumbents get more similar, rivalry to secure cus-
tomers gets more intense. As it becomes easier for customers to shop
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around and switch between incumbents, or as there are fewer customers,
more intense will be the rivalry among incumbents. Rivalry among in-
cumbents to secure inputs will be more intense when the inputs are more
critical, or if there are fewer suppliers. The upshot of more rivalry is that
the incumbents will happily surrender value.

When the rivalry to win customers intensifies, incumbents will sur-
render more value to customers by lowering the price for same quality
/ feature, or offering better quality / features for the same price. When the
rivalry to secure inputs from suppliers intensifies, incumbents offer more
value to suppliers by paying a higher cost for same quality / features or
same cost for lower quality / features. The opposite dynamic will be the
case when rivalry becomes less intense. As rivalry intensifies, value ap-
propriation by incumbents goes down, and as rivalry becomes less intense,
value appropriation by incumbents goes up.

Value appropriation—how the value pie is shared by customers, incum-
bents and suppliers, is intricately linked to how these three participants
interact with each other. We will get to how this matters, after we also take
a look at other participants in the arena.

Complementors

Complementors are the unsung heroes in the competitive arena. They pos-
itively impact the size of the value pie—the overall value created, in two
ways. First, complements have the effect of enhancing the benefit that
our customers derive from our products. The improvement our customers
achieve by consuming our product along with a complementary product
is likely to be more than the sum of parts. Nintendo, Sony and Microsoft
understand that this is a key driver of success in their video game console
business. While they produce and sell the game consoles, most of the game
titles are produced and sold by third-party game studios. All the console
makers also have in-house game studios, just in case. With every new con-
sole generation, major console makers ensure that a large variety of titles
are released or slated to release, compatible with their new console. The
effect of complements is so strong in this case that video gamers decide to
buy (or delay buying) one of the new generation consoles based on titles
available and expected—the complementary products. This results in in-
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FIGURE 3.3: How Complementors Impact Value Creation

creased WtP for our product, and the extra value created typically gets
shared among relevant participants.

Second, the availability of complementary products spurs demand, as
more customers find the overall solution to their job to be done attract-
ive. Take Tesla and other electric vehicle makers, for example. One of
the key complementary products for electric vehicles is availability of char-
ging infrastructure, especially in the highways. We take for granted the
petroleum-based fuel retail network that dots our cities and highways.
Think of how the demand for electric vehicles will be spurred if a similar
charging network is available (assuming that the time to charge is not signi-
ficantly more than the time to fill a tank). Thus, complementary products
enhance the size of the value pie by increasing the volume of exchange
(Figure 3.3).

Complementors enhance both the value created per exchange and the
volume of exchange. So this is a double bonus for the incumbents. More
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established the businesses of incumbents and complementors, less directly
dependent will the two sets of players be, as customers will drive the joint
purchase and consumption, like how we buy cars and fuel. Less established
the businesses, more likely the incumbents and complementors have to
engage in formal alliances to ensure joint production and delivery in a
coordinated manner. That’s what game console makers and game studios
have been doing. These alliance agreements often specify how value is
appropriated between the incumbents and complementors. For instance,
game console makers take a fixed royalty per copy of every game title that
the game studios release for a console. In contrast, automakers and fuel
retail networks operate independently, without any formal agreements to
coordinate their business activities.

In some cases, the complementary product can become more import-
ant and valuable in fulfilling customers’ job to be done, which can change
the value appropriation mix between incumbents and complementors. Till
about the mid-2000s, most of the mobile telecom operators used to ap-
propriate more value by bundling their connectivity offering with high-
priced mobile handsets, a key complement, through multi-year contracts
with customers. As Apple’s iPhone and a large variety of Android-based
smartphones became popular, customers preferred the freedom to choose
handsets. Mobile operators were forced to offer plans for connectivity
alone, reducing their value appropriated compared to the earlier contract
era. How value is appropriated by participants critically depends on the
evolving dynamics of value offered by incumbents and complementors, and
value perceived by customers.

Substitutors

Substitutors are competitors who do not belong to our industry. They fulfil
jobs to be done that are highly similar to that fulfilled by our products,
but using technologies different from ours. Think of the washing machine
as a substitutor for a housekeeper offering washing services at our home.
Or the other way around. Generally, the term substitutes carries a value
judgement that these are inferior to the originals—the products offered by
our industry. As a result, incumbents tend to underestimate substitutors,
at their own peril. Some of the substitutors are harbingers of change that
is likely to hit our industry soon (Figure 3.4).
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FIGURE 3.4: How Substitutors and Potential Entrants Impact Value Creation

The clear sign that a substitutor is becoming a serious competitor is
when our customers start comparing the substitutors’ offerings with our
products while making purchase decisions. If substitutors offer similar or
better benefits at a lower or comparable price, our customers will likely
choose their offerings. What happens is that customers are likely to downs-
ize their WtP for our products once the substitutes enter the comparison
set. This puts a downward pressure on our price as well, lowering our
value appropriated. In addition, by taking away some of the demand for
our products, substitutors reduce the volume of business for all incum-
bents. The way substitutors impact value creation is just the opposite of
how complementors do. They lower per-unit value created and reduce the
overall size of the value pie.

During the 1980s, Encyclopædia Britannica (EB) was the undisputed
leader in reference books, selling a 23-volume set of its eponymous product
for close to US$2,000. Customers would take a loan to buy it so that their
kids have a veritable reference source to see them through school. As per-
sonal computers (PCs) became popular in homes, Microsoft launched En-
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carta in 1993, an encyclopaedia in a CD-ROM that sold for US$50. In no
time, customers embraced the easier-to-use and far cheaper Encarta.5 EB
didn’t realise that its substitute was the PC, which could run an encyclopae-
dia like Encarta along with hundreds of other applications.6 The PC, with
Windows operating system, could fulfil many jobs to be done, whereas the
EB served mostly one job to be done. What we see as a substitutor might
be the tip of the iceberg of a larger ecosystem of participants coming and
changing the way our customers solve their problems and fulfil their jobs
to be done. We ignore substitutors at our own peril.

Potential Entrants

Potential entrants are the absentee participants in our competitive arena.
If many of the incumbents in our arena are making good profits, that grabs
the attention of corporate managers looking to diversify into other prof-
itable businesses. On the other hand, if many incumbents are struggling
to stay out of the red, not much interest will be there about entering our
business. To play in our arena and succeed requires a configuration of re-
sources and capabilities that can deliver what our customers want and at
the same time enable our value appropriation, and that reduces the num-
ber of potential candidates who are likely to consider entering our arena.
The potential entrants should already possess most of the resource config-
uration or should be sure of building it up in short order.

Threat of potential entry is often a robust deterrent that restrains in-
cumbents from abusing their dominant position. The most common out-
come of abuse of market power is higher prices for customers resulting
in higher profitability for dominant incumbents. However, the high prof-
itability heightens interest among potential entrants to enter the arena.
Potential entrants are likely to enter with new or different business models
(see Appendix C) as well as with new capacity. Additional capacity will
depress the price for a given level of demand. The entrants might play the
game differently, adding to the dynamics of competition. The entrants will
take away customers from practically all incumbents without enhancing
the size of the value pie. Entry is not good news for incumbent players as
it reduces the value appropriated for all incumbents.

Entry makes it more difficult for incumbents to make same levels of
profits as before. Anticipating this, incumbents are likely to set prices at
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levels that make the business case for entry less attractive to potential
entrants. Lowered price level from incumbents when sustained over time
would be viewed by customers as a structural change. Accordingly, they
adjust their WtP downwards. Potential entrants, without even entering,
can shrink the value pie by constraining the pricing ability of incumbents.

HOW THE ARENA MATTERS

Merely understanding the participants in the competitive arena is often in-
sufficient, as conclusions such as industry attractiveness are not directly ac-
tionable. To get actionable insights from our understanding of participants
in the competitive arena, we need go one step further and ask, What does
this mean for my game plan for this arena? Incumbents who are already
in the game need to think differently compared to potential entrants who
would like to enter the game.

How Arena Matters for Incumbents

The incumbent player’s focus is on understanding how to protect and en-
hance value appropriation and figuring out how to enhance as well as
lessen the constraints on value creation. We are interested in a larger pie
for the arena and a larger share of the pie for ourselves.

Enhancing Value Appropriation. We can enhance our value appropri-
ation by reducing that of the customers or suppliers. For that, we need to
shift the balance of bargaining power towards us. Recall the factors that
drive the bargaining power of customers as well as suppliers. We need to
focus on factors that are against us the most and ask, What can we do to
turn these in our favour?

During the years NutraSweet had patent protection for the artificial
sweetener aspartame, it enjoyed tremendous bargaining power over Coca-
Cola and Pepsi, its key customers. This was evident in long-term contracts
at high price (US$70 per lb) that NutraSweet had with the cola majors.
NutraSweet was able to impose a branded ingredient strategy on the cola
majors who featured the NutraSweet swirl prominently in their cola cans
and bottles. As the patent for aspartame was about to expire, the cola
majors actively engaged with Holland Sweetener, a rival who was building
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aspartame production capacity in Europe. Through the branded ingredient
strategy, NutraSweet had already gained visibility and acceptance among
end-consumers, and the cola majors risked loss of market share if either of
them switched to Holland Sweetener but the other didn’t. It was a tough
call—achieve reduction in cost or forego sales volumes. What ensued was
a bargaining game that ended in both cola majors continuing with Nut-
raSweet as their primary aspartame vendor but at far lower prices (about
US$20 per lb) while keeping Holland Sweetener as a second source. The
cola majors now pocketed the difference of US$50 per lb of inputs—more
value appropriated.7 What the cola majors did was to lessen the bargain-
ing power of a key supplier—NutraSweet, reducing the value appropriated
by NutraSweet. Recall Figure 1.1. With NutraSweet’s value appropriated
going down, the cola majors appropriated more value.

Higher rivalry weakens the strength of bonds that associate us with
our customers, resulting in customers shopping around, in turn leading to
lower profits for us. We can enhance our value appropriated by ensuring
that we face lesser rivalry from other incumbents. For that, we need to look
at factors that influence rivalry among incumbents and figure out ways to
lessen the impact of rivalry on our relationship with our customers. Airline
markets are notorious for high rivalry among airlines and high bargaining
power of both channels and end customers.8 Travellers shopping around
for the cheapest flights is the norm, and airline seats perish the moment the
gate is closed. SIA overcame the consequences of high rivalry by building
superior services as its customer value proposition (CVP), thereby becoming
consistently profitable. It then reinforced this for frequent travellers by of-
fering additional services such as lounge access, complimentary upgrades
and priority baggage delivery for members of its frequent flyer programme.
Business travellers highly valued the bundle of services and were willing to
pay fares higher than other for airlines, creating a virtuous loop of superior
services, differentiation, customer lock-in, higher prices and profitability.9

Others such as Emirates Airlines and Qatar Airways have since then tried
to emulate SIA’s strategy to lessen the impact of rivalry on their value ap-
propriation.

Enhancing Value Creation. Complementors are great allies in enhancing
value creation. Microsoft figured this out early on in the context of their
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Windows operating system business. Its customers—PC makers such as
IBM, Compaq and HP, were focusing on manufacturing and retail. That
could only push so many new PCs into homes. Microsoft figured out that
complementary products—applications that run on Windows PCs, are the
way to drive adoption of PCs in homes. During the 1990s, it systematically
explored and invested in several applications that expanded the range of
jobs to be done that a PC can fulfil in homes, by adding spreadsheets, word
processors, presentation tools, media players, home finance software and
even an encyclopaedia.

To encourage large number of third party application developers (es-
sentially, complementors) to focus on applications for Windows, Microsoft
released its software development kits (SDKs) free, enticing more applica-
tion developers to prefer Windows. Apple, during this time, used to charge
US$10,000 from application developers for the Mac SDKs. Such deliberate
actions by Microsoft drove up adoption of Windows PCs by families and
were one of the many reasons that cemented its eventual dominance in the
arena for PC operating systems.10

Partnerships between incumbents and complementors have become
more prevalent in recent decades. Such partnerships allow joint develop-
ment of offerings, and joint go-to-market initiatives, which vastly improve
our chance of not only enhancing value created but also gaining a lead
over other incumbents. Game console makers have been doing this over
the past three decades successfully. The only cautionary note about part-
nerships with complementors is the need to keep in mind that the nature
of partnership and the benefits to the parties will evolve over time.

It is also possible to loop in customers into such arrangements in situ-
ations where customers can self-produce the complements. This is the un-
derlying logic of letting customers personalize our offerings.

Lessening Constraints on Value Creation. As an incumbent facing con-
straints on value creation, we ought to focus on understanding what factors
are driving up threats from potential entrants and substitutes. Heightening
the barriers to entry is a terrific way to keep entrants at bay, but that takes
time and money, and can sometimes put us on the wrong side of competi-
tion law. Trade secrets, patent protection and copyrights are some ways of
ensuring that new entrants cannot come in and spoil our game. If we are
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able to maintain such protections, even our rivals can’t challenge us easily.
But it’s not always that we can protect the value we have created.

Investing in new technologies or innovation that increase the MES can
discourage many potential entrants. Commitment to capacity in excess
of demand can signal to potential entrants that we will aggressively de-
fend our turf if challenged. Market leaders often adopt tactical posturing
through aggressive promotion and pricing to signal both their rivals and
potential entrants about their intent not to concede ground. Creating lock-
in for customers and distribution channels, as well as locking in suppliers,
will make the entry tougher for potential entrants who will be locked out
of access to these participants in the arena. Unrelenting focus on improv-
ing organisational efficiency and effectiveness, even if not under pressure
to do so, will keep the business ready to respond to entry aggressively, if
and when needed.

A substitute that attracts customers away from us clearly indicates that
we are slipping in our understanding of customers’ jobs to be done. If we
are unable to provide customers with great products that they don’t want
to live without, while some other player is doing that, we can’t blame the
customers for deserting us. We need to go back to our customers to under-
stand what problem they are really trying to solve and what improvement
in circumstances they are aspiring to make, and then come up with offer-
ings that continue to remain relevant for them, while being profitable for
our business.

How Arena Matters for Potential Entrants

As a potential entrant, the key insights from understanding the arena would
be to solve an additional challenge that incumbents do not face—the prob-
lem of overcoming entry barriers. Our ability to do that will depend on the
resources and capabilities that we can readily bring to the business or can
build in the short term.

The first scenario is that we possess all the resources and capabilit-
ies, and maybe more, to play in the arena we want to enter. Here’s a
straightforward case of entry by taking on the entry barriers head on. Brit-
annia and Parle had dominant national presence in India’s biscuit market
for decades. One of the key entry barriers in this business was access to
distribution channels. In the early 2000s, any new entrant into biscuits
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could not hope to win in the game unless they could reach about one mil-
lion traditional retail outlets that carried more than 95 percent of food and
beverages retail.

ITC, the Indian tobacco major, was exploring opportunities to diversify
their businesses, and biscuits looked promising. For them, overcoming the
barrier of access to distribution was already solved due to channel presence
they had in their tobacco business. In 2003, they made a successful full-
scale entry into biscuits through the Sunfeast brand. At the time of entry,
Sunfeast featured the entire range of products from the low-cost glucose
biscuits to premium cookies. They were the first to introduce centre-filled
cookies, pipping the incumbents in launching this category. ITC could over-
come the entry barrier of access to distribution, as it had unfettered access
to a million retail outlets in the country.

In the second scenario, our resources and capabilities will allow us to
overcome the entry barriers partially, say for a specific segment in the
arena. Just a year after ITC’s entry, Unibic Australia entered the Indian
market through a joint venture. Lacking the access to distribution chan-
nels that ITC possessed, Unibic’s game plan focused on a part of the retail
network it could access—modern retail. Modern retail was taking off in
India, growing from less than five percent in the early 2000s to about 12
percent by 2017.11 Unibic’s game plan was a limited entry focused on a
narrow range of products—premium cookies—sold only through modern
retail outlets. Although it had a rough ride during its early years, it has
survived and is growing in the Indian biscuit market, turning profitable in
2016.12 What you bring to the game influences how you can play it.

In the third scenario, our resources and capabilities aren’t much, and
taking on the entry barriers directly is just not feasible, even partially. Over-
coming such odds requires ingenuity. Most often, it would involve business
model innovation. It would involve making redundant the resources and
capabilities that provide the incumbents with an unassailable advantage. It
would involve turning the incumbents’ most valuable resources and capab-
ilities into millstones around their neck. That’s what Michael Dell did with
his entry into PC market in the USA in the mid-1980s.

PC makers of that day such as IBM, Compaq, Packard Bell and so on
relied on the retail network to reach customers. This meant that they had
to produce to stock and maintain as well as finance inventory to feed the
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distribution network. This also meant that product offerings were based
on a catalogue, which focused on a limited number of PC configurations
that would meet the needs of most customers. Dell turned the business
model upside down. He saw an opportunity to cater to customization needs
of IT managers who wanted to tailor the configuration of PCs for their
users’ specific needs and ensure that money spent on computers is spent
on features their users needed.

Customized PC configuration went along with two other features of
Dell’s business model—direct sales to customers, and advance payments
while placing orders. Soon, Dell had built a PC business that was based
on a business model that bypassed two key aspects of high entry barriers—
access to retail network and the need to finance inventory. Dell’s bypassing
entry into the PC market did not focus on the home PC segment due to low
profits in selling to households through direct sales, until growth of the
internet made it viable during the late 1990s.13

Once we have solved the problem of overcoming entry barriers through
full-scale, limited or bypassing entry, the previous discussion meant for
incumbents, on how to enhance value appropriation and how to lessen
pressures that constrain value creation, would be relevant. Afterall, we are
now in the game.

SHAPING THE ARENA

Boundaries and size of the arena evolve over time. Government policies
that facilitate bilateral and multilateral trade have the effect of enlarging
the arena, while trade restrictions at national or sub-national levels have
the opposite effect. Customer preferences change over time, and drive
changes in the industry and market. Business innovations—new ways
of doing things, including adoption of innovative technologies, shape the
boundaries and size of the arena. These drivers operate through one or
more of the factors that determine the size of the arena, discussed in the
previous chapter, resulting in reshaping of the arena in terms of bound-
aries, size and participants. This in turn drives changes to the size of
the pie—value creation, and how the pie is shared—value appropriation.
Battle-ready managers look for opportunities to shape the arena, to make
the value pie bigger, and to make their share of value pie larger.
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TABLE 3.1: Number and growth of breweries in the USA

Year # Breweries
in the USA

Growth
(CAGR in %)

Key Driver

1948 403 - –

1958 198 −6.9% –

1968 148 −2.9% –

1978 89 −5.0% –

1988 199 8.4% –

1998 1,514 22.5% Change in consumer preferences

2008 1,574 0.4% –

2018 7,450 16.8% New technology-digital advert-
ising

Source: Brewers Association website15

Take the beer industry in the USA for example. Up to the early 1990s,
the industry was dominated by large brewers. During the 1980s, large
brewing consolidated into the hands of two corporate players, Anheuser-
Busch InBev (AB InBev) and MillerCoors. That’s when the consumer rebel-
lion started, “Born from the frustration of mass-produced beer made from
cheap ingredients, entrepreneurs went head-to-head with global brewery
giants to showcase local and independent craftsmanship.”14

Niches in consumer tastes, long ignored by the large brewers, provided
an opportunity for entrepreneurs to set up craft breweries and viably com-
pete in the beer markets. Discerning customers lapped up the broader vari-
ety and distinctive flavours offered by craft breweries. This primarily led
to the 22 percent compounded annual growth rate (CAGR) in number of
breweries during 1988-1998. The rise of craft beer changed the boundaries
of beer market in the USA (Table 3.1). Craft beer, with its much smaller
MES in production, would target a smaller geographic market such as a
city. Yet craft breweries had to fight a tough battle against the huge MES in
advertising that large brewers relied on. Although craft beer did not wither
off, it also did not create a credible challenge for the large brewers yet.

For the next decade of 1998-2008, the number of breweries did not
change much. From 2008 on, the number of breweries again grew at 17
percent year-on-year for a decade, primarily driven by new craft breweries.
During 2007-2016, beer shipments from top five large brewers fell by 14
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percent.16 In 2018 alone, beer consumption in America went down by
1.6 million barrels compared to the previous year, a 0.8 percent fall. Craft
beer sales volume, however, grew by a million barrels. Beer made by large
breweries fell by 2.6 million barrels.17

The phenomenal increase in the number of breweries and the grow-
ing market share of craft beer during the decade of 2008-2018 seem to be
primarily driven by a new way of doing things-digital marketing. Craft
breweries could now advertise in digital platforms and social networks
with small budgets. New tools made available by Google, Facebook and
others meant that the craft brewers could create and deploy advertising
campaigns that can do fine grained targeting of consumers’ tastes and fo-
cused on specific relevant geographies. The blunt weapon of television ad-
vertising wielded by the large brewers met its match in the scalpel of digital
advertising. It was now even more viable for craft brewers to compete with
large brewers while targeting a much smaller market. Large brewers now
had to come up with different game plans to compete with craft brewers in
smaller markets such as Vermont, Montana, Maine, Oregon and Colorado
that came to have the highest number of craft breweries per capita.18

The three broad drivers of change of arena—policies, customer pref-
erences and innovation, can be shaped by managers. It is often the chal-
lengers who seek to proactively shape the arena, as they have little to lose
in maintaining the status quo. The not-so battle-ready incumbents would
rather prefer to maintain the status quo. The battle-ready incumbent, how-
ever, would rather not wait for an upstart challenger to come along and
shape the arena. They would seek to do it themselves. At the very least,
the battle-ready incumbent would anticipate and thwart any move by chal-
lengers seeking to shape the arena. For that, the incumbent needs to know
who its rivals are. That’s what we look at next.
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LONG STORY short

The competitive arena consists of six types of participants:
customers, rival incumbents, suppliers, substitutors, comple-
mentors, and potential entrants. Understanding the arena
involves insights on how participants influence value creation
and appropriation, and how that matters for our business. If
we are already in the game, understanding how the arena
matters for incumbents will help enhance value creation and
appropriation for our business. If we are a potential entrant, we
face the additional challenge of figuring out how to overcome
entry barriers. That too requires understanding of how the
arena matters. Understanding the arena and how it matters
for our business is the starting point of looking outside.
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CHAPTER 4

THE PLAYERS

During the early 1920s, Ford Motor Company was the leader in the Amer-
ican automobile industry with a 55 percent market share. General Motors
(GM), then a 12-year-old company, was struggling to stay afloat. Ford’s
game plan was to produce cars at a low cost, price them low and sell them
in large volumes. Model T was the only car model available from Ford’s
cutting-edge production facilities. Ford treated its dealers as though they
didn’t matter, which is to say shabbily.1 Customers bought Model T cars
because these were the most affordable. Against the advantages that Ford
enjoyed, such as low cost and high volume production facility, huge mar-
ket share, and its established reputation, rivals couldn’t do much. The low
price of Model T cars had triggered a massive spurt in demand-car became
an affordable product. Ford made modest margins in each car sold, but the
massive volumes drove up its profits.

About this time when Ford was at its peak, a new CEO took over the
reins at GM. Alfred P. Sloan came up with a different game plan for GM.
Several models were launched to meet diverse customer needs in terms of
features and price points. GM started offering its cars in different colours,
compared to the “black only” policy of Ford. Sloan introduced new and
updated models every year. To date, annual model update remains the
de facto product policy in the automotive industry. Sloan rounded off his
game plan with financing for both dealers and car buyers.2 In about a
decade, GM rose to leadership position. GM’s offerings provided many
new attributes and features that customers valued and were willing to pay
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for. Ford just didn’t provide customers any choice. In contrast, by offering
choice to customers and an easier way to own a car, GM was able to charge
its customers a premium in price, which increased its per-car profits. As
more customers started going to GM, its sales volume and overall profits
went up.

Players in an arena should have a game plan that is consistent internally
and over time, and externally viable. Thanks to Michael Porter,3 we know
that there are broadly two distinct ways to compete—differentiation and
cost leadership. A differentiator, like GM of the 1930s, seeks to provide dis-
tinctive customer benefits for which customers are willing to pay extra—a
premium. At least to a section of the customers, the benefits from dis-
tinctive features are valuable. If the differentiator can produce and deliver
these valuable benefits at a cost that is less than the premium that custom-
ers are willing to pay, two things will happen. Those customers who value
these benefits will prefer the differentiator over other players, meaning
more sales volume for the differentiator. To the extent to which premium
paid by customer is more than the additional cost to the differentiator,
additional profits will accrue from differentiation, meaning overall higher
profits. That’s how successful differentiators make more money than other
players.

The cost leader, like Ford of the 1920s, runs a tight ship, resulting in
cost structure vastly superior to other players. For comparable customer be-
nefits, their unit cost would be the lowest among rivals. With that, the cost
leader can set their price below the lowest price charged by rivals, result-
ing in two things. The lowest price in the market attracts more customers,
meaning more business volume to the cost leader, possibly lot more if the
price is low enough to spur growth in demand. Being the lowest in cost,
the cost leader will still make profits, while their rivals would be scram-
bling to stay above red. The cost leader will go for high volume of business
at low but positive margins. This is how successful cost leaders make more
money than other players.

KNOWING YOUR COMPETITORS’ GAME PLAN

Rivals’ game plans are often apparent from observing their visible choices
in terms of how they manage their business, such as product positioning,
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FIGURE 4.1: Rivals and their game plans

marketing and so on. What we often are not sure just by observation is,
how good the rivals are at their game plan. A straightforward way to
validate the game plans and relative success of competitors is to compare
their return on assets (RoA).4

First, we can figure out who’s doing well and who’s not. Higher the
RoA, better is the player’s performance on profitability. Second, we can
identify whether a player is a differentiator or cost leader. Asset turnover
(or asset velocity), a measure of efficiency, will be best among rivals for
the successful cost leader. Their sales margin, though positive, is likely not
the best. On the other hand, the successful differentiator will have the best
sales margin with somewhat lower asset turnover.

What these two measures indicate is the relative focus of a player, given
their game plan. The differentiator’s focus in strategic decisions and actions
would be to deliver distinctive and premium-fetching customer benefits,
which if successful, will translate into high sales margins. The differen-
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tiator would give lower priority to efficiency of its assets and operations.
Rather, they would end up deploying more assets per dollar of sales to sup-
port their differentiation, resulting in lower-than-best asset turnover. Sales
margin is the key driver of RoA for a differentiator.

The cost leader lives by the code of efficiency. Their strategic decisions
and actions focus on cost-efficient technologies, processes, systems and
capabilities. They squeeze assets to earn as much revenue as is legally
possible. Thus, their asset turnover turns out to be best among rivals. With
their superior cost position, they gun for volumes, lowering prices below
competition, running rivals into the red and sometimes even out of the
game. This leads to sales margins that are not worth bragging about. Asset
turnover is the key driver of RoA for the cost leader.

The two game plans—differentiation, and cost leadership, are two dis-
tinct paths to winning the game. In the illustration in Figure 4.1, both
the differentiator and the cost leader end up with the same RoA, implying
that both are performing equally well in terms of profitability, though the
source of profitability is different. Players who fall in a given curved line
in the chart would have same RoA. Players who perform better are located
towards the right and top.

The sales margin vs asset turnover scatter plot (Figure 4.1) reveals
the realised strategy of players, not their intended strategy.5 Identifying
the competitive strategy of successful players is easier. The differentiators
cluster to the bottom right, and the cost leaders bunch up towards the top
left in the plot. Porter labels those who aren’t (yet) successful as stuck in
the middle.

These players cluster below the curved lines where successful players
sit, and towards the origin. Sometimes, it’s a bit of challenge to identify the
intended competitive strategy of stuck-in-the-middle players, but tendencies—
attempts at differentiation or cost leadership, could be discerned.

I have illustrated this analysis with data on tyre makers in India (see
Figure 4.2). The largest player by revenue is MRF followed by Apollo
Tyres. However, neither are best performers in terms of RoA for the years
considered. BKT can be seen as the best-performing differentiator and TVS
Srichakra as the best-performing cost leader. Among the others, tenden-
cies towards differentiation or cost leadership can be discerned from their
relative positions.
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Source: Data from CMIE Industry IQ database; author’s analysis.

FIGURE 4.2: Game plans of tyre makers in India

This analysis provides us with a first glimpse of competitor game plan,
the starting point of understanding each of our competitors. In the preced-
ing discussion, we assumed that we know who we are battling with. That’s
not always the case. Battle-ready players seek answers to the questions:
Who are the competitors in the game? Who are the other participants? And
what type of players are they?

SPOTTING RIVALS AND OTHER PLAYERS

Ask a group of managers from the same business in a company who their
main competitors are. There is good chance that their responses do not
fully match. More often, the top competitor or two would be the same.
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After that, the list is likely to vary. Consider two questions asked to man-
agers from rival players in a competitive arena. First, who are the players
in your arena, and second, who all are competing with you? Answer to the
first question by different players in a market is more likely similar. Answer
to the second would depend on the player answering the question.

Competitors come in various shapes and forms. They can broadly be un-
derstood and categorized along two characteristics—the arenas they com-
pete in, and the strategic endowments they bring to the game in the form of
resource configurations. On a standalone basis, these characteristics about
a player may not provide meaningful insights. We need to compare the
market presence and resource configuration of our business with that of
each of the competitors. Based on how this pair-wise comparison stacks
up, we can gain insights on what each of them mean for us. Ming-Jer
Chen’s research on competitive dynamics6 provides us with the framework
of market commonality vs resource similarity, with which we can gain useful
insights on the competitive landscape for our business. To avoid the risk
of being pedantic, we will use arena and market interchangeably, going
forward.

Market Commonality

Market commonality of a particular competitor with our business would be
the degree of presence the competitor manifests in the markets it overlaps
with our business. 7 If both competitor and we are present in only one
market, and that too the same one, then market commonality between the
two of us is 100 percent. If both are present in only one market, but not
the same one, then market commonality is zero percent. This is often seen
only in textbook examples. Most companies would be present in more
than one market and would be involved in multiple businesses. Market
commonality of our business with a particular competitor could be high or
low or somewhere in between. Market commonality with a competitor is a
function of the importance of the market for our business and the presence
of the competitor in that market.

Market Importance. Importance of a market for our business can be as-
sessed using quantitative measures, as relevant data is likely available in
our database of business transactions. The most straightforward measure
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of market importance is an estimate of business from that market as a pro-
portion of our overall business.8 Take, for instance, Tata Motors, which
plays in the markets for passenger and commercial vehicles including in a
specific market called medium and heavy commercial vehicles (MHCVs).
Tata Motors sells MHCVs in several markets in India, each delineated by
state boundaries. Out of the total sales of 184,789 MHCVs during 2018-
2019, it sold 19,265 vehicles in Uttar Pradesh, followed by 17,357 vehicles
in Maharashtra.9 The importance of MHCV market in Uttar Pradesh is es-
timated as 10.4 percent and that of MHCV market in Maharashtra as 9.4
percent, from the above data. Here, we took the number of vehicles sold
as the basis for estimating market importance. More markets a player is
operating in, less will be the importance of any one market for its overall
business. A player operating in fewer markets will be dependent more on
each of these markets.

Taking the number of units sold may not lead to meaningful estimates
in all contexts. Take, for instance, Siemens, which sells electric motors of
different power ratings (given in kilowatts or kW). The product range for
low-tension motors would start from less than a kW and go all the way
up to 1,000 kW. Adding up the number of motors sold would be mean-
ingless because of the massive difference between the smallest and largest
power rating of motors in their product range. Instead, sum of motors sold
weighted by power rating would give the total kW of motors sold, which
would be more appropriate. The ratio of total kW sold in one market upon
total kW sold in all markets would provide a better estimate of importance
of that market for Siemens.

If volume-based measures are not meaningful, revenue share from the
market as a proportion of overall revenue of business in currency units can
be used to estimate market importance. As the required data relates to our
business transactions, it should be possible to estimate market importance
using either a volume-based or revenue-based measure.

Competitor Presence. Presence of a competitor in a market can be estim-
ated as the market share that a competitor has in the market.10 Market
share estimates are typically volume-based or revenue-based. Estimates
of market share, especially for competitors, suffer from shortcomings such
as overestimation of own share (for instance, underestimation of compet-

Chapter 4. The Players 67



itor business volume or value), incorrect estimate of overall market size
(for instance, missing out smaller competitors in bottom-up market sizing
or incorrect assumptions about relation between drivers of market growth
and market size in top-down market sizing) and low reliability of informa-
tion about competitors and customers. In certain market contexts, inform-
ation would be hard to come by. Measures of activities that proxy business
volume reasonably well can be used to estimate competitor presence.

For instance, for a retail business, presence of a competitor can be prox-
ied through retail space the competitor has (square meters) in the market
as a proportion of total retail space across all retailers in the market. For a
professional services business such as auditing, the number of auditors (in
Full Time Equivalent) that the competitor employs in the market as a pro-
portion of number of auditors across all audit firms catering to the market
would capture competitor presence.

There may be situations where even such measures of activities are
hard to come by. Expert opinion—from those who have been tracking the
market for years—could be used to rank players in the order of competitor
presence. Although this would be ordinal and subjective, using rankings
from a few experts to come up with a rank order of competitor presence
for a market would be tenable in contexts where other methods are not
feasible.

Assessing and Understanding Market Commonality. Market common-
ality between our business and a particular rival can be estimated by mul-
tiplying estimates for our market importance and competitor’s market pres-
ence for that market. This pair-wise analysis needs to be done for all com-
petitors that you think are relevant in the first cut. You can always add
more rivals or other participants in later iterations as needed. The estim-
ates for market commonality within a market are normalized for compar-
ability. Market commonality of one indicates full overlap of markets while
zero indicates no overlap. Market commonality scores range between zero
and one.

I have analysed the market commonality among key players for two
markets in the commercial vehicles industry in India—buses and passen-
ger carriers11 (see Table 4.1). The analysis used data on the number of
vehicles sold for the year 2018-2019 across 23 state (provincial) markets
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for buses and 24 state markets for passenger carriers. In the market for
passenger carriers, the top players are Tata Motors and Force Motors, each
with about 35 percent share. Their market commonality scores with each
other are high—1.00 and 0.99—and almost symmetrical. Consider Ashok
Leyland in the same market with a market share of 2.8 percent. From
Ashok Leyland’s perspective, Tata Motors is an important rival—market
commonality of 0.69 (more than moderate). But Tata Motors does not see
Ashok Leyland as a rival due to low market commonality of 0.07. Rivalry
is not always mutual and symmetrical.

Now look at the market for buses, and a similar picture unfolds, but the
players are different. Here, Tata Motors and Ashok Leyland see each other
with high market commonality. They are direct rivals and big ones at that.
Force Motors has market commonality of zero with all players here as they
are not present in the market for buses. Small players such as Volvo-Eicher
and SML Isuzu in both markets see large players as key rivals due to high
market commonality. But the large players won’t see smaller players as key
rivals due to lower market commonality.

The market commonality score reflects how prominent as a rival a
player is to another player in the market. The largest players are visible
as rivals to all, including other large players who compete head on with
them in multiple markets. Small players are usually ignored as rivals by
larger players. But ask the small players, and they will point to the largest
players as their key rivals. This asymmetry in identifying who your rivals
are is a defining characteristic of how players in a market selectively focus
on some rivals to the exclusion of others, leading to blind spots, especially
for larger players, that can at time be costly. We will discuss more on how
to spot and correct for this later.

Resource Similarity. Resource similarity between a particular competitor
and our business captures the “extent to which the strategic endowments of
the competitor are similar in type and amount”13 to those of our business.
Strategic endowments of a competitor relevant to the market are the config-
uration of resources and capabilities that the competitor has and can bring
to the game. It’s not merely a laundry list of resources and capabilities the
competitor has but how these are interlinked and deployed in their value
chain of activities. If we and our competitor are following different games
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plans, say we are pursuing differentiation while the competitor is trying to
be cost leader, resource similarity between us and the rival cannot be high.
It ought to be low because we and the rival are pursuing different compet-
itive strategies. Worst case, resource similarity could be medium.14 If we
and the rival are both pursuing similar game plans and are of comparable
size, resource similarity between us ought to be high.15

Comparing Strategic Endowments. Resource similarity can be assessed
through direct comparison of the strategic endowments of our business
with that of the rival in question. Businesses source inputs from their sup-
pliers, transform these inputs into products and deliver to their customers.
Michael Porter’s concept of firm-level value chain16 elegantly captures this
in the form of a sequence of activities performed within the business as well
as at its interface with external stakeholders. It captures the flow of value
through the business and enables us to understand the linkages between
resource configurations in various parts of the value chain and the value
these add to the end result of the value chain—the product in customer’s
hands.

Two businesses pursuing similar competitive strategies will have a high
degree of congruence in the configurations of their resource base. This
allows us to assess their relative resource position by mapping their re-
sources and linkages along each part of the value chain and check for
three things: presence of specific resource (and capability) types, quant-
ity of each resource type and the linkages among resource types. Relative
resource position reveals how a player’s strategic endowments compare
with that of a competitor—superior, at par, or inferior. This is how we can
use the value chains to assess the relative resource position between two
businesses. From the relative resource position, we can infer whether the
resource similarity between the two players is high. If not, the extent of dif-
ferences would drive the conclusion about resource similarity to anywhere
between low to medium.

Inferring Resource Similarity. If the two players are not following sim-
ilar game plans—say one is a differentiator and the other is a cost leader,
their value chains will not be readily comparable. For instance, think of
SIA, a full-service carrier that pursues differentiation, and IndiGo, a low-
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cost carrier that pursues cost leadership. SIA has in place resources and
capabilities, both in flight and on ground, aimed at delivering superior cus-
tomer experience. Their flights are equipped with well-cushioned, broader
seats with more leg room. Each seat features a dedicated entertainment
system that can play personalised content on demand. SIA provides menu
options in economy class. Their frequent flyers and business class passen-
gers get access to luxurious lounges and get their checked-in baggage first
out in the belt.17

The resources underlying all these are irrelevant for IndiGo’s compet-
itive strategy. They instead invest in efficiency-boosting resources such as
ramps (instead of old-fashioned boarding stairs) for boarding passengers
through gates not equipped with aerobridges. This ensures faster turn-
around of aircrafts, as passengers tend to board faster through the ramps
including those who need assistance.18

For sure, SIA would also like to drive efficiency in its operations, but
its first priority is to deliver superior customer experience through differ-
entiated features. That’s the first priority for SIA’s investments. Same way,
IndiGo’s first priority would be efficiency. Direct comparison of the re-
source configurations of SIA and IndiGo would not make sense, as their
competitive strategies dictate distinctively different resource endowments
and configurations.

The alternate approach to assessing resource similarity involves com-
paring the output and outcomes of resource endowments of a player. We
can compare two players on several dimensions such as product features
and quality perception; physical resources such as supply chain, produc-
tion, distribution and retail infrastructure; technology such as patent base;
reputation; and human and financial resources.

These dimensions would allow comparison of businesses that pursue
different competitive strategies. The comparison would lead to conclu-
sions on relative resource position, which then tell us about the extent of
resource similarity between the two players. This approach is also relevant
in situations where data on type and quantity of resources that the com-
petitor possesses is not readily available. Figure 4.3 provides the situations
in which value chain mapping can be used to directly assess resource sim-
ilarity, and when resource similarity needs to be inferred from comparing
output and outcomes of resource endowments.
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FIGURE 4.3: Assessing resource similarity

Just like market commonality, resource similarity also needs to be as-
sessed pair-wise. Having assessed both market commonality and resource
similarity of our business pair-wise with those of competitors, we can place
each competitor in the competitor radar.

Competitor Radar

Competitor radar—a point of view scatter plot (see Figure 4.4) from the
perspective of our business, helps understand three things about compet-
itors: what type of competitor they are for us, how easy or difficult it is
for us to spot them, and what their competitive behavioural traits are. It
is important to remember that if we plot the competitor radar from one of
our rival’s points of view, the picture and insights could be quite different
than that from our point of view.
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FIGURE 4.4: Competitor radar: Spotting competitors from your point of view

Direct Rivals. Direct rivals show up as players with high market com-
monality and high resource similarity. These are players comparable to our
business in terms of size, and they follow a similar game plan. Most of-
ten, managers of two businesses that turn up in the direct rivals quadrant
readily identify the other as their competitor. Direct rivals tend to identify
each other as direct rivals. There is minimal competitive blind spot in this
quadrant. In most markets, P&G and Unilever would readily identify each
other as direct rivals.

Direct rivals tend not to wantonly attack other direct rivals. Attacks,
if any, are carefully thought out before execution. If direct rivals are also
large players present in multiple markets, competitive actions that they
initiate take subtle forms of feint or gambit.19 Both of these would play out
across two markets—the focal market where competitive action is initiated,
and the target market where the attacker seeks to improve its competitive
position.

Feint involves diverting the attention of rival away from the target mar-
ket by initiating action in the focal market. Gambit involves the attacker
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voluntarily surrendering value in the focal market to make a larger value
gain in the target market. When attacked, direct rivals respond quickly. If
the direct rivals are also market leaders, their response will likely be quick
and fierce.

Large Rivals and Rivals with Other Game Plans. This quadrant is where
we can easily spot the market leaders, if we aren’t one, that is. If we are not
one of the market leaders, our resource endowments are likely to be lesser
/ narrower compared to that of the leader’s. This quadrant is also where
we ought to spot rivals who use game plans that are quite different from
ours. If our game plan is different from another player, the configuration of
our resource endowments is likely to be different in type, amount and / or
configuration. We are likely to infer lower levels of resource similarity with
these players. However, the market commonality is not likely to be low in
such cases. The larger player would have higher market presence, and the
player of comparable size with a different game plan would have market
presence comparable to ours. In either case, the market commonality with
these players would turn out to be medium to high.

This quadrant is worth watching for the presence of rivals of compar-
able size following a different competitive strategy. Some of these players
could possibly grow big over time, and we might spot them only when they
turn out to be a large rival. That’s a blind spot we ought to guard against.
A challenger in the market for buses in India, Volvo-Eicher, would see the
market leaders Tata Motors and Ashok Leyland here. In the Indian broker-
age market, mainstream players such as HDFC Securities and ICICI Direct
would see the native digital discount brokerage Zerodha in this quadrant.

Large rivals, if it’s beneficial to attack, would go for onslaught20—a
direct attack on our markets where we have limited ability to defend our
turf. The objective would be to get us to exit the market or at least make
us recede to insignificance. Price wars are a common form of onslaught.
Say, we are a differentiator and the rival, a cost leader and a successful one
at that. Unless we are protected by being present in a niche of the market
which has a distinctive job to be done, the onslaught will most likely come
in the form of a price war. Large rivals, when attacked by smaller players
(from their point of view), often do not react quickly because they want to
wait and see if it is worth their while to respond. They may also not react
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because the small player is in their blind spot. However, if they choose to
respond to attacks by a small player, it is likely an onslaught.

Rivals of comparable size following different game plans are not likely
to attack others of comparable size unless there are compelling reasons to
do so. When they attack, they are more likely to prefer contests21—attacks
with a narrow scope in terms of product and market. They would attack
where we are at a disadvantage so that we find it difficult to defend our
turf. Rivals of comparable size will respond quickly when attacked. Their
response will be measured and focused, befitting a contest. They can also
resort to gambits and feints if there is scope for such responses.

Small Competitors and (More Dangerous) Future Rivals. We see low
market commonality with competitors smaller than us due to their limited
market presence. Their resource endowments would also be smaller in size
compared to ours even if it’s of similar type, resulting in lower resource sim-
ilarity. Relegated to the bottom-left corner of the competitor radar, small
rivals often thrive and grow unnoticed by larger players including the mar-
ket leaders, only to be noticed when they are already a sizeable contender.

This quadrant is where disruptive innovators22 would first pop up as
they enter the market with innovative technologies and radically different
business models. Their insignificant market presence in initial days and
their distinct configuration of resources due to different technology and
business model would make them look more like a small competitor. That’s
if at all they are noticed. If the technology they adopt has been making
buzz, we might notice them. Chances are low that we take them seriously,
at least then. We will look at the examples of Under Armour (UA) from the
perspective of Nike, and Dollar Shave Club (DSC) from the point of view
of Gillette in Chapter 7.

Substitutors would also appear here when they get a first taste of your
market. Substitutors appearing here is an early warning that our custom-
ers’ job to be done is also being fulfilled by players from other industries
using different technologies. It’s likely that there are specific job-to-be-done
niches that we are ignoring. If this is the case, we can expect serious chal-
lenge from substitutors who are focusing on such niches. Often, it might
be too late by the time we notice. The substitutor would have morphed
into a rival.
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When managers do the competitor radar, they often find the bottom-
left quadrant empty in their first-cut analysis. When compelled to focus on
smaller competitors, disruptors and substitutors, they find multiple future
rivals popping up here. This quadrant is a critical blind spot for market
leaders and well-entrenched players, and is worthy of the time and effort
needed to gain a deep understanding every now and then. In Chapter 9,
we will discuss more about blind spots and how to overcome them.

Small competitors, disruptors (in initial days) and substitutors typically
resort to guerilla campaigns.23 These attacks are aimed at narrow segments
of the market that are typically not attractive to the larger players but are
highly attractive to the attackers. Using this segment as a foothold, they
then expand to other segments of the market. Larger players often notice
these rivals only after they have grown into sizeable contenders. While
small competitors can be responded to effectively through onslaught or
contest, same may not work against disruptors and substitutors.

Players from Other Markets or Industries. Many of the resource en-
dowments relevant for our market would also be relevant in other indus-
tries. Most consumer businesses would require resources and capabilities
for distribution and retailing through traditional and modern retail chan-
nels. Tool design and development is a capability that is relevant for most
manufacturing-based businesses. These are generic resource endowments
that find use in multiple markets and industries. To the extent resource
endowments relevant for our business are not fully market / industry spe-
cific, some players who are not (yet) playing in our market may possess
the resource endowments to overcome entry barriers and execute a viable
entry into our market. Players often leverage pre-existing resource endow-
ments when considering entry into a new market. Recall how ITC was able
to utilise its pre-existing resource endowment of presence in retail network
in India to facilitate entry into the market for biscuits (see Chapter 1).

Again, this quadrant is a common blind spot, as managers often ignore
in their competitor analysis other industries and markets that have play-
ers with comparable or superior generic resource endowments. It is useful
to remember that potential entrants who already possess many of the re-
source endowments to play in our market would find it easier to overcome
barriers to enter our market. This quadrant is worth watching to be able to
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spot players from other markets or industries contemplating entry into our
market.

The behavioural traits of players from other markets and industries
would mirror the traits of competitors in our own market. Specifically,
it would depend on how their strategy and size compare with ours. For all
practical purposes, the attack and response traits of these outsiders would
be like they were already in the game.

Competitor Radar for Passenger Carriers in India. I have developed
illustrative competitor radar charts for two markets in the Indian commer-
cial vehicle industry. For each market, the charts are developed from the
point of view of two players—a market leader and a challenger or small
rival (see Figure 4.5).

Tata Motors is the leader in both markets. Its main rivals in the two
markets are different though. In buses, its main rivalry is with Ashok Ley-
land, while in passenger carriers, its main rivalry is with Force Motors.
The competitive behavioural traits that Ashok Leyland is likely to exhibit in
buses market against Tata Motors would be that of a market-leading direct
rival—not hasty to attack but quick and fierce in response, favouring feints
and gambits as modes of attack. However, in the market for passenger car-
riers, it would be imprudent of Ashok Leyland to try feints and gambits,
and they may not have the ability to respond fiercely.

Turn the tables, and we find that Tata Motors would prefer onslaught
against Ashok Leyland in the market for passenger carriers, but not in the
market for buses. Tata Motors and Ashok Leyland, the two gorillas in
the market for buses, also face off in other commercial vehicle markets
(not included in the analysis though) such as trucks and goods carriers.
This provides Tata Motors (and Ashok Leyland) with multiple focal arenas
to stage feints and gambits, targeting the market for buses. Tata Motors
does not have this opportunity with Force Motors, which is a more focused
player.

Volvo-Eicher, the challenger in the market for buses, sees main rivalry
from Tata Motors and Ashok Leyland and would be expected to adopt guer-
rilla tactics against these biggies. On the other hand, Volvo-Eicher would
find it appropriate to use direct forms of rivalry against SML Isuzu and
Mahindra & Mahindra. This analysis would reveal different insights when
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Source: CMIE Industry IQ database; company websites; author’s analysis.24

FIGURE 4.5: Competitor radar: Selected commercial vehicle markets in India

done from the point of view of each player. More nuanced and deeper in-
sights can be derived by doing this analysis at a more granular level, say
for specific geographic markets such as sub-national regions.

In a real-life setting, the estimation of market commonality and re-
source similarity for the competitor radar must be done with a clear under-
standing of the boundaries of the arena that is relevant for our business.
While it is relatively easier to find data for estimating market commonality
at that level of granularity, it is a challenge to estimate resource similarity
at the same granular level.
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Resource configurations of companies can only be observed at the com-
pany or business-unit level, which would already subsume multiple mar-
kets. Isolating the resource configurations per market is not always feas-
ible. Second, within a company, there would be linkages across various
markets in specific activities such as sales, branding and channel policies.
There would be linkages across various production units in activities such
as sourcing, supply chain and production processes. The relative resource
position of a company would be favourably influenced if the company is
able to leverage more of these linkages. This is to say that the value of
resource configurations for the game plan of a business is not merely ad-
ditive. Third, there would be corporate-level resources and capabilities
that would benefit various businesses but may not reside exclusively in any
particular business. Given these, the best approach is to assess resource
similarity at a level higher than the specific market, use judgement to fig-
ure out which resources and linkages are relevant for the market, leave
out the resources which would not come into play, and be conscious of any
biases in the estimates.

Having understood who our rivals are, what their game plan is, how
they are performing, what type of rival they are and what ought to be their
competitive behavioural traits, we next move to sizing up rivals and try our
hand at predicting what they would do next.
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LONG STORY short

To know our rivals, we need to start with figuring out their
competitive strategy and how they are performing. Spotting
rivals and other players is not as straightforward as we think,
especially when we view competition in the arena. Market
commonality helps us understand the overlap in customer
base with specific rivals. Resource similarity points to the
overlap in configuration of resources and capabilities with
specific rivals. Combining these two insights about where we
stand vis-à-vis each rival gives us the competitor radar. That’s
where we spot, in addition to rivals we already know, players
with different game plans, substitutors, small players who
can grow big in future, and potential entrants. Each of these
player-types come with certain behavioural traits. Battle-ready
players keep a keen eye on the competitor radar.
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CHAPTER 5

WHAT’S YOUR MOVE?

Some 12 minutes into the wuxia movie Hero (2002),1 the nameless prot-
agonist meets the warrior Long Sky for a death match. The two face each
other, their favourite weapon in hand—a sword for the nameless warrior,
and a spear for Long Sky. They don’t jump into the fight yet but close their
eyes and mind-spar. Each warrior plays out in his mind what would be
his best move and how the opponent would respond and how he would
respond to that and how the opponent would respond to that and so on.
For the viewers’ benefit, the movie’s director Zhang Yimou visualizes the
fight sequence. The mind-sparring ends when the two warriors realise that
they have reached the last move in their fight. Only this one move is made
for real, with the nameless warrior killing Long Sky.2

While many managers are likely to be unfamiliar with the ways of wuxia
warriors, they would have been casual chess players who typically anticip-
ate at least the next move of the opponent. Managers could figure out the
next move by a competitor, such as “The rival is most likely to launch new
product variants for value customers” or “If I slash price, the rival will most
likely go for aggressive price cuts, triggering a price war.”

Battle-ready players would predict the rival’s actions before the event.
They would pre-empt the rival’s actions—initiate an action that hits the
market even before competitor’s action hits the market. Pre-emptive moves
would make it more difficult for the rival to go ahead with the planned
competitive action. It will allow the battle-ready player to deny the rival
substantial benefits from their action if it’s executed, while minimising neg-
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ative impact on own performance.
McKinsey & Co., surveyed managers around the world as to when they

came to know about a competitive move by a rival, for two types of com-
petitive actions—a price change, and a move triggered by innovation.3 For
price change, only 12 percent respondents claimed that they knew of the
impending move well in time to take a pre-emptive action. Eighty percent
of managers came to know of price change after it hit the market, while
eight percent knew before the event but couldn’t act pre-emptively. For
moves triggered by innovation, only 23 percent respondents claimed that
they were able to pre-empt. Another six percent came to know in time but
couldn’t do anything, while 71 percent of managers found out too late. The
obvious conclusion is that majority of players are not battle-ready.

When I ask managers why there isn’t much focus on trying to predict
rivals’ next likely move, the responses range from “It’s not possible, with
any degree of accuracy” to “Knowing what rivals are going to do doesn’t
stop them from doing it.” Such views are based on beliefs such as, “com-
petitors are unpredictable,” “trying to predict consumes too much time and
effort to be beneficial,” or “there is nothing to be gained by predicting com-
petitors’ next move.”

We will challenge these beliefs. We look at why it’s not difficult to
predict the competitor’s actions before the event, and we will figure out
how to do it. In the next chapter, we will explore how we can use our
prediction of rival’s next move to gain an upper hand over them.

WHY ARE RIVALS PREDICTABLE?

Figuring out a rival’s next move involves understanding what, how and
when. We need to know what specific action the rival is likely to take and
how, with as much details as possible. We also need to know when the in-
tended action is likely to hit the market. The what and how of competitor’s
action are interlinked and are related to the rival’s game plan. The when
depends on the nature of action.

Rivals often announce their intention to take specific actions. Listed
companies are obligated to inform shareholders about their intended stra-
tegic initiatives, and this becomes available in the public domain. Where
intended action requires approvals from government, the information has
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to come into the public domain.
Reliance Industries, the Indian conglomerate, acquired Infotel Broad-

band in June 2010. This revealed their intention to enter the mobile tele-
communications market in India with 4G technology, as the only claim to
fame of Infotel Broadband at that time was that it had won nationwide
spectrum licence for 4G data services in India.4 Keeping an eye on patent
applications by rivals as well as companies in adjacent industries and those
dealing with jobs to be done related to our products will provide insights
about potential innovation-based actions by rivals and other participants
in the competitive arena.

Battle-ready players keep their eyes and ears open for relevant inform-
ation from outside as part of environment scanning. Many a time, competit-
ors’ intentions may not be directly visible but can be inferred from triggers
for action. We need to sharpen our senses to pick up, without delay, signals
that are likely to trigger our competitors into action.

Triggers for Competitive Action

In a global survey of managers on understanding competitors’ moves,5

McKinsey & Co., found that two-thirds of businesses took competitive ac-
tion as a response to an external opportunity or challenge. We are familiar
with the wide range of external opportunities and challenges that a busi-
ness can face, such as change in customer preferences, change in demand,
changes in cost and quality of inputs, availability of innovative techno-
logy for products or processes, regulatory changes, and so on. Battle-ready
rivals spot such external opportunities and challenges quickly and often act
on it first. Information about these opportunities or challenges would be
observable to all in the market. If we miss picking up these triggers, or if
there is a significant delay in picking up these triggers, it’s a weakness in
our environment-scanning capabilities that needs immediate correction.

If rivals’ actions are initiated based on external triggers, we can readily
anticipate that the rivals will act, as we would also pick up the triggers.
Since we would also be aware of the nature of external opportunity or
challenge, we can make reasonable conjectures about what the rivals are
likely to do. To validate these conjectures, we need additional information
about what the rivals intend to do. We will discuss more on this soon.

Chapter 5. What’s Your Move? 85



In the McKinsey survey, 29 percent businesses claimed to have acted
based on internal triggers resulting from an active search for new strategic
initiatives. As such, these triggers are difficult to sense by their rivals. Good
news is that among these businesses, only seven percent undertook stra-
tegic initiatives on ad hoc basis, in which the timing of action was random.
About half of them decided to undertake internally triggered strategic ini-
tiatives as part of their annual planning process. The regularity with which
businesses do their planning and the correlation of its timing with fiscal
year make it easy to figure out when such internal triggers are likely. We
need to sharpen our antennae to capture chatter about potential actions by
rivals around the time of their annual planning.

Although we can anticipate the timing of intended actions driven by
internal triggers, we would be blind to the nature of competitive action.
For instance, the rival may have decided to increase production capacity,
and intitially, this decision is not known outside the organisation. We don’t
need to resort to getting insider information, as the decision to pursue a
strategic initiative would lead to follow-on decisions such as purchase of
plant equipment and other assets, hiring, and discussions with distribution
and sales channels. Many of these would be observable to attentive out-
siders. While our rival would like to do all these in absolute secrecy, that’s
not always possible.

It doesn’t matter if the rivals’ actions are triggered externally or intern-
ally. In both cases, our ability to predict what, how and when, would re-
quire more information specific to the context of the trigger. This is where
environmental scanning as a capability comes handy.

Gathering Information about Rivals

A rival that’s planning to increase its sales capacity in a particular market
would want to hire. They can’t do this without taking some actions that can
be observed by outsiders. After all, the best way for them to augment their
team is to poach from rivals. I know a manager who encourages his team
members to apply for job openings from rivals, with the promise that he
would match an offer from a rival to retain the team member. In exchange,
the team members are to be transparent about job openings that come
their way, including being headhunted. This turned out to be a terrific way
for the manager to gather information about headhunting by rivals in the
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market. The cost was the occasional need to match pay for a team member
about to be poached. The manager’s rationale was that he would anyway
have matched to retain a good team member. Now, he gets information
about rival actions well ahead of time. Spotting equipment under produc-
tion meant for a competitor in a supplier’s manufacturing plant is another
typical source of information about competitor adding capacity.

Gathering information about rivals does not have to and shouldn’t in-
volve subterfuge or morally ambiguous methods. We have to be con-
sistently diligent about gathering and making sense of information about
rivals. In gathering information, we need to go beyond the traditional
sources such as news and competitor analysis reports. Most of what ap-
pears in news and analyst reports would have first popped up as chatter in
the street. Reporters and analysts make it their job to pick up such chatter,
follow up and dig out the stories.

In picking up chatter about rivals, timing is crucial. The whole organisa-
tion should be engaged in this as part of their routine work. For instance,
say a procurement executive comes by an interesting piece of information
about a rival from a common vendor, or a sales associate finds out useful
information about a competitor from a retail outlet. This information is
now available within the organisation but sits at some corner. Often, the
information meanders its way within the organisation, if at all, and be-
comes useless over time. In a battle-ready organisation, the importance of
this information is appreciated by whoever picks it up from outside. They
know or can find out who should get the information. They also know or
can figure out how to pass on the information. The information quickly
gets relayed to the team that can use it. Those who receive the information
judge its value based on merit—to what extent the information is compet-
itively relevant. The organisation now has the ability to make sense of the
information for its implications on impending action by the rival.

Making Sense of Information about Rivals

The seemingly random flow of information from outside is only part of
the jigsaw puzzle of what the competitor is likely to do. To make sense,
we need to interpret this information in the context of rival’s game plan.
Pankaj Ghemawat observes that strategies tend to persist over time, which
he calls commitment.6 He further points out that “irreversibility . . . is im-
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plicit in the concept of commitment,” and “commitment makes it costly to
change one’s mind.”7

Changing the direction of strategic (commitment-intensive) choices and
actions would be costly or difficult. Managers mostly tend to stay the
course when it comes to strategic choices and actions. Henry Mintzberg
defines a strategy as a pattern in a stream of decisions. Interestingly, he
adds to this a footnote, “Where a decision is defined as a commitment to
action, usually a commitment of resource.”8 A strategy manifests as a pat-
tern of decisions and actions aligned in a certain direction, and each action
reinforces past commitments in that path. Simply put, strategic decisions
and actions are highly constrained to stay within the course of strategic
direction.

In McKinsey’s global survey on how companies understand competitors’
moves,9 82 percent of managers confirmed that their recent and largest
strategic initiative “was a logical extension of their existing strategy.” Only
15 percent businesses went for a “completely new strategy.”10 Danny Miller
and Peter Friesen found that organisations changed their strategy, on aver-
age, every six years.11

The five-year strategy cycle continues to be the de facto rhythm for
businesses to carry out major reviews and updates of their competitive
strategy. The five-year strategy cycle is nowadays becoming passé, given
the prominence of companies that are operating in competitive arenas that
see fast-paced changes. However, the concept that a business will change
the strategy on a given rhythm continues to remain valid. Managers with
experience in the arena will know what’s the relevant time horizon for
strategy cycle in that arena.

If we assume that the start year of a strategy cycle for any business
is random, any given year will see about one-sixth (approximately 16 per-
cent) of businesses going for strategy update, considering a five-year strategy
cycle. Remaining five-sixths of businesses are likely to be in the middle of
their strategy cycle and would not be changing direction yet. In business
landscapes that see faster pace of strategy updates, the percentage of rivals
holding to their strategic direction might come down, but the shorter time
span will hold for all players in that competitive arena.

It is possible for us to figure out when a competitor last went for a
strategy update and what rhythm they are following for this. Listed com-
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panies would report this to their shareholders. For a privately held rival,
past instances of strategy update would be discernible, as it would mani-
fest in actions that show deviations from pattern. Data on past actions by
rivals can be used to understand how often and at what rhythm they go for
strategy update.

If our rival is not on a strategy update year, we can be quite sure that the
range of actions they would consider would be restricted to fall along their
strategic direction. If the rival is updating their strategy, we also need to
figure out what likely changes they might bring to their strategic direction.
Here, the tendency would be to make course corrections.

Recall our discussion on game plans in Chapter 4. The successful differ-
entiators and cost leaders would continue to reinforce their current game
plans, while the stuck-in-the-middle players would try to correct past mis-
takes. Given enough information about a rival, it is possible to predict how
their strategic direction is likely to be updated.

Actions that come from strategic decisions are commitment-intensive.
They tend to persist over time and are difficult or costly to change the
direction. Thus, a series of actions by any business—ours or our rivals’—
cannot be a random walk, but highly constrained to fall on a narrow path
given by the strategic direction of the business. This is what helps us to
predict what rivals are likely to do next.

Once we bring together the information gleaned from environmental
scanning and information about the rival including their game plan, we
can identify potential competitive moves that are consistent with their stra-
tegic direction. We get a narrow set of conjectures on potential competitor
moves.12 We can predict the what and how of competitor actions. We now
need to understand if it’s possible for us to also predict when the action
will hit the market.

On When the Action Hits the Market

Nobel laureate economist Jean Tirole characterizes the range of competit-
ive actions based on the time needed to bring it to market.13 In the short
term, a few days to a few weeks, the only competitive weapon available
to managers is price. Advertising and sales effort can also be brought in,
mostly to augment the primary weapon of price change by making the ac-
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tion visible to the target audience. During this time frame, cost structure
and product attributes are difficult to adjust.

In the medium term, a few weeks to a few months, it is possible to
achieve incremental improvements in cost or product attributes, through
changes in production process and tweaks in product design and engineer-
ing. Two new weapons can be deployed in this time frame—reduced cost
supporting lower price, and improved product features that are mostly in-
cremental. Advertising, sales push and pricing will augment these primary
weapons.

In the long term, a few months to a few years, fundamental changes
in cost and product attributes are possible through improvements in tech-
nology driven by research and development. Innovation in products and
processes becomes the primary weapon in the long term, augmented by the
weapons available in the short and medium terms. The range of weapons
that a rival can bring to battle broadens as the time frame for action
lengthens.

This is essentially based on the concept of time to build. It takes a few
months to a few years to carry out research, develop innovative ideas and
deploy them through viable products or processes. If we surmise that a
rival is planning to launch new products, the relevant follow-on question
is, what stage of new product development they are at right now. With that,
we can make a reasonably sound estimate of when their new product will
hit the market.

Time to build for making incremental improvements in product features
would be a few weeks to a few months. If the competitor is looking at
adjusting prices, the time to build is only the time needed to adjust the
prices in their systems and sales channels and the lead time to publicize
the price change. This would be a few days in most cases.

Time to build acts as the constraint on the lead time needed for a player
to bring an action to the market. It will be driven by the nature of compet-
itive action. Of course, a rival might delay the action beyond the time to
build, in which case the real motive may not be to execute any action, at
least not immediately, but to signal to other stakeholders.14

It is possible to identify both external and internal triggers for competit-
ive action. Given the game plan of a rival, it’s possible to make a reasonably
robust conjecture on the rival’s intended actions. Once we have an idea of
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the what and how of a competitor’s action, we can estimate when that
action is likely to hit the market. It’s possible to predict our rivals’ next
move.

SIZING UP RIVALS

Profiles of our key rivals are the foundation on which we build and val-
idate conjectures about their intended competitive moves. Doing this is
what I call sizing up rivals (Figure 5.1). The profile of a competitor, or
for that matter any participant in the arena, is a composite picture derived
from their frames of reference, strategic intent (intent, in short), their past
actions and capabilities.15

Frames of Reference

Three years prior to the launch of iPhone by Apple, Nokia designers came
up with a prototype phone with internet connectivity and large touch-
screen, somewhat like the iPhone. The company even demoed the pro-
totype to its business customers. Ari Hakkarainen, a manager in Nokia’s
smartphone development team, explained, “It was very early days, and no
one really knew anything about the touchscreen’s potential. And it was an
expensive device to produce, so there was more risk involved for Nokia.
So, management did the usual. They killed it.”16 About the same time,
Nokia designers also came up with the idea of an online app store. Ac-
cording to Hakkarainen, “We demonstrated [the online app store] within
Nokia. We tried to convince middle and upper management. But there was
no way.”17 Nokia eventually launched the Ovi app store in 2009,18 couple
of years after the launch of iPhone. By then, it was too late.

Gary Hamel and C. K. Prahalad define managerial frames of reference
as “the assumptions, premises and accepted wisdom that bound or frame a
company’s understanding of itself and its industry and drive its competitive
strategy,” analogous to the genetic heritage of an individual. Hamel and
Prahalad identify a multitude of sources for managers’ frames of reference,
spanning educational and training inputs, peers, business press, and most
importantly, their own experience. Frames of reference are unique to every
business and reflect its evolution. They define “[the] choice of competitive
stratagems . . . and bound a [business’s] approach to competitive warfare
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FIGURE 5.1: Sizing up the rival

and thus determine competitive outcomes.”19 Frames of reference guide
strategic decisions.

As early as 2004, Nokia had the prototypes for an iPhone-like product
and an online app store. With hindsight, one can appreciate the import-
ance of launching these without delay. For Nokia’s managers in 2004, the
primary job to be done for mobile phone would have been voice and text
communication. For that, you don’t need a large touchscreen or an app
store. You don’t even need an internet connection. Nokia’s managers be-
lieved that there would be very few takers for a mobile phone that one
can operate with fingers on screen, and that supports internet connectiv-
ity and apps. They didn’t realise that an ecosystem would develop around
such smartphones, driven by mobile—operating system providers, hand-
set makers, app developers and telecom players coming together to deliver
novel use cases and user experiences.20 They also did not believe that
Apple, a computer maker which was a basket case not long ago, and which
recently saw success in a music player (iPod), had it in them to dethrone
the undisputed leader of mobile phones.

With their frames of reference—views about evolution of technology,
industry, consumer preferences, partners, competitors and themselves—
Nokia’s managers seem to have passed up the opportunity that came their
way. They also ended up underestimating the threat posed by Apple which
launched the iPhone in 2007. They didn’t believe that customers will aban-
don them in droves. Rest, as they say, is history.
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Strategic Intent

When Lee Kun-hee (aka Lee II) inherited a part of the Samsung business
empire in 1987, Samsung was a low-cost manufacturer of consumer elec-
tronics and electronic components. Although it had achieved some promin-
ence as a component maker, it was nowhere close to global majors (those
days, mostly Japanese) in consumer electronics. Six years on, Lee II as-
sembled his senior executives at the Kempinski Hotel Frankfurt Graven-
bruch. He articulated to his team the way forward for Samsung,

The Cold War has ended, but a more intense economic war
has begun . . . at Samsung, we must adhere to three credos:
faulty products are our enemy, faulty products are the root of
all evil, and if we produce a faulty product three times, we must
take it upon ourselves to resign.21

He made achieving world-class quality—something that Sony and other
Japanese players did exceedingly well—the overarching theme for Sam-
sung. In what came to be known within Samsung as the Frankfurt Declara-
tion, their chairman told Samsung executives to “change everything except
your wife and children.”22

Gary Hamel and C. K. Prahalad call this strategic intent. They warn,
however, that “strategic intent is more than simply unfettered ambition.”
They explain that strategic intent (intent, in short) is an active manage-
ment process that includes: focusing the organisation’s attention on the es-
sence of winning, motivating people by communicating the value of the tar-
get, leaving room for individual and team contributions, sustaining enthu-
siasm by providing new operational definitions as circumstances changes,
and using intent consistently to guide resource allocations.23

Intent, by capturing and prioritising the essence of winning, becomes
the touchstone for everything a business would do, including deciding on
which competitive actions to take and how. Intent clarifies to decision-
makers what sort of a game they would play. It clarifies what would be
their default mode of aggression, what they would and would not tolerate
from rivals, and whether they would follow rules of the game or seek to
discard the current rules and define new ones. Along with frames of refer-
ence, strategic intent guides your competitive strategy. By putting quality
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at the top of the agenda and saying that everything about Samsung can
change, Lee II provided a clear strategic intent for his team. Twelve years
on, Samsung overtook Sony in brand value.24.

Past Actions

Earlier, we saw how the acquisition of Infotel Broadband by Reliance In-
dustries signalled their intended entry into mobile telecom. This was the
second innings for Reliance Industries and Mukesh Ambani in the Indian
telecom arena. Earlier in 2002, Mukesh Ambani had entered the Indian
mobile telecom market through Reliance Infocomm. The earlier entry was
noteworthy for the structural shift it brought to mobile telecommunication
services in India.

Back in 2002, mobile telecom was an oligopoly of three players—two
from the private sector, and one government linked. Mobile calls from any
of them cost about |36 per minute (about 75 cents25) back then. Reliance
Infocomm launched their service in December 2002 with a tariff of |1 per
minute (about two cents) and later dropped this to |0.20 (less than half
cent) per minute.26

Incumbent players at that time had priced mobile telecom services high,
making it a luxury service that signalled affluence, and their game plan
aimed for high margins. Mukesh Ambani entered the market with a differ-
ent game plan, which changed the rules of the game. First, he triggered
a price war that forced incumbents to drop the prices equivalent to a 97
percent discount. Second, mobile telecom usage shot through the roof
and subscriber base expanded significantly. Third, the way to make profits
moved from high margins to high volume.27

The game plan of Mukesh Ambani back on 2002 for Reliance Infocomm
was to use a cost-efficient technology (CDMA as against GSM-2G) to offer
services at a very low price that would significantly enlarge the user base.
The high volumes with thin margin would help recoup investments and
make profits while also scale up the business. In his second innings—
Reliance Jio—what would you expect Mukesh Ambani to do? Given what
Reliance did for mobile voice service back in 2002, would you expect Jio
to repeat the same for mobile data a decade later?

Not surprisingly, Mukesh Ambani, in a talk addressing industry lead-
ers in March 2016, pointed out that mobile data consumption in India
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was highly skewed towards affluent customers, and average data consump-
tion per user was a measly 0.15 gigabytes (GB) per year.28 In September
2016, Mukesh Ambani announced the launch of Jio’s 4G services, which
would be free for first 90 days, after which customers would be charged
|50 (0.75 cent29) for 1 GB of data with unlimited free voice calls.30 In-
cumbent operators were offering similar data volume for a month at about
|250 (US$3.75) and were charging for voice calls by the minute. Within
days of Jio’s launch, major incumbents Airtel, Vodafone and Idea slashed
data prices by 70 percent for selected tariff plans and offered unlimited
free voice calls to high-value post-paid subscribers.31

Past actions, in a similar context or against a similar trigger, are a win-
dow to the mind of the strategist. A dominant rival who quickly and ag-
gressively retaliates to an incursion by a smaller player can be expected to
do the same in similar situations. The values-driven player who has never
worked around rules of the game can be expected not to bend rules. That’s
how reputations get built. That’s also how we get a better handle on what
a rival is likely to do.

Capabilities

Reliance Industries invested close to US$27 billion in the Jio venture during
2010-2016. About 110 million subscribers signed up during the first seven
months after Jio’s launch.32 Jio gave away SIM cards free. For much of this
period, Jio provided its services free—it was ostensibly testing its network.
By the time Jio started charging its customers, it had grabbed a sizeable
share of smartphone users in India. It takes deep pockets to do all this.

Jio had to complete the know your customer (KYC) process and han-
dover a SIM to each of its new customers. It facilitated the KYC process and
SIM handover for 110 million customers through the nationwide network
of Reliance Digital outlets, the Reliance-owned retail chain for consumer
electronics products. These outlets have been selling their in-house as well
as popular brands of 4G capable smartphones well before the launch of Jio.

Rolling out the nationwide 4G network for Jio involved a project of
massive scale and complexity, involving design of the entire system, pro-
curement, installation, testing of new equipment and integration of inter-
faces with third-party assets while keeping an eye on cost and time. Reli-
ance Industries has had a track record of executing large-scale and complex
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projects such as the largest petrochemical refinery in Asia. The first man-
aging director of Jio was a Reliance Industries veteran with decades of ex-
perience in petrochemical business who had also managed the nationwide
fibre network roll-out for Reliance’s earlier telecom venture.33

The balance sheet of Reliance Industries enabled it to fund the multi-
billion-dollar investments for Jio. The nationwide retail presence through
Reliance Digital allowed Jio to reach customers for KYC and distribute
SIMs. The extensive project management capabilities already available
within Reliance Industries made it possible for Jio to get its infrastruc-
ture up and running within time and budget. These are three instances of
how Reliance Industries was able to leverage its current configuration of
resources and capabilities to roll out Jio.

If critical capabilities essential for a potential competitive action are
absent with a rival or difficult to acquire within a reasonable time frame,
that potential action can be set aside as implausible. Frames of reference,
strategic intent and past actions tell us what a rival is likely to do in a given
context. Capabilities tell us what the rival is able to do.

Some conjectures of potential competitive action may not be plausible
for a rival due to lack of required resources and capabilities. Rivals may
engineer strategic alliances to augment their capabilities. We need to be
mindful of such possibilities when sizing up rivals. Tesla, the electric car
maker, acquired key resources and capabilities through alliances with the
likes of Daimler, Toyota, and Panasonic.34

By validating the range of possible competitive actions—conjectures,
really—against capabilities needed to viably execute the actions with a
reasonable probability of success, we can eliminate several actions as im-
plausible.

We start with the competitive action that will provide the best results
for the rival and ask, Do they have the resources and capabilities to pull it
off, and if not, can they acquire these in short order? If the answer is no, we
set that aside as implausible and move on to the next best possible action,
repeat the question and work our way down the list. For each of the actions
the answer becomes yes, we know that this is something our rival ought to
do and can do, if they want to.

Table 5.1 gives the key dimensions of frames of reference, strategic
intent, past actions and capabilities that we need to capture in the rival’s
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TABLE 5.1: What we need to know about the rival

Dimension Description

Frames of Reference

About the arena, indus-
tries and markets

Player’s views about the arena, industries and markets in
terms of current state, outlook and future trends

About rivals Player’s beliefs about its rivals in terms of their key char-
acteristics relevant for the arena, market and industry

About self Player’s insights on own capabilities and weaknesses

About values Player’s beliefs about what’s acceptable behaviour and
what’s not done in business

Strategic Intent

About winning (and
rivalry)

How the player seeks to win the competitive game, what
would the player consider fair play (for e.g., winning at
any cost vs playing fair and square)

About the arena and self Player’s aspirations and plans for the arena, and its pres-
ence in the arena

Past Actions

Past actions on similar
trigger

How the player acted upon a similar trigger in the past

Past actions against spe-
cific rival

How the player acted on a past episode relating to a
specific rival (who is part of the current trigger)

Capabilities What resources and capabilities does the player pos-
sess, which it can bring to play to execute a conjectured
competition action viably and with reasonable probability
of success

Source: The author

profile. Frames of reference and intent relate to enduring characteristics
of the player being sized up, as well as how they play the competitive
game. The frames of reference and intent relevant for a business derive
from those of its promoters, key managers and decision-makers. If the
business is part of a corporation, its frames of reference and intent are to
a great extent shaped by those of the corporation. Often, the frames of
reference and intent of leaders get reflected in their business. Past actions
have to be filtered for relevance to a specific trigger for competitive action
as well as the competitive arena. From these, we come up with conjectures
on potential competitor actions.

From the configuration of resources and capabilities of a rival, we have
to focus on those capabilities that are relevant to the set of conjectured
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competitive actions. With this, we can eliminate the implausible among
conjectured actions. The result is going to be a very small set of plausible
competitive actions specific to the trigger. As the famous detective is sup-
posed to have said, “When you have eliminated the impossible, whatever
remains, however improbable, must be the truth.”35

Nuances on Predicting Rivals’ Actions

While the general arguments presented above are valid for most of the
players we see in different arenas, there are nuances that influence pre-
dictability of rivals.36

Rivals who are strategy-driven are easier to predict. Rivals who do not
follow even an implicit strategy but take decisions and pursue actions on
an ad hoc basis are difficult to predict, as the pattern of actions taken by
them would wander off from the narrow path that a well-defined strategic
direction would impose.

Larger, bureaucratic or process-driven rivals are easier to predict. Play-
ers who are less process-driven or less bureaucratic tend to be more fleet-
footed and entrepreneurial and can get unpredictable. For such rivals, your
predictions are likely to be off the mark more often, and your pre-emptive
actions must have built-in flexibility for you to adapt to emerging under-
standing of rival’s intentions and actions.

Underperforming rivals are easier to predict than rivals who outperform
peers. Underperformers are mostly reactive, and reactive moves are easily
predicted. Persistently underperforming rivals will be subject to perform-
ance pressure, and the worst performers are practically pushed against the
wall. Such players can go berserk. They end up doing things that are
detrimental to their long-term interest. So while underperformers can be
predicted most often, there will be the once-in-a-while discontinuity when
they do something that’s damaging for all players in the arena. These acts
would be difficult to predict.

Rivals who consistently outperform peers would do so by pre-empting
competitors as well as taking proactive strategic initiatives based on intern-
ally identified opportunities and challenges. They are also typically first off
the block in sensing and acting on external opportunities and challenges.
To predict what they are likely to do and also pre-empt them requires that
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you too be as battle-ready as they are, if not better. That’s to say that only
battle-ready players can hope to outgun other battle-ready players, and it
won’t be an easy game.

The most important marker for predictability of a rival is how predict-
able they have been in the past, compared to predictability of other rivals.
Paying attention to this dynamic is an essential feedback for the process
of predicting rivals. With this feedback, you are able to calibrate the effort
and approach to make sense of information about a rival in predicting their
intended actions.

On When to Size Up Rivals

Any external trigger—an opportunity or a challenge that will compel a rival
to act—would warrant a fresh sizing up of the rival. Any structural change
in the competitive arena, or changes in macro context that impacts the
arena would require a review of rivals’ profiles. Such triggers often elicit
action from all who are attentive, and there would even be a race to act.

Any proactive competitive action by us should include sizing up of rivals
to understand their likely response. Say, we want to launch a new product
variant, or we are planning a price cut. Often, when managers assess
the business case for such competitive moves, they leave out potential re-
sponses from rivals. It is only when a rival reacts to our competitive action
that we sit up and start thinking.

We tend to ignore that a competitive action taken (or intended) by us
becomes an external trigger for our rivals. Direct rivals would be compelled
to act upon that trigger. Battle-ready players at least anticipate the first
response of rivals to their competitive action before embarking on it. Most
often they also pre-empt the best response from rivals, in their first salvo
itself. We will discuss more on this in the next chapter.

There are several internal triggers that would lead to search for new
initiatives by rivals. These events can be picked up through signals such as
timing of annual planning and strategy update, changes in senior executive
team such as appointment of CEO or top management executives, change
in board composition, patent applications or announcements by the top
management. These events relating to key rivals warrant an update to
the sizing up of rival. This ensures that we are able to expect potential
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competitive moves by rivals without delay. Forewarned, we will be better
placed to plan and execute our pre-emptive action, if need be.

Like the story about wuxia warriors at the beginning of this chapter,
if our rivals were also battle-ready, they would have anticipated that we
would pre-empt their best action or response in our first salvo itself. Which
means that they would already be planning to undermine our competitive
move through their pre-emptive action. Working backwards like this is use-
ful to the extent that it helps us understand pieces of information gathered
from the market that won’t neatly add up otherwise, beyond which the
exercise becomes a distraction.

LONG STORY short

Rivals are predictable. We too are predictable to our rivals.
We can predict, with reasonable degree of accuracy, the
nature and timing of competitor action. Rich and deep profiles
built from sizing up of rivals are essential to predict their next
move. Sizing up helps develop conjectures about a potential
competitive action and check for plausibility of conjectured
actions. Frames of reference, strategic intent and past actions
of a player drive the conjectures about potential competitive
actions the rival can take, upon a trigger to act or react.
Capabilities of the rival help narrow down plausible actions
from the conjectured competitive actions. With these, we can
predict, with reasonable accuracy, the nature and timing of
intended competitive action by rivals.
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CHAPTER 6

WHAT’S OUR NEXT MOVE?

In December 2015, Bharti Airtel, the then leader in the Indian mobile tele-
com arena, announced a buyback and upgrade offer for customers who
used 3G WiFi dongles of its rivals. WiFi dongles are pocket-sized devices
that take a SIM (2G, 3G or 4G) and act as a WiFi hotspot with which users
can connect multiple devices such as smartphones, tablets and laptops to
the internet with mobile data service available through the SIM. At that
time, mobile telecom players were offering data SIMs and dongles that
provided data access with 3G technology.

This was before the entry of Jio, though, by then, impending entry of
Jio was well known. The other major incumbents were Vodafone, Idea
and BSNL. For a net cost to customer of |300 (US$521), Airtel offered to
upgrade the customer’s 3G dongle from one of its rivals to an Airtel 4G
dongle. Airtel would destroy the rivals’ dongle. A Business Today cover
story called this the “first salvo in the great 4G war that is in the offing.”2

Although Jio’s 4G licence (through Infotel Broadband acquisition) al-
lowed it to offer only data services, it went on to obtain a unified licence
including for voice services three years later. Thus, by October 2013, it was
clear that Jio would enter mobile voice and data services with 4G techno-
logy. Airtel had already launched its 4G data services in Kolkata in 2012
and 4G mobile services in Bengaluru in 2014.3

During these years, 4G-capable handsets were not widely available, and
most of the customers could use 4G mobile services only through WiFi
dongles. Reliance Jio would eventually launch their dongles, some eight

101



months after Airtel’s offer.4 So what was Airtel up to, with the buyback and
upgrade offer? Who was it targeting through this competitive move, and
what was the purpose of the competitive action?

TO ACT OR NOT TO ACT

Ming-Jer Chen identifies three drivers that together determine rivalry bet-
ween players—awareness, motivation and capabilities. According to Chen,
there are “three essential factors that underlie organisational action: the
awareness of interfirm relationships and action implications, the motiva-
tion to act, and the capability of taking action.”5

Awareness operates at two levels. First is the awareness about strategic
interdependence with a certain player, whether they are a direct rival, a
player with a different game plan, a smaller player or someone in an ad-
jacent market, and so on. The competitor radar (Chapter 4, Figure 4.4)
helps us gain this awareness.

Second is the awareness about specific competitive actions that rivals
are intending to execute, or have already executed. In some cases, rivals
execute competitive actions in stealth mode, and we become aware of it
after the event. Then there are intended actions that rivals are likely to take
based on triggers. We have discussed this in Chapter 5. Having covered
how to become aware, let’s look at how to assess our motivation to act.

Between 2010 and 2013, Jio acquired the licences needed to offer 4G
mobile telecom services, positioning itself as a potential direct rival to Air-
tel. However, Jio would not be the only rival for Airtel. Incumbent players
such as Vodafone and Idea who were active in mobile telecom services
using 3G technology were preparing to adopt 4G.

For instance, in 2015, Idea acquired 4G spectrum from Videocon.6 As
the market leader, should Airtel have the motivation to act? Should it
pre-empt? If so, who are the players that Airtel should be motivated to
pre-empt?

To understand the motivation of a player to act against a rival, we need
to understand the impact that the competitive action—intended or already
executed—would have on business performance, competitive positioning
and reputation of the player (see Figure 6.1).
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FIGURE 6.1: Assessing impact of competitor action

Impact on Business Performance

Jio’s subscriber grab will result in loss of customers for all incumbent play-
ers. Being the market leader at the time of Jio’s entry, Airtel would likely
lose more customers to Jio than any of the other incumbents. Its price real-
ised per subscriber would go down and unit cost would likely escalate. The
negative business impact would be substantial. If Jio stays on in the mar-
ket, which is most likely the case, the negative business impact on Airtel is
not likely to be transient.

Business impact—on revenues, costs and volumes—needs to be assessed
whether the impact would be negative or positive, whether it would be
trivial or substantial, and whether it would be transient or permanent. The
malevolent mix is a negative impact on business results that is substantial
and permanent. A benevolent mix would likely be trivial and transient
even if negative. More malevolent the likely impact of a competitor action
on a player, higher would be the motivation for the player to respond. For
Airtel, the impending entry of Jio and others into 4G would clearly turn
out to be malevolent on business impact, providing a clear motivation for
Airtel to act.7

What’s interesting is that Airtel’s motivation to act is not just directed
at Jio who is yet to enter, but also at other incumbents such as Vodafone
and Idea, as they too would most likely adopt 4G technology.
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Impact on Competitive Positioning

Recall the discussion in Chapter 4 on competitive strategy analysis (decom-
posing RoA into return on sales and asset turnover), the assessment of mar-
ket commonality and relative resource position. Entry of Jio and adoption
of 4G by other incumbents would bring changes to all these analyses for
Airtel. How would the entry of Jio affect Airtel’s position in the RoA scatter
plot? Would Airtel continue to remain one of the best performing players?
What about the market commonality of Airtel with various rivals? Would
it face more direct rivalry? How would it fare against rivals—incumbents
and the new entrant—in terms of relative resource position?

Again, to answer these questions, we need to look at the three dimen-
sions of impact used earlier—negative or positive, trivial or substantial,
and transient or permanent. More malevolent the impact is on Airtel’s cur-
rent competitive position, more motivated Airtel would be to act. Here
too, the assessment of motivation is not restricted to Jio alone but other
incumbents as well.

Impact on Reputation

When a player expects or observes a competitor action, especially triggered
by an external threat or opportunity that is highly visible, stakeholders are
going to keenly watch the player’s response. The player’s chosen course of
action provides important signals to stakeholders about the player. This is
especially so if the player is the market leader. Reputation gets reinforced
or diminished as the current action (or inaction) becomes the newest ad-
dition to the series of past actions by the player.

Jio’s ambitions for aggressive growth would not have been difficult to
surmise for anyone who had sized up Reliance Industries in the context of
entry into telecom market. Various stakeholder groups would have been
eagerly watching Airtel to see how it responded. Let’s say that Airtel chose
not to do anything against the impending entry of Jio and adoption of
4G by incumbent players. Both Jio and other incumbents are likely to
interpret this as a weakness in the market leader—inability to respond so
as to protect its turf. Afterall, Airtel has the most to lose.

This will embolden some of Airtel’s smaller rivals to get more aggressive
in the market. Airtel employees would interpret this negatively, leading to
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decline in morale. Its vendors and business partners would also see this as
its inability to respond. The stock market, analysts, and investors would
all speculate on some hidden malice within the company that is holding it
back. On the whole, doing nothing would damage Airtel’s reputation.

In assessing the impact on reputation, the default option is to check
how stakeholders will interpret inaction. How will maintaining status quo
impact the player’s reputation with various stakeholders—negative or pos-
itive, trivial or substantial, and transient or permanent? More malevolent
the impact on reputation, more motivated the player should be to act. If
the status quo is not an option, the next step is to check the impact on
reputation for various potential competitive actions by the player. Assess-
ing the impact on reputation helps further narrow down potential actions.
There would also be a trade-off between the impact on reputation and vi-
ability of action for the range of potential actions. This trade-off needs to
be weighed in choosing the appropriate action.

Putting it Together: Motivation to Act

In the case of Airtel facing the impending entry by Jio and adoption of
4G by other incumbents, the impact on business performance, competitive
position and reputation turn out to be negative, substantial and permanent.
Airtel definitely needs to act.

Its actions have to meet multiple objectives. It should signal to Jio that
it will guard its turf aggressively. It should position itself to minimise the
competitive threat from incumbents even before Jio enters, so that it stands
as a more formidable rival when Jio enters. For that, it has to start clob-
bering other incumbents right away. It should convey to its employees as
well as external stakeholders such as vendors, business partners, investors,
and analysts that it is coming from a position of strength and it has a clear
game plan to face off the external threat of a new entry coupled with tech-
nology change. The first salvo of Airtel—buying off current rivals’ dongles
and then bulldozing them—is not aimed directly at Jio, but at current in-
cumbents such as Vodafone and Idea. It is a clear message to all including
Jio that Airtel will fight the ensuing battle head on. Not all intended or
executed competitor actions deserve a response though. If the impact on
business performance, competitive position and reputation are benevolent
for a trigger, it would be better for the player to wait and watch. Some ef-
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fort needs to go into tracking the evolution of that trigger as well as actions
and responses of other players, so as to be alerted if the motivation to act
becomes more compelling over time.

WHAT’S OUR MOVE?

In the previous chapter, we focused on predicting what our rivals are likely
to do, either against an external trigger or on an internal trigger. We started
this chapter by looking at how to figure out whether we should respond or
not. Say we figure out that we need to respond. We then need to figure out
what our move should be. We may be making our move before the rival’s
intended action hits the market—that would be pre-emption. We may be
making the move after the rival acts—that would be a reactive response.
Either way, we need to figure out what our next move is going to be.

Pre-empting Rivals

Robert Taylor of Minnetonka Corporation introduced a new product called
Softsoap in 1978. It was born out of Taylor’s idea that liquid hand soap
in a bottle with a pump would be far more convenient and hygienic than
using a bar of soap. The launch was supported by a modest advertising
outlay of US$7 million. Taylor realised that consumer products giants such
as P&G, Unilever and Colgate-Palmolive (CP) would flood the market with
their own liquid soap products if the idea of liquid hand soap in a bottle
finds customer acceptance.8 This would have resulted in severe erosion of
the presence of Softsoap in retail shelves and consumers’ minds.

Anticipating this, Taylor made a bet-the-farm move to place an order for
100 million pumps with the only two American suppliers of plastic pumps.
Taylor contractually tied up a year’s production capacity for plastic pumps
available in the USA then. Creating new capacity to produce plastic pumps
would require time to build of several months. Importing from China
hadn’t yet caught on. Rivals had to wait to source an essential input—
the pump. Meanwhile Softsoap became a hit.9 Softsoap successfully pre-
empted consumer products majors, denying its rivals the use of their best
weapons—access to shelf space and large advertising outlays—with which
they could have killed Softsoap in its early days itself. With the pre-emptive
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action, Softsoap revenues reached US$25 million in first six months. Seven
years later, Taylor sold Softsoap to CP.10

Varieties of Pre-emption

The case of Softsoap is a situation where you are planning a competitive
move that has high potential to create value. However, you are apprehens-
ive that rivals, especially those with superior relative resource position, will
steal your thunder once your idea becomes apparent. Your pre-emptive ac-
tion should focus on protecting your value appropriation and at the same
time restrict your rival’s ability to take away value or impose additional
costs on you. Remember that your pre-emptive action has to prevent pre-
cisely what you would do to your rival if the tables were turned (Table
6.1).

Some external opportunities emerge, that have characteristics of high
potential for durable first-mover advantage. Patent races, as witnessed
in industries such as pharmaceuticals, are a classic example. Not all first
moves result in durable advantage. You benefit from first-mover advantage
when the source of advantage is a scarce resource which is controlled by
you such as a patented technology or rare asset, or when the customer, once
locked in with you, finds it extremely difficult to leave you—high switching
costs. Such advantages, when durable, meaning that it will continue to
provide an advantage over years, are extremely valuable. You should race
to corner the opportunity as you would be able to benefit from it and deny
your rivals the benefit of it.

Awareness of a potential entry, especially one by a strong player from
an adjacent arena, is serious business. If the entry succeeds, it will per-
manently have a substantial negative impact on our business. The best
outcome of pre-emption of entry would be to get the potential entrant to
abandon the plan by making their business case for entry unviable. This
can be achieved by locking out the rival from accessing key inputs, deny-
ing the entrant access to these inputs or locking in customers, effectively
shrinking the accessible market for the entrant. If entry can’t be thwarted,
locking out inputs and locking in customers would at least help delay the
entry. However, it falls on the leader or close challenger to thwart entry. A
distant challenger in a market is better off waiting and watching how the
entry plays out.
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TABLE 6.1: Varieties of pre-emption

Context for Pre-emption Focus of Pre-emption

Action initiated by you based on internal
search

– Protect your action’s value
– Restrict rivals’ ability to impose addi-

tional costs on you

Action initiated by one of your rivals
based on internal search

– Make rival’s action costly
– Undermine rival’s value
– Steal the thunder

External opportunity with potential for
durable first mover advantage

– Race to be the first among incum-
bents to corner the opportunity, viably

Potential entry into the market where you
are the leader or a close challenger

– Make entry difficult by undermining
the entrant’s business case

– Delay entry

Potential entry into the market where you
are a distant challenger

– Wait and watch

Source: The author

As Jerry Wind observes, pre-emption “is a very powerful attack that
can slow or stop competitors or pin them down before they have had a
chance to act.”11 Locking out rivals from access to resources and assets is
one of the commonly used and powerful modes of pre-emption. Softsoap
locked out incumbent consumer products majors from the supply of plastic
pumps. A pharmaceutical company racing to secure a patent is essentially
seeking to lock out rivals from control of this valuable and durable asset.
Once the company secures the patent, rivals are locked out of the market
for that drug. Even if the patent holder licenses the drug to rivals, a good
proportion of value appropriation would go to the patent holder. Being
able to profit from patents and other IP is not that easy though, as we
discuss in Chapter 10.

Maruti Suzuki, the Indian automaker, is frequently lampooned for poor
build quality of its cars visible in cheap looks and lower safety. Yet its
dominance of the market for passenger cars in India has continued over
years. Auto majors from Japan and America have been trying hard to get a
toehold in the market but haven’t been successful yet. Why would Indian
car buyers stick with Maruti Suzuki? In January 2018, Team-BHP, an In-
dian automotive portal, ran an impromptu survey by asking its community
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members: Why do they “choose Maruti Suzuki cars over others?” Within
two days, 47 community members replied. Most of them mentioned one or
more of the following reasons: excellent after-sale service available across
the country, easy escalation matrix to handle issues, lower maintenance
cost, and customer-centric approach. Many of the respondents claimed to
own cars from other automakers as well, and their responses were based
on comparing customer experience.12

Maruti Suzuki, through its customer-centric approach to ensuring high
standards of after-sale service, easy escalation, country-wide presence of
service network and lower cost of service, has created a lock-in for its cus-
tomers. The lock-in has effectively shrunk the market that is accessible
for other automakers. The lock-in of customers with Maruti Suzuki, how-
ever, will only last so long as the differential customer experience persists,
so Maruti Suzuki needs to be on its toes to ensure its superior customer
benefits if it were to retain the customer lock-in.

Recall Airtel’s WiFi dongle buyback offer, primarily targeted at custom-
ers of its rivals of the day—Vodafone, Idea, and BSNL? These rivals of Airtel
had an existing subscriber base who used their 3G data services through
dongles. Upon launching 4G, the rivals would have incurred much lower
customer acquisition cost for upgrading their existing 3G data service cus-
tomers to 4G. The 4G adoption business case for the rivals would have
factored in assumptions to reflect this as well.

Through its pre-emptive buyback and upgrade offer, Airtel was seeking
to impose a higher cost on its rivals. More the number of rivals’ customers
switching to Airtel through the pre-emptive offer, lower will be the existing
base of data services subscribers for rivals. This will jack up their customer
acquisition cost or extend the time taken to reach levels of subscriber base
at which their business plan will be viable. Through its pre-emptive action,
Airtel was seeking to weaken rivals’ business case by imposing additional
costs for their 4G adoption.

Up till the 1970s, insulin for therapeutic use was a purified form of
insulin extracted from animal pancreas, with Eli Lilly and Novo dominating
the global insulin industry. Novo was the technology leader, the first to
bring to market higher purity of insulin. By 1980, Novo’s animal pancreas-
based insulin had impurity of one part per million (PPM), while Eli Lilly
produced insulin with 10-20 PPM impurity. Then, Eli Lilly figured out how
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to grow insulin in a petridish (biotech insulin) which had 0 PPM impurity.
It was 100 percent pure.

While Eli Lilly applied to drug regulators for permission to sell its bi-
otech insulin, Novo went ahead and launched a semi-synthetic insulin
which was 100 percent pure. Since Novo’s product was the result of in-
cremental changes to an already approved product, it did not require fresh
approvals from drug regulators. The downside for Novo was that semi-
synthetic insulin cost 20 percent more to produce, while biotech insulin
would be 15 percent cheaper, both compared to high purity insulin already
in the market.13 Why would Novo launch a product comparable to Eli
Lilly’s biotech insulin which would cost 30 percent more? Won’t it result in
huge losses? How good a pre-emptive action was this?

Eli Lilly would have been the first to launch a 100 percent pure in-
sulin, which it could claim to be “human insulin,” providing a significant
advantage over Novo in terms of product quality. For the first time, Eli Lilly
would be able to claim technology leadership in insulin. Novo, by launch-
ing semi-synthetic insulin, was able to steal the thunder from Eli Lilly. With
Novo’s pre-emptive move, Eli Lilly could not claim to be the first to offer
100 percent pure human insulin. Any associated premium or market share
grab was also denied to Eli Lilly. Novo had started its research on biotech
insulin concurrently, and it would soon withdraw semi-synthetic insulin
from the market once its biotech insulin was available for sale.

In 2017, Samsung had announced an investment of more than US$20
billion to set up their fifth-generation organic light-emitting diode (OLED)
display panel manufacturing facility called A5, with a capacity to produce
about 3.2 million displays a year. It had an existing capacity of 2.8 million
displays in their A1 and A2 plants and was in advanced stages of complet-
ing construction of A3 and A4 plants which would bring additional capacity
of 2.2 million displays.14 The announcement of A5 even before A3 and A4
plants went full steam in production was a signal to Chinese display man-
ufacturers that any investments they may bring into display production
capacity might end up unviable.

A dominant player committing credibly to build capacity far in excess
of current demand would signal to rivals that they might be stuck with low
utilisation, making their intended investment in capacity addition unviable.
Samsung was seeking to pin down its Chinese rivals from acting by way of
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adding new production capacity, which in turn would make unviable any
investment proposal that Chinese rivals may be considering.

Chasing Windmills and Reacting to Actions by Rivals

As much as pre-emption is powerful, it is also difficult to execute. Remem-
ber that pre-emption is based on an expected move by a rival. The best
outcome of pre-emption is to get the rival to abandon the intended action.
However, a crafty rival can signal a certain impending action tempting us
to pre-empt, but with no real intention of following through. If we pre-
empt, the rival abandoning the intended action would seem like we have
won the round. But in reality, the rival didn’t have any plan to execute,
and signalled the intended action just to make us spend valuable resources
and effort on a fool’s errand.

We cannot completely disregard the rival’s signals, as there is a chance
that rival may follow through, seeing that we are not doing anything to pre-
empt. One way to guard against such mind games is to validate whether
the rival is making credible commitments to back the signals about the
impending action. As long as evidence of such commitments are thin, we
may want to signal back our intentions to pre-empt but waiting to make
any significant commitments on pre-empting.

It is not always that we are able to pre-empt rival actions. First, we
might be totally unaware of rival’s impending action. If this happens often,
we are definitely not battle-ready. Second, we might not be sure of the
nature or timing of the rival’s actions. The uncertainty would significantly
influence our decision to act pre-emptively. Taking pre-emptive actions
would consume resources and managerial bandwidth, for which alternate
uses would always exist within organisations.

Higher the uncertainty about rival’s impending action, lower will be
the likelihood that a pre-emptive action will find support and approval
among our organisation’s members. In situations where the current level
of information leads to ambiguity about the rival’s impending action, it is
essential to focus effort and resources to gather more information. The
added information can help reduce uncertainty, leading to the possibility
of less risk in deciding about what to do.

Impending or actual rival actions that evaluate to substantial and per-
manent negative impact on our business is symptomatic of erosion of our
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competitive advantage over time. If our product were far more superior for
its price, and if our customer experience were much better, probably our
motivation to pre-empt would have been lower. High motivation to pre-
empt should definitely set us thinking about how to pre-empt. At the same
time, we should also start thinking and talking about how we got there,
and what we can do to strengthen our moats and forts.

In general, pre-emption allows us to act with more degrees of freedom.
When we are on the pre-emptive mode, there are more action choices avail-
able to us. Once the rival acts, the range of actions we can take in response
would get restricted. As the time-tested adage goes, prevention is better
than cure. In any case, if we fail to pre-empt, for whatever reason, we
have to operate within the limited degrees of freedom available to us as a
reactive player. Hopefully, we learn from this, and we use the opportunity
to get battle-ready for the next round.

Can We Pull It Off?

Inspired by how battle-ready players have successfully pre-empted grand
plans of mighty rivals, we could come up with our own pre-emptive action
plans to thwart our rivals. That’s good news in terms of improving our
battle-readiness. Such potential pre-emptive actions would be just a plan
on paper. For us to execute, we need the capabilities to pull it off.

In trying to predict what our rivals would do, we first come up with
a set of conjectured potential competitive moves. We then evaluate each
of the potential moves for plausibility by checking if the rival has the cap-
abilities to execute the action, to narrow down to predicting rival’s next
move. Same way, for the potential pre-emptive or reactive actions that we
are considering, we need to ask: Can we pull it off?

More importantly, each player would have a unique configuration of
resources and capabilities that will dictate different costs on each of the
players for doing the same thing. Thus, the capabilities question is really
an assessment of viability. This is where the feedback loop closes. Our
ability to act derives from our current configuration of resources and cap-
abilities. Our resources and capabilities are shaped over time through the
action choices we have made in the past. Our past dictates the viable
choices available today. By the time HMT Watches woke up to the real-
ity of competitive annihilation at the hands of Titan (see Chapter 1), its

112 Battle-ready



past inactions had made it too weak to do anything meaningful by way of
fighting back.

COMPETITIVE DYNAMICS

We have looked at competitive action following the emergence of triggers—
external or internal (see Figure 6.1). External triggers could be common
to all players in a market, such as entry of a new player or availability of a
new technology. Internal triggers could be the outcome of active search for
new initiatives based on internally identified opportunities or challenges.
An action initiated by an incumbent player would become an external trig-
ger for other incumbents and other players. When Airtel fired the first
salvo of buyback of rivals’ dongles, this action became the external trigger
for incumbents such as Vodafone and Idea. They would use the same ap-
proach as detailed in this chapter to figure out how to respond. We would
call it competitive action by Vodafone or Idea, just that it is in response to a
pre-emptive action by Airtel.

We can see the parallels with the story about two wuxia warriors that
appeared in the beginning of the previous chapter. Competitive dynamics
unfolds as a series of actions. Each action creates for the initiator an op-
portunity to benefit from the action.15 Here, the reference is to the first
action and not responses to a competitive action. The initiator can hope to
accrue these benefits only for a while, till rivals get their act together. Once
any of the rivals respond effectively, the benefit from the earlier action will
change, as it now has to accommodate the response as well.

Uber Eats launched local food delivery in Mumbai, India, in May 2017.
It offered its customers the feature of scheduled deliveries with which or-
ders could be placed for deliveries to be made from one hour to one week
later.16 At the time of Uber Eats’s launch, incumbents such as Swiggy and
Zomato did not offer scheduling of deliveries, and followed a first-in first-
out logic for fulfilment. Soon after a customer order is received, the in-
cumbent would process it via the chosen restaurant and deliver the order.
Incumbents refrained from offering scheduled delivery, as this would in-
crease the cost of fulfilment as well as operational complexity of managing
the order pipeline. Operational issues in fulfilling scheduled deliveries can
negatively impact overall customer experience.
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However, scheduling provides customers the added benefit of planning
ahead, and Uber Eats was uniquely positioned to provide this at its launch.
Within six months, however, Swiggy added a feature that allowed cus-
tomers to schedule delivery of food up to 48 hours in advance. Swiggy
promised free deliveries for customers who scheduled orders, claiming that
scheduling will improve predictability of orders and deliveries, resulting in
cost savings.17.

Before Uber Eats was launched, customers who preferred planning
ahead for food deliveries did not really have an option other than to re-
mind themselves to order about half an hour before when they needed
food. Uber Eats provided scheduling, and customers who valued this at-
tribute would have flocked to them, resulting in a relative advantage in
customer acquisition and retention for Uber Eats compared to if they hadn’t
provided this customer benefit. This relative advantage would last only till
one of the other incumbents matched the feature, which happened a few
months on. Thus, Uber Eats had a narrow window of opportunity of a few
months when it could benefit from the competitive advantage of scheduled
delivery. Once rivals copied this feature, they were at par on this feature
in the eyes of customers. The competitive advantage would diminish and
eventually vanish.

Ian MacMillan characterizes the dynamics of strategic initiative or com-
petitive action18 as playing out over three phases—launch, exploitation
and counter-attack (see Figure 6.2).

The first phase, launch, is the duration of time to build, which the initi-
ator of the competitive action takes to go from an idea to realised advant-
age in the market. The duration of launch phase depends on the nature of
the competitive action. A price change can go from idea to execution in a
few days, while a cost improvement initiative would take a few weeks to a
few months. Capacity and capability changes would take longer to build,
say a few months to a few years. Innovation-driven initiatives would have
longer time to build, and also involve uncertainty.

During the launch period, no significant benefits in terms of perform-
ance are likely to accrue to the initiator. In fact, there would be negat-
ive impact on current performance. Financial commitments would result
in negative cashflows, higher interest cost or a leveraged balance sheet.
Changes in processes and operations to prepare for launch of the initiat-
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FIGURE 6.2: Competitive dynamics

ive might disrupt current rhythm of doing things within the organisation,
affecting current performance negatively.

Once the initiator launches the competitive action, the benefits would
hopefully start to accrue—revenue increase, margin improvement, cycle
time reduction, better customer experience—whatever was intended, and
a few unintended. This will continue over the exploitation phase when the
initiator will be uniquely positioned to offer the customer benefits from its
competitive action and in turn appropriate value from offering the bene-
fits. The duration of the exploitation phase will depend on the nature and
source of advantage.
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A trade secret, as long as it remains valuable in the market, can last
several decades. Ask the cola majors or WD-40 Company, the maker of
eponymous water-displacing spray. When you can’t keep it a secret, you
would go for a patent that will typically last less than a couple of decades.
Complex configurations of resources and capabilities that result in cost ad-
vantage or superior customer benefit can be difficult for rivals to imitate.
They will take time to figure out how to replicate. A change in price sched-
ule can probably be copied by rivals in a few days. More imitable or substi-
tutable the nature and source of advantage is, more well-placed your rivals
will be to shorten the duration of the exploitation phase.

It is during the exploitation phase that rivals will evaluate your action
which would have become an external trigger for them. Rivals may be
unaware of your move or may be in denial initially. If so, you are lucky,
but you cannot pin your game plan on getting lucky. In general, rivals may
choose to do nothing immediately, copy or neutralise the benefits from the
action if possible, or come up with something better. In any case, rivals will
take some time to assess your action and decide on their response.

Once rivals decide on what to do, there will be a time to build for them.
Thus, there will be some delay before response to your initial action will
hit the market. This is the time period during which you, the initiator of
the competitive action, can fully exploit the benefits of the advantage it
created. However, the advantage and benefits from any single competitive
action won’t last long, leave alone forever.

Rivals hitting the market with their response marks the beginning of
the counter-attack phase. During this phase, the benefits from advantage
to the initiator will decline as the value of the advantage in the market
gets diminished by the rivals’ response. Eventually, the benefits from the
advantage to the initiator will become trivial, as the advantage itself gets
neutralised.

The essence of competitive dynamics is its repetitive nature, like ocean
waves relentlessly crashing on the shore. Competitive actions that we take,
even those that come from years of toil and sizeable investments, have an
expiry date. Often, it’s our rivals who decide the expiry date. When we
look at the business case for a competitive action, we ought to predict the
expiry date which rivals would impose on the advantage we seek to build.
Without that, we are likely to grossly overestimate the business case for
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the competitive action. Also, before the expiry date of the advantage we
are currently benefiting from, we need to be ready to hit the market with
the next advantage-seeking initiative. Rather than letting our rivals decide
the expiry date for the sources of our competitive advantage, we can pro-
actively make our advantage redundant by building a superior advantage.
If not, our rivals may take the lead and we would be relegated to catching
up.

Ian MacMillan points out, “The challenge for today’s strategist is to
constantly seek the second act—even as the firm is benefiting from the
current competitive advantage it should be laying the groundwork for the
upcoming competitive advantage.”19 Battle-ready players would ensure
that they pay close attention to the three phases of competitive dynamics
while developing strategic (advantage-seeking) initiatives. They would en-
sure that potential rival responses and their impact on competitive dynam-
ics are factored in while validating the viability of an initiative or action.
They would weave in design elements that will stretch and guard the ex-
ploitation phase. They would also build a pipeline of potential advantage-
seeking initiatives for their business—a quiver of arrows from which they
can draw one after the other. The mind-sparring wuxia warriors would
agree.

Chapter 6. What’s Our Next Move? 117



LONG STORY short

Motivation to act upon a trigger for a competitive action
is driven by impact on business performance, competitive
position and reputation that the trigger has on our business.
More negative, substantial and permanent the impact of the
trigger on our business performance, competitive position
and reputation, more motivated should we be to pre-empt or
respond. Pre-emption helps stop or slow rivals. It pins down
rivals by restricting their range of available actions. Reactive
responses suffer from restricted degrees of freedom and are
less preferred than pre-emption. High motivation to pre-empt
or respond to the competitor’s actions is symptomatic of
erosion of our competitive advantage. Competitive dynamics
is the continuous wave of actions by players coming up with
advantage-seeking initiatives and responses by their rivals
which are aimed at neutralising the advantage or turn the
table, often taking turns in the role of initiators. As we try to
get and stay battle-ready, our rivals too would do so. The key
to winning is to stay at least one step ahead of the rivals.
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CHAPTER 7

BEATING THE GOLIATHS

“Gentlemen, we are going for the gold medal. The people who win silver
at the Olympic Games have trained for gold. . . . You are less lucky if you
win silver. If you are unlucky, you end up number six. But in the chip
lithography market, there isn’t even room for six contenders.”1 That’s how
Gjalt Smit, first CEO of ASML, articulated the strategic intent for the new-
born maker of semiconductor lithography equipment in 1984. At that time,
the global market was dominated by GCA of the USA and Nikon of Japan.
There were seven other smaller players—American, Japanese, German—
all angling for a chance to step on to the podium. While GCA and Nikon
captured most of the market and were selling several hundred machines
every year, ASML was yet to sell their first machine. They were at the
bottom of the list of 10 players, with zero share of installed base in chip
lithography equipment.

Fast forward 15 years to 2009. ASML climbed to the top of the podium
with more than 40 percent market share, with number two Nikon closely
following. By 2018, ASML became the undisputed leader with 62 percent
market share. By now, numbers two and three—Canon and Nikon—were
trailing at a distance. No serious challenge to ASML is visible yet, as it has
a monopoly on the cutting edge of chip lithography technology.2

The success story of ASML is driven by several internal factors such as
leadership by its CEOs, access to cutting-edge technology from the research
labs of Philips, a distinctive culture that is surprising for its contrast with
the culture at Philips, and so on. But ASML did not win gold just by fo-
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cusing on its internal advantages, though these were all critical. A keen
interest in customers’ jobs to be done, relentless search for market oppor-
tunities, deep understanding of competitors’ game plans and resource con-
figurations, unpredictability of its actions, and continued attention to what
customers were saying and competitors were doing, turn out to be distinct-
ive aspects of how ASML became the leader in chip lithography market.3

ASML’s success is not a lesson in smart market moves. Rather, it high-
lights the dynamic nature of competition. Back in the 1980s, ASML was
a David—a nobody with no visible advantages. Already since the 1970s,
the market leaders of that time, GCA and PerkinElmer, both of the USA,
were being challenged by Japanese players Canon and Nikon. Towards the
end of the 1980s, the Japanese Davids displaced the American Goliaths. A
decade on, ASML, one among the Davids of the mid-1980s, displaced the
Japanese Goliaths to claim the top spot.4 Since then, ASML has remained
the Goliath in chip lithography. Who knows when and how a David will
challenge ASML and succeed at that?

In this chapter, we start by exploring how Davids successfully challenge
Goliaths. Ironically, successful Davids will eventually become Goliaths and
will be challenged by a new breed of Davids. Yet Goliaths do have ways to
guard against Davids. That’s what we will explore in the subsequent two
chapters.

THE KEEN EYE OF DAVID

The biblical story of David and Goliath is probably among the most popu-
lar triumph of underdog stories. David did not win the death match against
Goliath by his superior strength. He was weaker. The weapons that Go-
liath was bearing were far more formidable than David’s sling and sword.
David’s victory can be attributed more to his spotting an opportunity to aim
for and hit Goliath’s forehead with his slingshot. Of course, he executed it
to the tee.

Much the same way, challengers—the underdogs in business competi-
tion—come to the game with significantly inferior resources and capabil-
ities. Remember that relative resource position is in comparison with the
configuration and size of resources available with the dominant players.
The challenger will by definition be sub-par in relative resource position
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compared to the dominant incumbents. What the challenger often pos-
sesses is a keen eye. They spot market opportunities such as unmet or
poorly met jobs to be done that the leaders do not see or dismiss as unim-
portant.

Challengers spot new ways to reach customers. They spot new ways
of configuring resources and capabilities, which leads to amplified impact
of their resources and makes redundant the resource configurations of big
rivals. They spot novel uses of available technologies in making their value
chain more efficient or effective. Once in a while, they may also come up
with a new technology, but that’s not always the case. They spot the chance
to bring in new materials and inputs, which enhances quality or reduces
cost or both.

Goliaths would have been exposed to information on all these, but they
tend not to pay much attention to these. They continue with their already
successful game plans. The challengers however get excited about what
they have spotted. They craft their game plan specifically to leverage what
they have spotted, and they relentlessly pursue this game plan. Challengers
bring entrepreneurial spirit into the game.

Joseph Schumpeter says that the function of entrepreneurs is,5

to reform or revolutionize the pattern of production by ex-
ploiting an . . . untried technological possibility for producing a
new commodity or producing an old one in a new way, by open-
ing up a new source of supply of materials or a new outlet for
products, by reorganising an industry and so on.

For him, innovation can be grand enterprises such as “motorcar”6 or
more humbler ones such as “a particular kind of sausage or tooth-brush.”
Entrepreneurs spot and exploit new ways of doing things. That’s what gives
Davids a narrow window of opportunity to beat the Goliaths.

Battle-ready challengers adopt one or more of approaches that are
proven to work in their favour in winning against dominant players. They
come up with a customer value proposition (CVP) that just cannot be
copied or bettered by the Goliaths. Davids take on Goliaths aggressively
when it’s difficult for the dominant players to wipe them out by retaliation
or imitation. Otherwise, they operate below the radar. Davids orchestrate
their business outside the conventional supply chains used by the industry.
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Once they are visible to the Goliaths, they unleash a series of advantage-
seeking actions in succession, in sync with the delay in response from dom-
inant players.

Every time the Goliaths respond and neutralise their advantage, the
Davids get on to their next advantage. They act in ways unpredictable in
terms of nature, timing and location, which often forces the Goliaths to
wait and watch, limiting their ability to pre-empt. Battle-ready challengers
focus on staying unchallenged in the exploitation phase for as long as pos-
sible (see Chapter 6, Figure 6.2). They are well-prepared to move to the
next advantage and its exploitation phase, even as the Goliaths step in to
neutralise their current advantage.7

Leave Luck to Heaven

When Gunpei Yokoi, an electronics engineering graduate from Doshisha
University, Kyoto, Japan, applied to large Japanese electronics companies,
none of them wanted to hire him. He was eventually hired as a main-
tenance engineer by a Kyoto-based company which used to make playing
cards. His job was to maintain the machines in the assembly line. Ever a
tinkerer, Yokoi put together a mechanical gripper to grab and fetch stuff
without him having to move. When the company’s president saw this con-
traption, he wanted to sell it as a toy.8 The toy, Ultra Hand, was launched
in 1966 and became an instant hit in Japan, selling more than a million
units.9 Yokoi was made the company’s one-man R&D team.

A decade later, when Yokoi was returning to Kyoto on the bullet train,
he spotted a bored salesman playing with his electronic calculator. He
saw the opportunity for handheld electronic games that could inconspicu-
ously fit in a pocket. Thus was born Game & Watch launched in 1980, the
legendary handheld electronic game that would sell 43 million units span-
ning 60 games.10 The company, Nintendo (roughly translates to leave luck
to heaven), went on to rule the global gaming industry for more than a
decade till Sony and Microsoft came to the scene in the 1990s.

Here was a poorly met job to be done. The gentleman in the bullet train
wanted to kill time but did not want to read, or chat with a stranger seated
next to him. Walkman was a novelty in 1980, and streaming videos on to
smartphones would have been stuff of science fiction then. For decades,
the traditional toy and arcade game industry in Japan was dominated by

122 Battle-ready



the likes of Bandai, Epoch and Takara. None of them spotted the potential
for games in the form of compact electronic devices that would fit in a
pocket. Yokoi’s keen eye spotted the opportunity. Nintendo, a small player
in electronic gaming then, drove its successful commercialisation.

Nintendo, thanks to Gunpei Yokoi, had another string to its bow called
lateral thinking with withered technology.11 That’s to say that you design
your products around obsolete or near-obsolete technology that minimises
uncertainties in design, performance and time to market. This also drives
down costs, enables faster scaling and earns a larger profit. The product
design, however, delivers unique and valuable customer benefits so as to
ensure commercial success.

The Nintendo Entertainment System (NES), which had a 95 percent
market share in the USA and Japan during the 1980s to the early 1990s,
was designed with this approach. It used a previous-generation micro-
processor made by Ricoh, bringing down costs drastically and allowing
Nintendo to source the entire production capacity for the processor from
Ricoh. This wouldn’t have been possible with cutting-edge processors. At
the same time, Nintendo’s designers squeezed in arcade quality graphics
into their game consoles and cartridges.12

The unique and valuable customer benefits were graphics quality and
the library of high quality and engaging games that Nintendo brought out
for NES, both from its in-house game studio and from third-party game
developers. There was one problem though. A few years prior to the launch
of NES, Atari tried but failed to collect royalty from third-party developers
for games that play on its consoles. Nintendo learned from that and put a
lock on the console. The key was a security chip that had to be in the game
cartridge. Developers had to pay Nintendo for these chips, effectively a
royalty.13

Nintendo also redefined the business model for game consoles and
games. It started selling consoles at near cost, even below cost at launch,
while extracting high margins from its in-house games. It allowed third-
party game developers to publish games that work on its console for a
royalty and used technology to prevent unauthorised games from running
on its consoles. This ensured that Nintendo got paid for every third-party
game that was sold. It also controlled quality strictly, and restricted sup-
plies to prevent price competition among games.14

Chapter 7. Beating the Goliaths 123



The new way of doing business, which later acquired the label of two-
sided platform business,15 has since become the de facto business model
for game consoles and games. With all this, Nintendo went on to dominate
the console gaming arena globally for a decade.16

However, starting the mid-1990s, Nintendo lost the top slot to Sony’s
PlayStation console primarily because it was unwilling to cannibalise its in-
stalled base of NES consoles. Video game console industry is notorious for
upsetting the pecking order of players every few years, called generation.
Each new generation sees launch of consoles sporting new and improved
capabilities matched with game titles that fully leverage these capabilities
to deliver improved game play experience. Moving to the next generation
is like an arms race. Next-generation game consoles are rarely made com-
patible with titles from previous generations as that would subdue the de-
mand for next-generation consoles. Thus, every new generation becomes
a battle between the leader from previous generation and its challengers.
Nintendo, now a challenger, took back the leadership position from Sony
after a decade.

Nintendo Wii, launched in November 2006, had a puny processor com-
pared to Sony PlayStation 3 and Microsoft Xbox 360, both of which fea-
tured ten times more powerful processors.17 While rivals offered high-
definition video and six-channel surround sound, Wii came with lower-
quality standard definition video, and stereo audio. Yet Wii was a runaway
success and outsold rivals by a substantial margin. In first two years, Wii
sold 32.4 million units, against 15.5 million units of PS3 and 20.9 million
units of Xbox 360.18

Wii overtook rivals primarily because of the novel and unique game play
experience that Nintendo provided via its motion-sensing controllers that
allowed gamers to play by mimicking real-life body movements involved in
playing games, such as bowling or tennis. Wii could be intuitively played
and became a craze across age groups, from young kids to senior citizens.
Queen Elizabeth II was supposed to have been a fan of Nintendo Wii.19 The
motion-sensing controllers were built from technological components such
as cameras and sensors available for many years. It’s just that Nintendo
put it to a novel use.

Sony, a market leader for previous two console generations, was the
first to respond to Wii’s motion-sensing controller. PlayStation Move con-
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troller came three years after Wii, in September 2009. Microsoft followed
with Kinect for its Xbox 360 in November 2010, a full four years after Wii
brought motion-sensing controllers to gamers.20 By then it was too late.
Wii sold more than 100 million units by 2013, compared to 24 million
Kinects and 15 PlayStation Moves.21

In Game & Watch, NES, and Wii, Nintendo spotted unmet jobs to be
done. For Game & Watch, it was the frustration of not having a fun way to
kill time that would fit in a pocket. This gave Nintendo the opportunity to
create and dominate the market for handheld gaming devices. Ten years
on, Nintendo spotted another unmet job to be done-play arcade quality
games at home. NES was their answer to solve this problem, which made
them the leader in console gaming for a decade. Two decades on, Wii
solved the problem of not being able to play video games the way we would
play the games in real life. Older and younger people, especially those who
are not adept at working with game controllers, had found it intimidating
to play video games. Wii broke down the barriers that restricted many from
playing video games, vastly expanding the target base of gamers.

While Nintendo was innovating on the fundamental game play exper-
ience, both Sony and Microsoft were busy with the arms race of game
console processing power. They missed the obvious but easily overlooked
insight that people would like to swing their arm while bowling.

Neither Sony nor Microsoft anticipated that Nintendo would build nat-
ural game play capability into Wii, providing Nintendo a distinctive advant-
age vis-à-vis rivals. The unpredictability of Nintendo’s action provided it an
extended exploitation phase, which lasted three to four years. Although the
withered technology philosophy of Nintendo was well known, the rivals
could not predict what Nintendo would do next with obsolete technology.

There Has to be Something Better

“When I take this thing off and it hits the floor, it makes this big suuup
sound. There has to be something better.” This is how Kevin Plank re-
called his frustration with cotton T-shirts, known as shimmel shirts, worn
by football players under heavy shoulder pads. Football players tend to
sweat profusely during games and practice sessions. A dry T-shirt weighs
about 170 grams, while a sweat-soaked one would weigh eight times at
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about 1.4 kilograms.22 Add to that the discomfort of a heavy sweat-soaked
T-shirt clinging to the body.

Plank used to play football for his university team in the early 1990s
and had been frustrated with sweat-soaked T-shirts. He observed that the
inner garment worn under the team’s uniform pants stays dry. The inner
garment was made of moisture-wicking fabric that had the feel of lingerie
and wasn’t used to make base-layer T-shirts yet. Plank spotted an unmet
job to be done and also spotted an opportunity to use a new input, moisture
wicking fabric, to solve the problem.

Moisture wicking fabric, first introduced by DuPont in the 1980s under
the brand name CoolMax, was already used to make garments. Nike had
introduced sports T-shirts for golfers using moisture wicking fabrics way
back in 1991 under the brand Dri-FIT.23 No one thought of using this fabric
to make T-shirts for football players until Plank thought of it.

Upon graduating in 1996, Plank produced a prototype of HeatGear,
“a light-weight, form-fitting, sweat-wicking, stretchy compression shirt”24

that football players can wear under their padding. He started calling on
his friends and teammates from the university to get them to try out Heat-
Gear. Football players, who used to wear loose-fitting T-shirts made of thick
cotton fabric, were reluctant to try the body-hugging T-shirt that felt like
lingerie. Early adopters were often at the receiving end of jibes. However,
adoption took off once the benefits of HeatGear, such as superior comfort
and enhanced performance, became apparent. Georgia Tech became the
first university team to adopt Plank’s shirts in 1997, by then branded Un-
der Armour (UA).

From there, UA grew at a fast clip to create a distinctive identity for
itself. From football shirts, it diversified into apparel for other sports. From
sports apparel, it expanded to other products such as sports footwear and
accessories. From the USA, it extended its market reach to global. To build
its brand, UA used nifty movie placements and celebrity endorsements sup-
ported by advertising campaigns that celebrated the fighting spirit of the
underdog-very much like how UA was fighting Nike and others.

By 2016, UA’s revenue grew to US$5 billion. During 2005-2016, its
revenues grew at a CAGR of 29 percent and net income grew 26 percent.25

In 2015, UA overtook Reebok to become the second largest sport apparel
and footwear company by revenue in the USA, next only to the market
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leader Nike.26

In its early years, UA was mostly operating below the radar. In the first
year, Plank reached out to his former teammates from high school and uni-
versity and got them and their teammates to try out HeatGear shirts. As
some of his friends got drafted to professional football, UA entered pro-
fessional football locker rooms. Through word of mouth among players,
coaches and team equipment managers, UA drove adoption of its shirts by
university and professional teams. It opportunistically expanded to appar-
els for other sports such as baseball, basketball, hockey and track, where
the core benefits of its products were highly valued. In the first few years,
UA generated most of its business through supply agreements with univer-
sity and professional teams.

By 2002, when UA started appearing in mainstream sports retail out-
lets, it had already created a new category called performance apparel that
had grown 60 percent over the previous year to US$130 million in rev-
enue. It had cornered 80 percent of this market. Market leaders Nike
and Reebok, who eventually responded with their line-up of performance
apparel, were distant followers with 3.5 percent and 1.1 percent market
share, respectively.27

UA’s rivals didn’t respond initially. “No one ever branded [perform-
ance apparel], and . . . [competitors] just sort of watched it happen,” recalls
Plank.28 By the early 2000s, leading incumbents joined the fray. Nike posi-
tioned Dri-FIT as its answer to UA. Adidas came up with ClimaLite. Reebok
brought in Hydromove and PlayDry. By the time the Goliaths woke up to
the idea of performance apparel, UA was the dominant player in the cat-
egory it created, with a strong customer following right from high-school
teams to professional players. The exploitation phase for UA’s innovation of
performance apparel lasted about four to five years.

By 2001, even as Nike and others were taking note of UA and moving
to enter performance apparel, UA had started work on its women’s line.
UA realised that their performance apparel was “effectively unisex . . . as
women were buying the same products that were being sold for men.”29

When Plank and team had the first look at their women’s apparel designs,
they weren’t happy. According to Plank, the product was “very masculine
the way it looked,” and “the attempt that we made to make it feminine was
creating the colour pink.” Having realised that “shrinking and pinking does
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not work,” Plank decided to burn the first lot of inventory worth more than
a million dollars30 and go back to the drawing board.

This time, Plank brought women into the product team.31 By 2003, as
Nike, Reebok and Adidas were getting serious about performance apparel,
UA added an exclusive women’s line of performance apparel. As the ex-
ploitation phase for unisex performance apparel was coming to an end for
UA due to competitor action, it had kicked off the next advantage-seeking
action. Women’s line of performance apparel and its exploitation phase.

Even before the women’s line hit the market, UA started work on en-
tering sports footwear, a big-ticket diversification from its focus on sports
apparel. Rick Anguilla, strategic advisor to the CEO of UA, advised against
starting with football shoes. It’s a tough product to engineer and expens-
ive to produce. Football shoes are typically sold during a narrow window
of two months a year. Unlike basketball shoes or running shoes, football
shoes are never worn outside the field. The market was small compared
to more popular categories such as running, cross-training and basketball
shoes. No one entering sports footwear would start with football shoes.

Kevin Plank, however, chose to start with football shoes. Nike, the
leader in the category, hadn’t brought any innovations in this category for
more than a decade. UA already had a solid following among football
players, thanks to its performance apparel.32

UA launched its football shoes in April 2006 with several novel benefits
to customers. UA’s football shoes, which it called performance footwear,
offered superior moisture management and breathability, better agility and
minimised weight as well as progressive traction.33 Football players used
to wrap athletic tape around their ankles to prevent injuries and had to put
up with the pain of pulling the tape off the skin after every practice session
or game.34 UA’s football shoes came with built-in ankle support that went
up to the shin. No more ouch while taking off the shoes.

In the first year of launch, UA captured 23 percent of the US$250 mil-
lion US market for football shoes.35 On the back of its success with football
shoes, UA entered the market for baseball, running and basketball shoes in
quick succession, directly challenging Nike that dominated the market for
sports footwear for more than three decades.

UA was able to challenge dominant incumbents as its products de-
livered clear and tangible benefits to customers, compared to what the
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dominant incumbents offered. It had the keen eye to spot unmet jobs to
be done and then come up with solutions for these problems. UA’s vision
captures their focus on unmet jobs to be done, maybe a bit pompously.
“Under Armour’s vision is to inspire you with performance solutions you
never knew you needed and can’t imagine living without.”36

For its first product, it had the protection of anonymity. Its subsequent
product launches were in clear sight of rivals. Yet UA surprised the Go-
liaths by moving swiftly and in unpredictable ways. Starting the early
2000s when Nike and others launched products to counter its performance
apparel, UA unleashed a series of market entries into new categories and
geographies in quick succession. UA was driving its exploitation phases
shorter, anticipating quick competitor response. It entered categories that
were less obvious, such as football shoes within sports footwear. It contin-
ued to create new categories such as performance underwear and athlete
recovery sleepwear. UA gained an upper hand by being swift and unpre-
dictable in launching advantage-seeking actions. The dominant rivals, Nike
and Reebok-Adidas were forced to wait and watch, unable to decisively
pre-empt UA’s growth. That’s the story, at least up to 2016.

Our Blades are F***ing Great

“Do you like to spend 20 dollars a month on brand name razors? Nineteen
go to Roger Federer. Do you think your razor needs a vibrating handle, a
torchlight, a back scratcher and 10 blades? Your handsome-ass grandfather
had one blade, and polio.” Mike Dubin’s irreverently humourous YouTube
video announcing the launch of a subscription service that “for a dollar a
month, [sends] high quality razors right to your door”37 got 12,000 sub-
scribers in the first two days38 and more than four million views in the first
month.39 It was recognized as the Best Out-of-nowhere Video Campaign in
the 2012 AdAge Viral Video Awards.40

Ever since the US government contracted Gillette to supply razors and
blades to its armed forces during the First World War, its safety razor and
blade became the shaving tool for America and then the world. By 2010,
more than a century after its first patent, Gillette held 70 percent share of
the global market for razors and blades.41 Schick came a distant second
with revenues less than one-fourth that of the leader.
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Gillette’s business was highly profitable. A four-blade pack of Gillette
Fusion refills cost the company about 50 cents to produce and pack. Retail-
ers sold it to customers for US$20-25. Gillette captured about US$13-16
per pack, leaving US$4-5 for distributors and retailers with US$3-4 as taxes
to governments.42 Gillette’s gross margins covered the high fixed costs for
advertising, and for R&D. Dubin’s observation that 19 out of 20 dollars go
to the celebrity endorser was not an exaggeration. Gillette had erected high
barriers to entry by upping advertisement outlays and perfecting the art of
patenting not-so-essential innovations, making it practically impossible for
rivals to even have a fighting chance. Ask Schick. It has been trying for
several decades.

Then entered Dollar Shave Club (DSC). Michael Dubin had been frus-
trated with having to deal with the razor fortress, a term he uses to describe
the practice of retailers keeping razors and refills in a locked transparent
case, to prevent shoplifting. According to him, the customer experience of
getting razors and blades was broken. “The product was often-used and of-
ten needs to be replaced . . . so there just had to be a better way,” observes
Dubin,43 referring to the hassle of finding someone who knows who has
the key to the locked case and so on, till the case is finally opened and you
add the refills to your shopping cart.

The idea for the startup came up through a chance meeting between
Dubin and Mark Levine in 2010. “I don’t know how we got on the subject
of shaving, but we started talking about what a rip-off it is,” says Dubin.
Levine, with experience in manufacturing, knew how to procure good qual-
ity razors and blades from Asia at a low cost. Dubin brought branding and
digital marketing skills. DSC was born a year on as an online subscrip-
tion service that shipped razors and refill packs of blades to customers at
regular intervals.44 The idea was to take on the Goliath, Gillette.

Fast forward five years. US revenue of Gillette razors and blades in
2016 declined by US$80 million over previous year. DSC revenues grew by
US$70 million in the same period45 driven by its 2.2 million subscribers.
Gillette’s market share had been on a free fall, dropping by more than 15
percent over past six years, from 70 percent in 2010 to about 54 percent
in 2016.46 Online sales of razors and blades stood at one-twelfth of the
overall market in 2016 and was doubling every three years.47 Demand
wasn’t growing, but more customers were buying online. In five years, one-
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fourth of sales of razors and blades would go online. Already, DSC captured
52 percent share of razors and blades sold online in the USA.48 Gillette
was forced to foray into online subscription in June 2015, which grabbed
a measly four percent of online sales in its first year. And then, Unilever,
global arch-rival of Gillette’s parent P&G, acquired DSC for a billion dollars
in 2016.

Gillette announced a 20 percent price cut in early 2017, surprising be-
cause Gillette had always come up with razors and blades with new and
improved features backed by patents to justify periodic price hikes.49 A
month later, Gillette revamped its subscription club, Gillette On Demand,
with new features like “text to order refills” and “every fourth order is free.”
Towards the end of 2017, Gillette launched lower cost razors and bolstered
its line-up of disposable razors. A CNN Money article called this “Gillette’s
latest response to subscription competitors [who are] eating its lunch.”50

Clearly, Gillette’s approach of feature-rich products at a premium price
was pushing customers towards lower priced, functional and more con-
venient subscription alternatives, led by DSC. Not to be left out, distant
number two Schick launched its Connect series of razor blades that fit
Gillette’s razor handles, challenging Gillette’s monopoly on refills for its
installed base of razors.51

DSC offered three tiers of subscription for its customers in the USA,
called Humble Twin, 4X and Executive. These three subscriptions offered
twin-blade, four-blade, and six-blade cartridges, respectively. Every month,
subscribers received a pack of four refills (five for Humble Twin) so that
they could start shaving with a fresh blade every week. The subscription
including the cost of shipping was US$3, 6 and 9 per month for the three
plans. Customers who shave less frequently could opt for “every other
month shipping” or skip shipping for any month. Compared to Gillette,
effective price per cartridge worked out to be about one-third for Humble
Twin and about half for 4X and Executive. That’s why the 20 percent price
cut of Gillette didn’t really help much.

DSC got its razors and blades from the South Korean supplier Dorco,
who also produced store-brand razors for several retail chains in the USA
such as Walmart, Aldi, and Lidl. Dorco ensured that razors and refill blades
were compatible only within brands, avoiding commoditization of the re-
fills market. DSC outsourced warehousing and fulfilment to a third-party
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logistics provider. As it gained subscribers, DSC started offering other male
grooming products such as shampoo, soap, creams, and balms, which cus-
tomers could add to their subscriptions. It continued to engage with cus-
tomers through digital social media, often with irreverent and humorous
videos. Almost all its marketing spend went to digital marketing and ad-
vertising.

Dubin spotted poorly met jobs to be done for customers looking to buy
razors and blades. First, there were no functional and cost-effective op-
tions. Gillette’s market dominance and strategy of feature-rich products at
a premium left a gaping hole in terms of a product that delivers functional
value proposition at an affordable price. Second, it took time and effort
to get a pack of refill blades into your shopping cart. Razors and blades
were among sought-after categories for shoplifting. Retail industry calls
this craved52 and just locks up store inventory.

Dubin’s insight was that it must be possible to buy razors that give a
good shave at an affordable price, and the buying experience ought to
be hassle-free. On their choice of subscription model instead of an on-
line store, Dubin says that they didn’t go for subscription because it would
provide steady revenues. “You [should] launch a subscription model if the
nature of subscription provides enhanced value for the customers, and it’s
true for razors.”53 For DSC, subscription enhanced consumer experience
as the customer didn’t have to remember to get the next refill pack in time.

DSC’s value chain comprising of sourcing, production, distribution and
marketing, was light on fixed assets and fixed operating expenses, result-
ing in a cost structure that nicely scaled with volume. It rejigged its value
chain in such a way that it was impossible for Gillette to imitate and domin-
ate. Gillette was already committed to a long-term strategy of feature-rich
products protected by patents, sold at a premium and supported by high
octane advertisements with celebrity endorsements. Gillette reached cus-
tomers through the distribution and retail network, primarily relying on
big box retailers as well as neighbourhood convenience stores and drug
stores. All this cost a lot of money, which customers would eventually pay
for.

Gillette would find it difficult to change course, at least in the near
future, because of the high commitments into its current business model,
value chain and partners. DSC’s value proposition took aim at this aspect of
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Gillette’s game plan. This is what Dubin would have been betting on when
he took Gillette head on in the first-ever video of DSC. In a humorous way,
Dubin calls out the inanity of Gillette’s needless innovations and high-cost
advertisements for which the customer pays. The taunt played out in DSC’s
favour as the video went viral, and there wasn’t much that Gillette could
do in response.

Davids can and should go aggressive, when there’s minimal risk of ag-
gressive retaliation or imitation by the Goliath. The distinctively different
business model of DSC compared to that of Gillette allowed it to taunt
Gillette without the risk of getting clobbered.

Gillette was tethered down by its own strategy and commitments. On
the other hand, taunting the dominant player without any protection what-
soever would be quixotic and most often result in a bloody ending for the
challenger.

ADVANTAGE DAVID

Challengers can overwhelm dominant players by creating for themselves
distinct advantages in the arena. The seeds of such advantages necessarily
lie in unmet or poorly met jobs to be done. Customers, at least sections of
customers, would find that the products put out by dominant players do
not exactly fulfil their jobs to be done, forcing them to seek workarounds.
Spotting such unmet or poorly met jobs to be done is the hallmark of a
battle-ready challenger. The triggers for new products for Nintendo, UA
and DSC were the identification of unmet jobs to be done.

Spotting the opportunity is only the first step. Finding a viable solution
for the unmet job to be done is the next step. This takes one or more of
the approaches, listed in Table 7.1—novel use of technology, novel use of
inputs, and rejig of value chain.

Novel use of technology does not necessarily mean new technology.
Case in point is Nintendo and its withered technology approach of product
design. Security chips were already in use to control access to content
such as in paid television. Nintendo was the first to bring this technology
to game consoles so that it could lock out unauthorised games. Online
subscription-based retail was not a new technology when DSC launched its
subscription club. DSC’s novelty was that it offered a subscription service
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TABLE 7.1: Sources of advantages for the challenger

Unmet / Poorly
Met JTBD

Novel Use of
Technology

Novel Use of
Inputs

Rejig of Value
Chain

Nintendo – Game &
Watch: Have
something in
pocket to kill
time in a fun
way

– NES: Play
arcade qual-
ity games at
home

– Wii : Play
game like in
real life

– Old/obsolete
technology
for new uses
(all three)

– Security chip
to lock out
unauthor-
ised content
(NES, Wii)

– Motion-
sensing tech-
nology for
real-life game
play (Wii)

– Video game
business
model re-
defined as
a two-sided
platform
(NES, Wii)

Under
Armour

– Comfortable
and
performance-
enhancing
sports ap-
parel

– Moisture-
wicking fabric
for sport-
wear

Dollar
Shave
Club

– Functional
and cost-
effective
shave with
a new blade
every week

– Avoid the
stress of
dealing with
“razor fort-
ress”

– Order taking
through the
internet

– Subscription
service

– Redefined
business
model

– Traditional
distribution
and retail
made re-
dundant

– Digital mar-
keting, viral
videos

Source: The author

focused exclusively on the poorly met jobs to be done of those who wanted
to get hassle-free shave. The innovation need not be ground-breaking or a
global first. Battle-ready challengers find novel uses for available techno-
logies that result in products which are more valuable for their customers
compared to current offerings from dominant incumbents.

Most often, innovation involves a new configuration of things already
available in terms of technology, materials, and methods. Moisture wicking
fabric was already around and was in use for a decade when Kevin Plank
thought of moisture-wicking football T-shirts. Battle-ready challengers con-
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nect the dots in finding inputs already in use elsewhere to solve problems
for their customers.

The solution to the unmet job to be done would most likely not be
viable if the challenger were to follow the dominant player in terms of how
business is done—how value is created and appropriated. Schick tried to
follow the footsteps of Gillette and found that it was not possible to beat
the Goliath in its game. The challenger has to come up with a distinctively
different game plan. A novel business model or at least a novel value chain
configuration that will make the dominant player’s advantages redundant
or even make it a liability.

DSC bypassed the distribution and retail set-up of Gillette to go direct
to customers. It made expensive R&D nonessential by sourcing functional
razors and blades. It provided enough refills for customers to start shaving
with a new blade every week. Gillette’s distribution did not solve this prob-
lem for the customer to easily get the next fresh blade. DSC showed that
funny videos produced for a few thousand dollars and distributed through
social media are enough to gain attention, and celebrity endorsements are
probably an overkill, at least for shaving razors and blades.

Battle-ready challengers come up with rejigs of value chain and new
ways of doing business that do two things. The new ways help the chal-
lengers bypass or overcome barriers erected by the dominant players. The
new ways help the challengers deliver value to customers in novel ways
that enhance CVP and customer experience.

Delivering the solution for the unmet job to be done to the customer
is the toughest part of being a challenger. A multitude of approaches can
be adopted, depending on the context. Operating below the radar to the
extent possible works well for the challenger, at least to start with. Being
spotted by the Goliath is unavoidable, sooner or later. That’s when the
challenger needs to bank on being unpredictable and be swift in coming
up with new advantage-seeking actions.

Once the dominant players spot the challenger in action, the exploit-
ation phase for the challenger is really at its end. Anticipating that this
will happen, the battle-ready challenger would have to have new waves of
advantage-seeking actions ready to be launched into the market, kicking off
waves of unchallenged exploitation phases. Being unpredictable helps the
battle-ready challenger stay one or two steps ahead of the dominant player.
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By unleashing a series of advantage-seeking actions, even incremental in
nature, the challenger can sustain a lead over the dominant player over a
period of time, allowing it to grow big enough to climb on to the podium
and even take the gold. That’s what ASML did. Sooner or later, ASML too
will face the challenge of staying number one.

LONG STORY short

Battle-ready challengers create advantage in the market
by solving unmet or poorly met jobs to be done in offerings of
dominant players. Solving the unmet or poorly met jobs to be
done would involve distinctive game plans using a combination
of novel use of technology, novel use of inputs and rejig of
value chain. In executing the game plan, the battle-ready chal-
lenger could go head on against the dominant player if the rival
cannot easily retaliate or imitate, else going below the radar
makes sense. Rivals try to neutralise the advantage to the
challenger through their market actions, while the battle-ready
challenger seeks to delay this. The battle-ready challenger
unleashes waves of advantage-seeking actions as rivals
start to respond, so that they move from one unchallenged
advantage to another. Over time, the battle-ready challenger
becomes a dominant player and eventually faces a new breed
of challengers.
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CHAPTER 8

CHEST THUMPING, MOATS AND

FORTS

The year was 1991. The setting was the year-end management commit-
tee meeting of Hindustan Lever Limited (HLL), now called Hindustan Uni-
lever Limited, the Indian subsidiary of global consumer major, Unilever. S.
M. Datta, chairman of HLL, singled out the detergent business for special
praise that year. In the conference room was an empty chair. Supposed
to be seated in it was Karsanbhai Patel, the founder of Nirma Chemical
Works. For Datta and HLL’s management team, the empty chair represen-
ted a David who challenged HLL and rose to great heights.

HLL pioneered the Indian market for non-soap detergent (NSD) powder
in the 1950s with its flagship product, Surf. By the late 1960s, it was the
undisputed leader in this arena. In 1969, Karsanbhai Patel started Nirma,
a low-cost NSD powder sold at one-third the price of Surf, supported by
innovative approaches to supply chain, distribution, branding and advert-
ising. Within a decade, Nirma grew the demand for NSD powder through
it affordable pricing and ubiquitous availability, and became the market
leader. HLL did not even realise that it had lost the top slot. By the late
1970s, Nirma was diversifying into other categories such as NSD bars and
toilet soaps in which HLL was the market leader.

It took about a decade for HLL to become aware of, and then acknow-
ledge that Nirma was indeed a rival, and a seriously threatening one. Once
it realised the threat, HLL assiduously worked to counter Nirma. It took
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another decade and couple of special projects before HLL could claim vic-
tory in its 1991 management meeting. Datta’s praise for the detergent
business was for having successfully fended off the threat from Nirma, and
the empty chair was to thank Mr Patel for shaking HLL out of complacent
stupor.1 HLL did not kick Nirma out of the market. It copied Nirma with
the launch of Wheel detergent and took back some of the ground already
lost to Nirma. Yet HLL saw it as a victory. It would indeed qualify as a
victory for the simple reason that the Goliath survived.

For a David, the best outcome would be a clean kill of Goliath, but
that’s rare. Sometimes, the Goliath falls from its perch and fades away
into insignificance. More often, the Goliath puts up a spirited fight to get
back up and stay in the game. The likely outcome is that the David gains
market presence and the Goliath is forced to accommodate, leading to a
new normal in the market. And then there are the instances when David
gets clobbered by Goliath.

For the Goliath, the most promising approach would be to hold the
Davids at bay. Forestalling is far more beneficial than defending, as the
challenger can inflict high damage on the Goliath. However, forestalling
is not always possible. In this chapter, we will explore how potential chal-
lenges can be forestalled by the dominant player. In the next chapter, we
will explore how Goliaths can engineer a favourable outcome when they
are fighting back Davids.

To forestall or fight back successfully, the dominant player should first
understand what stuff Davids are made of—what their game plans are,
how they end up beating the Goliaths, and morphing into Goliaths them-
selves. That’s where we start.

GAME PLANS OF CHALLENGERS

Some 40 minutes into the classic treasure hunt movie Raiders of the Lost
Ark, the protagonist Indiana Jones aka Indy is blocked by an Arab swords-
man while Indy is trying to save Marion, the leading lady in the story.
The swordsman snickers derisively at Indy and swings his broad scimitar
in fancy flourishes. It’s like he is saying, “You have met your match.” An
unimpressed Indy pulls out his revolver and shoots the swordsman.2 For
the swordsman, the story ends there. Indy went on to make sequels.
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We discussed the importance of knowing our rival and benefiting from
predicting their next move in Chapter 5 and Chapter 6. That’s straight-
forward when we are up against similar rivals. Davids are difficult to spot.
They bring uncommon weapons to the battle. These weapons could be in
the form of new technologies, novel uses of existing technologies or inputs,
and new products or processes. Sometimes, it takes a while for the Goliath
to spot Davids, figure out their weapons for what they are, and realise how
formidable these weapons are.

Davids come in two types. There are those who imitate the dominant
players in terms of products and business models. Then there are those
who add novelty to the product, or business model, or both.

Imitators

For much of the 20th century, Gillette dominated the market for shaving
razors and blades. Two other players have been active in this market—
the American player Schick and the French company Bic, which is known
for disposable razors, pens and lighters. Bic has been focusing on dispos-
able razors, which account for one-third of the wet shaving market. While
Gillette was present in disposable razors, its primary growth and profit en-
gine has been the shaving system—a reusable razor which takes blade cart-
ridges (blades, in short). This accounts for two-thirds of the wet shaving
market.3 Gillette dominates shaving systems and makes money from the
consumable—the blades. So much so, making profits from a proprietary
consumable is commonly referred to as razor-and-blade pricing.4

In the market for shaving systems and blades, Gillette enjoyed a massive
lead over rivals, with a market share of about 70 percent at the beginning
of the 21st century. That’s when Schick decided to mount a direct chal-
lenge.5 In 2003, Schick launched Quattro, a shaving system that sported
four blades, one blade more than Mach3, which Gillette launched in 1998.
At the time of Quattro launch, Mach3 along with a new and improved
Mach3 Turbo were the highest priced and top-selling shaving system from
the Gillette stable.6 Clearly, David was attacking Goliath the way Goliath
would have attacked any rival.

Gillette sued Schick for patent infringement, and Schick sued Gillette
back for false claims in advertising. For Gillette, the legal battle was to
buy time. Three years on, in 2006, Gillette launched Fusion, a five-blade
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shaving system with a sixth blade on the back of the razor for trimming
moustaches and sideburns. In the first two months, Gillette sold four billion
Fusion razors.7 A clear message to Schick that it can’t beat Gillette at its
own game of adding bells and whistles to razors and blades, and taking it
to customers through high-octane campaigns.

Imitators, or copycat challengers, typically come up with products which
are barely distinguishable from that of the dominant player. Often, their
business model would also be similar to that of the dominant player. Quat-
tro could very well have come from Gillette. Schick designed, marketed,
and sold Quattro exactly how Gillette would have.

When imitators attack dominant players, their product or service does
not address any unmet or poorly met job to be done for the customers.
Rather, it follows the well-trodden path taken by the dominant player. In
terms of breadth of attack, they may focus on a specific segment or go for
the mainstream market of the dominant player. Schick’s launch of Quattro
was a copycat attack that aimed at the broad market for shaving systems,
with a product very similar to Gillette’s offerings. In response, Gillette
upped the ante. For the dominant player, imitators are easier to defend
against compared to innovators.

Innovators

Some challengers enter the arena with a novel and distinctive solution to
an unmet or poorly met job to be done for customers. This could be dis-
tinctive features in the product or in the business model. Take the case of
DSC that we saw in the previous chapter. DSC’s products weren’t in any
way superior to the razors and blades made by Gillette or Schick. DSC’s
distinctiveness was in the subscription model, which ensured that a new
pack of four blades arrived at customer’s doorstep every month, and in its
pricing, which did not have to cover for expensive R&D and advertising.

Back in 2006, Google was already generating revenue of US$10 bil-
lion from digital advertising, driven by its Search and Gmail businesses.
Microsoft was the undisputed leader in office productivity8 with 600 mil-
lion users for its MS Office suite.9 Google launched Docs (word processor
in cloud) and Sheets (spreadsheet in cloud), both for its consumers and its
growing base of small business customers who were already using Google’s
digital advertising and mail services.10
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Microsoft charged a hefty licence fee for the lifetime of a version, which
was a few years, after which the next version was released.11 Google
charged a modest annual subscription fee per user. The critical distinctive-
ness was that Google Docs and Sheets resided in the cloud unlike Microsoft
Office, which had to be installed on the user’s computer. The benefits of
software-in-cloud were many, such as more frequent and remote updates,
lesser need for computer resources, and easier sharing and collaboration.
The distinctiveness of Google Docs and Sheets was both in the product and
the business model.

That’s how innovators attack. They target unmet or poorly met jobs
to be done that the dominant player is not solving. Their breadth of at-
tack could be a narrow niche or the entire customer base of the dominant
player. Sometimes, innovators start with a narrow niche but grow to tar-
get the mainstream customer base over time. Battle plans of innovative
challengers are likely to be full of surprises for the Goliaths. Most likely,
the Goliaths haven’t been in such a battle yet. Whether the challengers are
imitators or innovators, to be able to counter their challenge, we have to
understand how a David grows to become a Goliath.

ORIGIN STORY OF GOLIATHS

All Goliaths start off as Davids. Not all Davids would become Goliaths
though. The reason why some Davids morph into Goliaths is because more
and more customers buy from them, as compared to their rivals. It’s tempt-
ing to view market share as the holy grail of business success, but growth
in our market share is just an after-the-fact indicator that more and more
customers have preferred us over our rivals. What’s important is to under-
stand why customers prefer one business over its rivals.

The Fine Art of Customer Choice

Let’s do a simple thought experiment. Biju and Bindu are looking to buy
new smartphones. The choices available to them are an iPhone SE 2020
and a Samsung Galaxy M31. To make the experiment simple, let’s say that
these are the only two phones available to buy for either of them. Both of
them can afford either of these phones. Let’s also say that we are blessed
with superpowers to get into their minds and observe how they choose.
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Biju likes to flaunt brands and prefers the tight hardware-software in-
tegration that the iPhone and iOS provide, which he believes results in
lag-free and smooth operation. He wants the convenience of wireless char-
ging. Biju doesn’t really care whether he is able to access the innards of his
phone. If it keeps working well, he is happy. He likes smaller-sized phones,
as most often he is just reading off the screen. Compact size also means
that the phone is easier for him to carry around. Bindu is a tinkerer and for
her, root access to her phone is a must-have feature. She is an avid mobile
gamer and likes large screens and faster processors. She doesn’t worry if
wireless charging is absent or if the phone is bulky. While Bindu is not
averse to flaunting brands, she is not hung up on that.

In Figure 8.1, I have captured how both of them would evaluate the
two phones. For the given attributes, Biju derives better value from iPhone
SE than from Samsung M31. For the same set of attributes, Bindu sees
more value in Samsung M31 than the iPhone SE. In deciding which phone
to buy, both of them bring one more dimension into picture—price. Even
at three times the price, Biju gets better value per unit of price paid from
iPhone SE. Biju will buy iPhone SE 2020. By the same logic, Bindu will go
for Samsung Galaxy M31.

Back in 1966, Nobel laureate economist Kelvin Lancaster proposed12

that when consumers buy something—from simple table salt to a car con-
sisting of thousands of components—they are essentially buying a bundle
of attributes, and it is the configuration of attributes that delivers value to
the buyer.13 We can see this clearly in our thought experiment. Screen size
was one among the attributes, and a large screen provided more value to
Bindu but was a nuisance to Biju who saw more value in a smaller screen.
Wireless charging was of great value to Biju, but for Bindu this attribute
was irrelevant. In making their purchase decisions, Biju and Bindu looked
at the bundle of attributes and estimated the value they would derive from
each bundle of attributes—how the product solves their job to be done.
They checked the price-value proposition (PVP) for the two options—the ra-
tio of value to price. Sometimes we refer to this as “bang for the buck.” We
have only considered a limited set of attributes of smartphones in the Biju-
Bindu thought experiment. In real life, many more attributes will come into
play. For maintenance-intensive or consumable-intensive purchases like a
car or printer, it’s common that we consider attributes such as durable life,
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FIGURE 8.1: Price-Value Proposition: An illustration

service needs, price of service, value and price of consumables, and so on,
in deciding on our choice. PVP then captures lifetime value of the product
in the numerator and price to be paid for the lifetime of the product, often
referred to as total cost of ownership or TCO, in the denominator.

Our purchase decisions are guided by assessment of PVP for each op-
tion we are considering. Most often, the calculus of PVP happens in our
mind, and we are not even conscious of it. When we have to decide on
weighty purchases, we are likely to pull out the spreadsheet, as we are not
sure that our mental calculus is reliable enough. Some of us pull out the
spreadsheet even for monthly groceries, while the brave hearts do it for big
ticket decisions, say when buying an apartment. Whether we explicitly do
the comparison or not, whether we are conscious of it or not, we gravit-
ate towards the option that makes sense, meaning higher PVP. This doesn’t
mean that we will always go for the cheapest option. We go for the option
that gives us most benefit for the price we pay.

Davids who morph into Goliaths would have the best PVP in the arena
at that time, better than that of the incumbent Goliaths. Imitators, by
copying the Goliaths in products and business models, don’t do much to
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improve PVP for their potential customers. That explains why innovative
challengers are far more threatening than imitators, more so when their
breadth of attack covers the Goliath’s mainstream customer base.

Rise of Davids

During the 1960s, the Japanese motorcycle makers invaded America. In
an arena till then ruled by Harley-Davidson and BSA/Triumph, the Japan-
ese upstarts, Honda and its ilk started from nowhere to achieve market
dominance in less than a decade. Both British and American motorcycle
makers saw declining sales volumes and financial loss.14 A worried British
government commissioned a study to understand reasons for the decline
of British motorcycle industry and to come up with strategy alternatives. A
key conclusion of the study has come to be popularly known as “experience
curve effect.”15 That’s jargon to say that as you produce more, unit cost
will come down.

Bruce Henderson observed that the “correlation between competitive
profitability and market share was strikingly apparent” in several industries
such as motorcycles, television components and semiconductors.16 The
takeaway for managers was that the business which garners the highest
market share over time would also be the most profitable, by virtue of being
the lowest cost producer. The putative logic was, market share, driven by
volume of production and sales, would bring forth benefits of economies of
scale in the value chain of activities. As the report to the British Parliament
observes, “Annual production volume, both overall and at the individual
model level, emerges as the key factor determining relative cost position
among competitors.”17

To be fair, Henderson pointed out that while “the effect itself is beyond
question,” “understanding of the underlying causes of the experience curve
is still imperfect.”18 What Henderson and team observed as “correlation
between profitability and market share” was in fact a spurious correlation
driven by a third unobserved variable, which resulted in superior PVP vis-
à-vis rivals and also led to superior profitability sustained over time. To
understand that, we need to get into another thought experiment.

You are managing a business that is one among the challengers in an
arena. The dominant player has a sizeable market share and is profitable.
Not all the customers are happy with what’s being offered by the dominant
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player, but they continue to buy from it, as the alternatives from other
players in the arena are worse in terms of PVP. Either the attributes and
quality of offerings from other players are lacking or the price is higher, or
both.

You decide that following the dominant player is not going to be bene-
ficial, and look for opportunities to be distinctive. You make investments
to figure out how you can be distinctive, and focus on broadly two areas.
First, through careful observation, you identify poorly met or unmet jobs
to be done among sections of customers. These are most likely to be some
of the market segments and niches and related use cases ignored by the
dominant player. You come up with products that better solve these jobs
to be done compared to the dominant player’s offering. You target your
marketing campaigns to the segment of customers (or even a niche) where
your product is likely to provide a superior PVP.

Second, you look for opportunities where you can reduce your cost.
These would be through improved product design, better efficiency in oper-
ations and processes, higher productivity, reduced waste, savings in sourc-
ing inputs, and so on.

The combination of the two focus areas for investments results in two
outcomes. First, your product attributes and quality improve, at least for
customers in the segment or niche you are targeting. Product attributes
improve in the sense that now your product provides better value to target
customers. As a result, more customers perceive your products to have a
superior PVP compared to the dominant player. These customers flock to
you. You have gained customers who will stick with you, and at least for
a while they might even pay you a premium. Even with a discount from
the dominant player, these customers may not switch back, as the product
they now get from you is a better fit for their job to be done, significantly
improving the PVP for these customers. Your investments in the superior
product gave a kick to your sales volume, and at the same time boosted
your margins.

Meanwhile, let’s say your investments in lowering cost and improving
efficiency bear fruit, resulting in higher margins. With margins improving
from two sources—higher premium and lower cost—you are now able to
lower your prices, at the same time keeping for yourself a modest improve-
ment in profitability. The lower price further improves your PVP, which in
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FIGURE 8.2: Evolution of David into Goliath

turns brings more customers to you, all at higher profitability.

Both the number of customers and quantity sold of your products grow.
Your margin per product sold grows with higher profitability. The com-
bined effect of the two results in more profits to you in absolute dollar
sums. That’s higher surplus, part of which you reinvest in further innov-
ation. As your business evolves over time, PVP of your products becomes
superior to that of rivals, including the dominant player, driving up your
quantity sold and your market share. The higher profitability with higher
quantity sold drives up your profits, which in turn allows for more invest-
ments in innovation. You are able to attract mainstream customers of the
dominant player as their PVP for your products tends to improve over time
and becomes better than the PVP of dominant player’s offering for main-
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stream customers.
You are now in a virtuous loop of increasing investments in innovation

driving up three things—profitability, sales volume and absolute profits.
Increase in market share is the outcome, not the cause. As more customers
flock to you, the dominant player starts losing customers, since the market
size is finite. Over time, your market share becomes large enough that you
are recognized as the dominant player, dislodging the earlier Goliath. You
have evolved from a David to the Goliath.

Henderson and colleagues looked only at market share and profitability,
the two variables in the grey box in Figure 8.2, and concluded that there
is a strong correlation. Managers and policy makers who read their report
concluded that market share causes profitability, mistaking correlation for
causation. The correlation was spurious, as both market share and profit-
ability are driven concurrently by a third unobserved variable—investments
in innovation.

The drivers of superior profitability as well as market share were super-
ior products and lower cost, which were in turn driven by investments in
innovation. Here, the innovation could be simple, like the “better ketchup”
or pathbreaking, like Google’s page rank algorithm.

As a challenger gets better and better at improving its products and
lowering costs, it not only gains more profitable market share but also
institutionalises the processes of innovation within its organisation. Soon
the routines of product improvements and cost reduction go on autopilot,
leading to an ever-increasing momentum of the rise of David to market
leadership. Over time, as the challenger morphs into the dominant player,
the processes of innovation within its organisation get more ritualised.

The only clear thought now in the mind of the (newly minted) Goliath
is market share and the false sense of invincibility driven by its dominant
position. The Goliath starts to believe that someone with a market leading
position like itself can’t go wrong or can’t be challenged. Hubris—precisely
how their predecessor thought before it fell from the perch. There are
examples of dominant players who did not fall victim to this hubris, but
that’s often an exception rather than the rule.

The seeds of the rise of Davids are laid through a superior PVP at in-
creasing levels of profitability. Not all Davids will have the wisdom to invest
in distinctive product attributes or lower cost, or both. These are the su-
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perior weapons that the innovative Davids bring to the battle. Those who
bring these have a higher chance of mounting a credible challenge to the
reigning Goliath. Over time, some of the battle-ready Davids are able to
dislodge Goliaths and take their place. It is these battle-ready Davids that
the Goliaths find challenging to guard against.

Countering Davids

The dominant player’s repertoire of approaches to guard against Davids can
be seen as falling into two categories. The first are a set of deterrent actions
that are aimed at forestalling incursions by challengers. The second are a
set of responses that are meant to drive out or thwart the rise of challengers
who managed to make incursions. The second set of approaches kicks in
when incursions do happen, in spite of deterrence, and we will deal with
these in the next chapter. We now focus on the first set—deterrent actions.

DETERRING INCURSIONS

The best way for a Goliath to guard against Davids is to dissuade the Davids
from making incursions. Deterrence is better than defence. The dominant
players can build formidable moats and forts around their stronghold in the
arena that Davids find impossible to cross and scale. These can dissuade
potential new entrants from attempting to enter or can dissuade existing
players from making incursions into the dominant player’s turf. Such entry
or mobility barriers erected by the dominant players would make the chal-
lengers’ business case for incursion unviable by escalating the cost of entry.

Chest Thumping

Goliaths resort to chest thumping from time to time, announcing to anyone
who bothers to listen that they are serious about defending their turf. Dav-
ids ought to be discouraged from making incursions that would eat into
Goliath’s base. This is not focused on any particular challenger or any epis-
ode of incursion. This is a signal to all that the Goliath is fiercely guarding
its turf and will retaliate with force to repulse any attempt at incursion.

Robert Wilson describes “signalling” as “[an] incumbent firm reliably
[conveying] information that discourages unprofitable entry or survival of
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competitors.”19 The key here is credibility of the message that the Goliath
is putting out. Credibility itself comes from two sources. First, the message
will be more credible if it’s backed by more costly and irreversible com-
mitments. Second, the message will be credible if it’s consistent with the
reputation of the dominant player.

When market leader Eli Lilly announced its intentions in the late 1970s
to commercialise biotech insulin, it was a clear signal to most of the smaller
incumbent players that the new technology might be too much for them to
chew. Eli Lilly made initial investments in excess of US$100 million in
biotech insulin. Around the same time, it also entered new geographic
markets such as Western Europe, UK and Japan, which it had hitherto kept
away from, indicating that it would not shy away from increased rivalry
in new geographical markets so as to be profitable on its investments in
new technology and related production capacity.20 Both these actions were
costly and highly irreversible, lending credibility to Eli Lilly’s signal to other
players in the arena that it was pursuing a new technology with which it
intended to dominate the global insulin market.

Reputation is built over time, based on consistency in past actions, as
we saw in Chapter 5. Thus, specific responses to incursions by challengers
have two objectives. First is to respond to the incursion. Second is to add
a datapoint to the pattern of actions that any potential challenger will look
at, to assess the likely response of the dominant player to an incursion.
Dominant players often respond forcefully and aggressively, just to set an
example and discourage future challengers from making incursions.

During the early years of Android, the leading Android handset maker
was the Taiwanese company HTC. As HTC started making inroads into the
American market, Apple sued HTC for patent infringement. Interestingly,
Apple sued HTC in the District Court for the District of Delaware and also
with the US International Trade Commission. The case against HTC in
the US International Trade Commission was an interesting twist. The US
International Trade Commission could not award damages, but it could
ban import of HTC’s phones into the USA.21 Apple signalled to HTC as
well as to future challengers that it would aggressively guard its turf in the
USA.

Chest thumping, made credible by costly and irreversible commitments
as well as a strong reputation for aggressive responses, significantly dampens
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the interest of challengers to mount incursions. But that’s not enough to
keep out the determined Davids.

Moats and Forts

The US soft drinks industry was highly fragmented in the early decades of
the 20 century but evolved into a duopoly by the early 1990s. By 1992,
Coca-Cola and Pepsi together held 72 percent of the market, against 54
percent in 1966.22 Many of the incumbents exited, and the market wasn’t
viable for entry. During the two intervening decades, the cola majors had
built moats and forts around their soft drinks business.

Product Proliferation. The first wave of barrier building in the cola in-
dustry was in the form of new product launches. During 15 years from
the mid-1960s to the late 1970s, Coca-Cola launched 21 new brands and
Pepsi launched 24.23 Several brands that are popular today, such as Fanta,
Sprite, Mountain Dew, and Slice, were launched during this period. Diet or
sugar-free variants of popular brands were first launched during this time.
The brand launches were backed with heavy advertising.

According to Donald Hay, “Firms in a differentiated industry . . . seek to
proliferate products to fill up those parts of quality space where there could
be sufficient consumer demand to attract new entry.”24 The first wave of
huge variety of new soft drinks erected barriers primarily by ensuring that
most of the profitable niches in the arena for carbonated drinks were filled
up by products put out by the dominant players. Pepsi wasn’t yet one of
the dominant players in the industry during the 1960s. Yet its relative
success in establishing itself in new niches led to its evolution as one of the
dominant players by the 1970s.

This approach—product proliferation, has been adopted successfully by
Apple with their range of iPods, and later by Samsung with their range of
feature phones and smartphones. Once the dominant player carpet bombs
the market with a wide range of products covering all possible jobs to be
done niches, incumbent or potential challengers find it difficult to gain a
viable toehold in the arena.

Upping MVM. The second wave of barrier building by cola majors during
the 1980s saw significant escalation in advertising spends through celebrity
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endorsements. Pepsi signed up Michael Jackson who was at the peak of
his popularity then. Pepsi also roped in Michael J. Fox, star of the hit
movie franchise Back to the Future, for a series of youth-oriented advertise-
ments.25 Coca-Cola responded by lining up celebrity endorsers Elton John,
Paula Abdul, Whitney Houston and Selena Gomez. How does this build
moats and forts?

Prior to this, the most scale-intensive activity in the soft drinks value
chain was bottling. Even then, a bottler just needed about 1.2 percent
market share26 to achieve efficient scale. This means that about 80 play-
ers can be viably active in the industry. The celebrity-endorsed television
advertising that was broadcast nationally entailed significantly high fixed
costs in terms of fees for celebrities, cost of production that was compar-
able with Hollywood movies, and cost of prime-time media slots that reach
national audience. To recoup these high fixed costs as a small percentage
of cost per bottle, the product had to sell in massive volumes. In short, by
making celebrity-endorsed advertising a norm in the industry, Coca-Cola
and Pepsi drove up the MVM (see Appendix B), making it unviable for
small or sub-national players to stay in the market.

Eli Lilly’s investments in biotech insulin significantly increased the MVM
from the perspective of MES for production. Earlier, when insulin was ex-
tracted from animal pancreas, a seven percent share of the global market
would be sufficient for a player to fully utilise the benefit from econom-
ies of scale. At that MVM, an insulin maker could focus on its national
market and remain profitable. Biotech insulin brought down production
costs but required higher levels of investment for R&D and to set up pro-
duction facilities. This jacked up the MVM to about 40 percent of global
market.27 Only the second largest player Novo followed Eli Lilly into bi-
otech insulin. Innovation of new production technology for biotech insulin
rendered smaller players unviable in the production of active ingredient.
Most of other players such as Squibb, Wellcome, Continental Serum Labs
and Connaught Labs became customers of Eli Lilly and Novo for insulin
active ingredient.

Gillette, as we saw in the previous chapter, engaged in aggressive innov-
ation as well as celebrity endorsements. Their rivals should either spend
less on R&D and trail Gillette in product innovation or be less profitable
with higher allocated R&D cost per unit, as the higher base of R&D spend
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by Gillette increases MVM. Also, the rivals would never be able to match
Gillette’s high-octane advertising in bringing celebrities as well as hogging
prime media slots. As a result, for several decades, Gillette was able to
maintain a lead over rival Schick in its ability to bring out new and im-
proved products to market, as well as reaching customers through its cam-
paigns. Whether the extra blades and lubricating strips are really useful
is a question that DSC brought in front of customers. Till that happened,
Gillette merrily used MVM to deter challengers.

Increasing MVM through strategic action such as advertising, innova-
tion in production technology and aggressive product innovation, all result
in heightened barriers to entry and mobility. Faced with such strategic
actions by the dominant players, incumbent challengers find it tough to ex-
pand out of their current restricted market space. Potential entrants most
likely back out due to unviable business cases.

Lock-in / Lock-out. Challengers need to attract new customers, and dom-
inant players often thwart this by locking in customers. They lock out
challengers from gaining access to their customers. Microsoft, through a
combination of business arrangements and technical features, locked in
customers to its Windows PC operating system. Its dominance in the PC
operating systems has sustained over nearly three decades.

Brand building has the potential to create strong lock-in with at least
a section of customers. The Body Shop demonstrated that it’s possible to
lock in customers by appealing to their values.28 Tesla has been working on
building a loyal client base who believe in going green without giving up
on style or performance. Tesla is guided by the belief that, “people didn’t
need to compromise to drive electric—that electric vehicles can be better,
quicker, and more fun to drive than gasoline cars.”29

Lock-in is possible not just with customers but other participants in
the industry value chain as well. Suppliers and partners can be locked
in to ensure that challengers have limited-to-no ability to grow. Lock-in
of partners in the industry value chain is more durable and effective if
it involves commitments by them. Commitments can be in the form of
contractual obligations or the need to invest in assets that are specific to
business with the dominant player. When Robert Taylor of Softsoap tied
up the plastic pump manufacturers with a purchase order for a full year’s
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production, he was relying on the suppliers honouring their contracts.
When contractual commitments require the use of specialized assets,

the partner is likely to insist on reciprocal commitments, as they will need
to earn a return on their investment. Bottlers of Coca-Cola or Pepsi aren’t
allowed to bottle competing soft drinks. Since the bottlers make the in-
vestments for the production facility and distribution, the cola majors sign
multi-year contracts that grant the bottlers exclusivity to cater to demand
in a geographic area.30 All these will lock out challengers from gaining
access to whatever the partner brings to the game.

Government-granted Moats and Forts. Government-granted monopol-
ies are supposed to provide a period of competition-free business to who-
ever gets it. Tolled infrastructure such as roads built by private-sector play-
ers provide uncontested revenues for the duration specified in the public-
private partnership agreement. Patents give the innovator the right to
either monopolize the market, or extract value from other users of paten-
ted technology through licence fees. Patents are meant to assure a reason-
able return to the inventor for the risky and often unsuccessful investments
they make in R&D. Clever Goliaths create thickets of patents around their
products with a view to making their monopoly better guarded and longer
lasting. Challengers would find it extremely difficult to overcome or bypass
such a moat around the dominant player’s product.

Trademarks, which are essential for branding, protect the owners from
copycats trying to undermine the brand value embodied in the trademark.
Copyright prevents the use of a creative work by anyone other than those
who own it. Legendary cartoonist Walt Disney released Steamboat Wil-
lie, featuring Mickey Mouse, in 1928.31 The character Mickey Mouse is
protected as a copyright and as a trademark, both owned by The Walt Dis-
ney Company. Disney has enjoyed its intellectual property (IP) rights over
Mickey Mouse and other characters for almost a century now, allowing
them to leverage this monopoly through direct use in their theme parks,
movies, television channels as well as third-party licensing for merchand-
ising and other uses.

Government-granted moats and forts do not automatically assure that
there won’t be any challenge, as BSB found out the hard way.32 When BSB
won the licence for direct satellite broadcasting (DSB) to UK in 1986, it
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thought that it had an airtight monopoly. BSB was a joint venture backed
by several private-sector players active in television and media industries.
BSB went about the launch of its service at a sedate pace. The launch was
planned for September 1989, some three years from winning the license.
It went through rounds of massive financing and also prioritised several
activities that were not that essential for launch of their service. As top
managers of BSB were busy choosing the colour of carpets for their new of-
fice building, termed “an essay in post-modernism yet to be built in UK,”33

Rupert Murdoch announced that Sky would launch direct-to-home satellite
service for UK. Sky’s lead time from announcement to launch was a mere
nine months, and it beat BSB to become the first to launch. What ensued
was a vicious battle, with Sky and BSB fighting it out home by home to win
customers, each losing several million sterling pounds a week. BSB even-
tually called quits and got acquired by Sky. The key assumption made by
BSB—their licence grants them an unassailable monopoly—did not hold.
Sky found loopholes to bypass the licence and provide direct-to-home tele-
vision services to UK customers. The holder of mandated monopoly needs
to work on making sure that their ability to appropriate value is not under-
mined by innovative challengers.

Stay Ahead in the Game

By far, the most promising approach to forestalling Davids is for the Goliath
to stay ahead of challengers. This requires the dominant player to keep
a keen eye on emerging changes in customers’ jobs to be done as well
as new opportunities arising from emerging changes in technology and
regulations. The seeds of credible challenges lie in these. The very nature
of a dominant player often handicaps their ability to spot, track, and act on
such changes and challenges.

It took several years before HLL realised and recognized Nirma as a
rival. During that time, Nirma gained more customers and also entered
other categories that HLL was dominating. Although HLL created the mar-
ket for NSD powder, it hardly built any moats and forts around that mar-
ket. The delay in HLL taking cognizance of the challenge by Nirma made
it easier for Nirma to gain foothold and grow. It also made it more difficult
for HLL to fight back Nirma. Why are Goliaths often blind to incursions by
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Davids? Once challengers are recognized for what they are, how can the
dominant player fight back? We will focus on these questions next.

LONG STORY short

Davids come in two types: imitators, who copy products
and business models of dominant players, and innovators, who
come up with novel products and business models. Innovating
challengers come up with products and business models that
result in a superior PVP for a segment of customers, better
than PVP offered by the dominant player. Their investments
in innovation help drive up PVP for customer and profits for
themselves. Innovative Davids morph into Goliaths as more
and more customers prefer them due to their superior PVP.
Often, Goliaths fail to notice the threat. It is easier to fight back
imitators than innovating challengers. Dominant players can
signal their intention to protect their turf fiercely. The signal will
be credible only if backed by costly/irreversible commitments
and a reputation for protecting turf, built through past actions.
Battle-ready dominant players heighten the entry and mobility
barriers to discourage any potential challenge from new entry
and pin down incumbent challengers.
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CHAPTER 9

GUARDING AGAINST DAVIDS

Back in 1977, Sidartha Sen, then marketing director of HLL, was on a tour
of the North Indian state of Uttar Pradesh.bWhile at a small retailer (called
kirana) in a village, Sen observed the shopkeeper briskly selling plastic
bags of an yellow detergent powder, priced at one-third that of Surf, HLL’s
detergent. Sen was paying careful attention to this phenomenon during
this field visit. Sen realised that HLL had been losing a competitive battle
that it did not even realise it was fighting. The yellow detergent powder
was Nirma, launched by Karsanbhai Patel eight years earlier.1

By the time HLL realised the threat to its detergent business from Nirma,
the challenger had built a high momentum for market growth and was cap-
turing most of it. Nirma continued to consolidate its presence in the market
for another decade. By 1987, Nirma sold about 250,000 tonnes of deter-
gent, a volume growth of 16 times in 10 years. It captured more than 60
percent of the market, while HLL’s share dropped to less than eight per-
cent.2 The decade-long effort by HLL to counter Nirma started showing
results from 1988 onwards, when Nirma’s share started declining. HLL
had to fight inch by inch to take back some of the lost ground.

The longer it takes the Goliath to spot the incursion by David and act
decisively, the more entrenched and stronger the David will get, making it
more difficult for the (former) Goliath to fight back. Goliaths are better off
guarding against incursions by Davids if they act early and swiftly. Unfor-
tunately, the very nature of Goliaths makes it difficult for them to do so.
We will understand the reasons why Goliaths realise too late that they are
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at war. We will then look at how to fight back Davids who have already
made incursions.

WHY GOLIATHS FALTER?

“There’s no chance that the iPhone is going to get any significant market
share.3 This was Steve Ballmer in 2007, then CEO of Microsoft, on the
launch of iPhone. He wasn’t alone in being dismissive of Apple’s foray into
mobile phones. “It’s kind of one more entrant into an already very busy
space with lots of choice for consumers, [but] in terms of a sort of a sea-
change for BlackBerry, I would think that’s overstating it,” was how Jim
Bastille, co-CEO of Research In Motion (RIM), dismissed iPhone as a threat
to Blackberry.4 Padmasree Warrior, CTO of Motorola, the number two in
mobile phones then, was sceptical too. In a derisively titled blogpost, she
wrote, “There is nothing revolutionary or disruptive about any of the tech-
nologies [in iPhone] . . . [all these] are already available in products from
leaders in the mobile industry [such as] Motorola, Nokia and Samsung.”5

With hindsight, we can say that Microsoft, Blackberry and Motorola,
not to leave out market leader Nokia, did not realise iPhone for what it
would be. Could any of them have seen the launch and subsequent devel-
opment of iPhone differently without the benefit of hindsight? Could they
have realised earlier the competitive threat from iPhone? Could they have
judged how iPhone would impact their mobile phone business? Without
timely insights on potential threats and the likely impact on our business,
guarding against such threats is a lost cause.

Michael Porter defines blind spots as “areas where a competitor will
either not see the significance of events [such as a strategic move] at all,
will perceive them incorrectly, or will perceive them only very slowly.”6

Blind spots are gaps in competition-relevant insights in the minds of man-
agers of a business. Blindspots robs managers of the chance to take timely
and appropriate competitive action, be it pre-emption or response.

In the normal course of business, an organisation gathers competition-
relevant information, processes it to gain insights, and decides and acts
on competitive moves. Competition-relevant information is gathered at
parts of the organisation that perform boundary-spanning roles such as
sales, procurement, logistics and customer service, where members have
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FIGURE 9.1: From competition-relevant information to competitive action

an opportunity to access information from external stakeholders. These
members, however, are not those who are best placed to make sense of the
information to come up with competition-relevant insights. The informa-
tion needs to be passed on to those parts of the organisation where it can be
best used. Typically, that’s the job of senior managers as well as specialized
subunits whose purpose is to process such information and gain compet-
itive insights, such as strategy teams or market intelligence teams. The
competitive insights gained can become the basis of timely and effective
competitive action or response.

Any glitch or breakdown in the process of gathering, passing on and
making sense of competition-relevant information will likely result in a
blind spot. There are many ways to end up with blind spots. The organ-
isation that carries out the business may not gather relevant information.
The information might be gathered but might be stuck in a place where it’s
not used, or might reach the appropriate part of organisation too late. The
information reaches the appropriate part of the organisation in time, but
the insights derived from the information may turn out to be incorrect.

Most of the mobile phone and smartphone makers did not figure out in
time how iPhone would change the world of mobile devices. They were
looking, but didn’t see. Failure in any of the process stages of “gather, pass
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on, make sense” results in blind spots (see Figure 9.1). Some organisations
suffer from blind spots arising from failures in more than one of these pro-
cess stages. Many of the blind spots can be corrected or compensated for.
For that, we need to understand why they occur. We need to understand
why information isn’t picked up, why information doesn’t go to the right
place before it’s too late, and why we go wrong in making sense of the
information. Even after making sense, some businesses may be unable to
take appropriate action/response due to lack of capabilities. So being able
to avoid blind spots is not the end of the story.

Eyes Wide Shut

BSB was the sole winner of the UK government’s bid that awarded licence
and spectrum for high-power direct-to-home satellite television broadcast-
ing in the early 1990s. It assumed that it was a monopolist and didn’t
bother to look out for competition. It was blissfully ignorant of any com-
petitive threat till Sky announced its entry even before BSB launched its
service (see discussions on BSB in Chapter 1 and Chapter 8). It is common
for top managers of businesses to assume that they have an unassailable
market position, based on government-mandated monopoly privileges such
as licences and patents. High market share is another key reason why man-
agers assume that they are invincible. This self-deluding and false sense
of invincibility results in break-down of the first process stage—gathering
competition-relevant information.

Most large companies are in the habit of telling themselves and their
employees that they are the best. This happens as part of orientation for
new employees, and is often repeated by top management in town hall
meetings and internal communications. Not all employees take such mes-
sages too seriously. But there are many who would believe this message.
It’s natural to expect that the believers would be oblivious to the need to
tune their antennae to competition-relevant information. After all, “We are
the best.”

To be fair, managers highlight challenges faced by the business in the
town hall discussions, internal meetings and communications. But there
is usually a bias towards the positive side, especially if recent performance
has met or exceeded expectations. Oftentimes, a false sense of invincibility
pervades the organisation, all the way to the top.
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Market leaders often tend to believe that they are the chosen one. This
belief is formed and reinforced by the prominence and deference that man-
agers of the market-leading firm are given by industry bodies, business
press, governments, and sometimes, customers and rivals too. Managers
of the market-leading firm often consider this respect to be an entitlement,
not something earned through hard work. Concepts like price leadership7

reinforce this thinking. Beliefs such as “We are the chosen one” or “We are
the best” put managers and the whole organisation in a state of eyes wide
shut. Their antennae, which ought to pick up competition-relevant inform-
ation, are disconnected or weak at best. They remain blissfully ignorant
about potential competitive threats till it’s too late.

Large organisations, specifically those with several layers in their hier-
archy, naturally restrict availability of information at various levels. A size-
able proportion of organisational members are exposed mostly to opera-
tional information relevant for their activities. The big picture gets more
unclear as we move away from the top management. Posters of vision,
mission and values that adorn corridors and shop floors are supposed to
give the big picture view of business down to the last employee, but these
are mostly ignored. Members of the organisation who are removed from
the top by several layers of management are often oblivious to an under-
standing of what’s competition-relevant for their business. Even if such
information jumps up and down in front of them in colourful costumes
while banging on a pair of outsized cymbals, they won’t take a second
look. Providing the whole organisation with a useful big picture view is an
essential role of the top and senior management, but this often does not
get priority.

More than half a century ago, Theodore Levitt admonished managers
not to hold a restricted view of the scope of their business.8 For instance,
he urged managers of oil companies to think about competing in energy
business. Levitt’s call was to broaden managers’ view about competition so
that they were able to spot, in time, what’s going on beyond the narrow
confines of their industry, direct rivals and dominant technology, avoiding
tunnel vision to see competition-relevant information.

In a 1991 interview to Fortune magazine, Steve Jobs had said, “When
IBM [leader in mainframe computers] entered the market [for PCs in 1982],
we did not take it seriously enough . . . . We were shipping tens of thou-
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sands of machines a month—more computers than IBM [had ever sold].”9

That was Jobs admitting that those days Apple didn’t consider IBM to be a
rival in their PC business, only to be proven wrong in just a few years.

Managers use classification schemes (or taxonomies) to simplify their
understanding of the competitive arena.10 They identify as competitors,
those who are similar to themselves in form—size, geographic presence,
business model, resource endowments, goals, and such. HLL would have
readily acknowledged Tata Oil Mills Company (TOMCO), part of the Tata
business group, as a rival in the market for soaps and detergents dur-
ing the 1970s, more because TOMCO conformed to HLL’s conception of
a competitor—someone who is similar in form.

Nirma did not conform to this similarity in form, at least not in the first
decade of its existence. It is not surprising that HLL had great difficulty
recognizing Nirma as a competitive threat even after Nirma was driving
market growth and HLL had lost a sizeable share of market to Nirma. As
we saw in our discussion on competitor radar in Chapter 4, it is a lot easier
to spot direct rivals—those with whom we have high resource similarity
and market commonality. It’s tougher to spot smaller competitors, rivals
with different business models, substitutors or potential entrants, as these
players take forms that are different from ours. Managers filter out as irrel-
evant any and all information about players who don’t fit their conception
of a rival—another driver of missing out on competition-relevant informa-
tion.

Same goes for information and trends related to suppliers, customers,
industries and technology. Anything that is about participants who do not
conform to the form is mostly discarded. With all this information filtered
out, what’s picked up, passed on and made sense of is just a narrow set of
information that is already all too familiar. Anything unfamiliar, when it
bites, is a total surprise. That’s how businesses end up with their eyes wide
shut.

Lost in Translation

Competition-relevant information is not of much use until it reaches the
place within the organisation where it can be processed for insights. This
transportation problem is daunting for most organisations, especially large
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ones, which Goliaths invariably are. Three things come in the way of effi-
cient and timely passing on of information within organisations.

Information is Power. Sébastien Bazin, CEO of Accor group, observes
that many members of traditional, large organisations do not share inform-
ation but hoard it as they believe it gives power.11 Organisations have tried
to break this behavioural trait by putting in place systems and processes
that necessitate information sharing, but these fail miserably as there is no
way to ascertain that useful information is indeed not hoarded. It requires
a change in the worldview of members of an organisation that “hoarding
information is harmful to the organisation” and, as a result, harmful to
themselves.

Fuzziness in Lines of Communication. Organisations are like a live or-
ganism that changes and evolves over time. However, in the minds of
members of an organisation, including its managers, there exists a fairly
stable view of what the organisation is and how it works. And then there
is the view of the organisation as depicted in the formal organisation struc-
ture, job descriptions and such that are meant to facilitate coordination
and communication among different parts, to work towards a common
purpose. These views are not always consistent and do not look similar,
and this can be confusing.

Members of the organisation end up with differing views on what the
organisation really is, what its various parts and their roles are, and how
they function. Paths to communicate and coordinate get fuzzy. While the
formal structure of the organisation may show clear paths to communic-
ate, many of these paths would be viewed by members as non-existent or,
worse, booby-trapped, resulting in reluctance to use these to pass on in-
formation. Gaps between as-is and should-be lines of communication and
coordination mean that information just won’t flow even if members are
willing to share.

NIH Bias. “Are you sure?” is a common response to information passed
on from outside. Outside could be anyone who is identified as not belong-
ing to the team that receives the information. What’s at work is a negative
attitude towards information from external sources, held irrespective of the
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objective value of that information—not invented here (NIH) syndrome.12

This bias results in organisation members applying a discount to the value
of information that is passed from other parts of the organisation. One of
the reasons why senior managers end up ignoring early warnings about
competitive threats, to their peril, is this bias. Teams that are supposed to
make sense of competition-relevant information ought to be free of such a
bias, but in reality that’s not the case.

In many instances, these three phenomena—belief that information is
power, fuzziness in lines of communication and NIH bias, result in informa-
tion loss or considerable delay in passing on information. The organisation
which is denied timely use of competition-relevant information loses the
opportunity to generate competition-relevant insights to drive actions.

It’s a Bird! It’s a Plane! The leading mobile phone makers in 2007—
Nokia, Motorola and RIM, didn’t realise how iPhone would change mobile
devices. Motorola dismissed it for not having any new tech. Nokia saw it
as a weak product with a battery that requires charging daily, while Nokia’s
own phones lasted a whole week on a single charge. Blackberry believed
that the touch keyboard in an iPhone was an apology to the physical key-
board in its own phones, which executives around the world adored those
days.

Reviewers who shared their first impressions about iPhone back in 2007
saw things differently. Jason Snell, reviewing iPhone for Macworld, was all
praises for the touch screen keyboard and the software which predicted
words being typed. “With my index finger I managed to type faster than I
ever have on a tiny device, physical keyboard or not.” He added that with
practice, two-thumb typing on touch keyboards would be even faster.13

John Gruber, another reviewer, was impressed with the display, and the
software that managed screen rendering. “The high-resolution screen is
gorgeous . . . . I haven’t found a single element of the iPhone UI that doesn’t
feel super-snappy.”14 Why is it that analysts were able to spot these seem-
ingly innocuous but critical innovations, while the CEOs and CTOs of in-
cumbent phone makers couldn’t?

Much of the myopia that results in managers missing to see what’s hap-
pening out there comes from their mental models—the frames of reference
that we discussed in Chapter 5. For Nokia executives, long battery life was
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an essential feature of a mobile phone. Without that, a product isn’t a mo-
bile phone. They believed that no one would buy a phone that requires
daily charging. For Blackberry maker RIM, it was the keyboard. In their
frames of reference, touch screen keyboards could not measure up to the
physical keyboards that adorned Blackberry devices, and therefore iPhone
was doomed to fail. That’s what their frames of reference told them, and
they believed in it.

As Shaker Zahra and Sherry Chaples observed, “Well-intended dedica-
tion to a successful business concept becomes a dogma that prevents exec-
utives from seeing the connection between their existing product lines and
emerging industry trends.”15 Frames of reference are developed through
experiences of the business and its managers. Over time, approaches that
repeatedly yield success are adopted and ritualised, while those that do not
bring success are discarded. Ritualised approaches give rise to axiomatic
rules of thumb and dogma that guide sense-making, and decision-making
rules that everyone in the organisation follows, without much questioning.
Managers start thinking alike, and alternate ways of making sense are not
pursued, as they won’t be beneficial or rewarding—George Orwell’s group
think. Anything that’s different, if not already ignored as irrelevant, is dis-
counted as an anomaly or given an alternate explanation.

When Hans Rosling asked participants at the World Economic Forum,
Davos—captains of industry and leaders of the world, three questions about
readily verifiable facts such as level of poverty in the world, future popu-
lation growth and access to primary health care, the responses for two out
of three questions were wrong. Chimps picking answers randomly would
have performed better, according to Rosling. He concluded that people (in-
cluding those who speak at Davos) tend to form their worldview based on
data they were exposed to a decade or two earlier.16

What came into the mind of the manager as an insight long ago based
on facts of that day gradually morphs into a persistent idea and eventually
becomes a dogma that refuses to be revalidated. Once such convictions
take root in the mind of the manager, it takes existential threats to force
the manager to revalidate these.

The reason why there is a need to revalidate insights that are based
on past data is evolution. The business environment, players, customers,
suppliers, technologies, regulatory regimes and managers, all change over
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time. We often ignore evolution or grossly underestimate its pace. A man-
ager who had operated in a relatively benign market environment will con-
tinue to believe that the market is benign, even as it evolves over time to
be far less benign. This inability to revalidate worldview has only one
outcome—the manager’s business gets clobbered by rivals in the now not-
so-benign competitive arena.

As Davids discover new ways of doing things, be it business models,
business practices, or products, managers of the dominant incumbent stick
to their outdated worldview of what the product means, or the business
model and practices imply, for competing. The Goliath fails to see the
threat from David.

Fact-based worldview would put emphasis on gathering data and up-
dating insights periodically. Dr. Rosling called this factfulness—“the stress-
reducing habit of only carrying opinions for which you have strong sup-
porting facts.”17 Factful managers are the exception, though.

In battle-ready businesses, the entire organisation has a good idea of
the big picture and is geared towards gathering competition-relevant in-
formation as part of their day-to-day activities. Members know who to pass
on information to, and how. Information reaches the right place without
much delay and is not discounted by those who need to use it.

Managers in battle-ready businesses are more factful, consciously trying
to revalidate their frames of reference as new data emerges. They are
better placed to derive appropriate insights in time, and to act swiftly and
decisively to their benefit.

GOLIATH’S GAME PLANS

Not all challengers are same, and not all incursions warrant a similar re-
sponse from the dominant incumbent. The basis of attack by challengers
varies depending on distinctiveness of challenger’s solution to customers’
job to be done, as well as the breadth of the challenger’s attack—whether
it targets a narrow market base or the entire market base of the dominant
player. The response from Goliath needs to be calibrated to David’s attack
(see Figure 9.2).

166 Battle-ready



Distinctiveness of challenger’s 

Solution to job to be done

C
h

a
lle

n
g

e
r’

s
 b

re
a

d
th

 o
f 

a
tt

a
c
k

Low High

N
a

rr
o

w
B

ro
a

d

Watch Out

Drive Out

Imitate /

Acquire

Transform

Source: The author

FIGURE 9.2: Fighting back challengers: Response repertoire of dominant
player

Driving Out Imitators

Challengers impressed with the runaway success of the dominant incum-
bent often tend to imitate. While Goliaths face difficulty in spotting in-
cursions, once they do spot, they can repulse imitators using a range of
weapons that leverage their status quo advantage in the market. Imitation
is not the smartest form of challenge.

Dominant position provides the Goliath with several advantages such
as better control of the technology prevalent in the industry, superior re-
lative cost position, as well as superior access to the business ecosystem
consisting of suppliers, business partners and customers. The aim of the
Goliath using these advantages in response to an incursion would be to
drive out the imitator. The intensity of response can be mild—target prac-
tice, or can be ruthless and fierce—a rampage, or something in between.
This depends on the breadth of attack by the challenger, the competitive
threat perceived by the dominant player as well as signal value to other
stakeholders, including future challengers. Imitators attacking a narrow
market base may not warrant an immediate or aggressive response from
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the dominant player. A wait-and-watch approach would be more appropri-
ate. The decision would be predicated by the motivation to respond for the
dominant player, discussed earlier in Chapter 6.

More broad-based and threatening the attack, swifter and more ag-
gressive the response has to be. More critical the defending turf signal
to the imitator and other stakeholders, swifter and more aggressive the re-
sponse has to be. In cases where the dominant player wants to send out an
unequivocal message to one and all that it will not even surrender an inch,
the response can be disproportionately aggressive.

Leveraging Technology. Goliaths are likely to have better control over the
dominant technology in their industry. This puts them at a relative advant-
age compared to challengers who do not have the same level of mastery in
the technology or won’t be in a position to invest as much in developing
the technology further. The products from the challengers would mostly
be similar to what the dominant player already brings out. At best, the
imitating challenger’s product would be marginally superior in terms of
product attributes. Such superiority is likely to be temporary as the dom-
inant player can quickly overtake the challenger, given its superior access
to technology and resources. This is what happened with Schick’s launch
of Quattro.

To stay at the pole position, the dominant player has to consistently
invest in technology in the form of R&D, product development as well as
process upgrades. Focus of investments in technology could be wide ran-
ging, such as exploiting scale and scope economies, enhancing product at-
tributes, and improving process efficiency across its value chain. These in-
vestments would result in capabilities that reinforce the dominant player’s
superior grip over the arena, as long as there is no fundamental shift in the
dominant technology.

Intel’s dominance of the microprocessor (processor) industry for three
decades starting the early 1980s rested on the solid foundation of its mas-
tery of dominant technology involved in design and manufacture of pro-
cessors. Every time the cyclical semiconductor industry went through a
downturn, players would go into hibernation, letting go of staff and redu-
cing expenses. The first expense to be axed would typically be research,
except at Intel. During downturns, Intel did let go of staff on the oper-
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ational side, but it kept up its investments in research. Intel’s research
agenda was focused on staying on course with Moore’s law, named after co-
founder Gordon Moore, who observed that the processing power of chips
will double every 18 months, while cost will go down by half.18 With its
continued investments in research, through ups and downs, Intel came out
of downturns with superior next-generation products, while their rivals
opened shop and dusted their old line-up. For three decades, Intel’s tech-
nology dominance in processors was unmatched by rivals.19

Exploiting Cost Advantage. Some players ignore the cliched adage,
“Don’t get into a price war.” Look carefully and you will find that these
are players who have achieved the best-cost position. Having a lower
cost structure vis-à-vis all rivals, being the best-cost player, is a formid-
able weapon in a competitive battle. The best-cost player achieves this
through persistent hard work over many years. Cost advantage should not
be confused with cheap products. Cost advantage means that, adjusting
for differences in product attributes, the best-cost player incurs the least
cost to produce, among all rivals.

Best-cost players have two advantages in a competitive battle. They are
able to undercut the prices of rivals in order to grab larger sales volume
that results in higher market share. Their cost advantage lets them earn
more profits than their rivals. The best-cost player ends up the largest and
often the most profitable player.

Intel’s employee number three Andrew Grove is credited with setting
up the company’s operations. Grove’s unrelenting pursuit of operational
excellence made Intel the best-cost player among makers of processors.
After Grove moved on to become Intel’s CEO, operations came under Craig
Barrett,20 who earned his stripes taking manufacturing efficiency of the in-
creasingly complex Intel processors to new heights. During the three dec-
ades of its reign at the top, Intel was the best-cost player in semiconductor
industry and that enabled it to dominate the market and earn superior
profits.21

Influence on the Business Ecosystem. No business can survive without
the support of its business partners—suppliers, customers, complementors,
technology providers and others, who form part of its business ecosystem.
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Dominant players enjoy superior access to business partners compared to
their smaller rivals. Superior access to business partners allows the domin-
ant player to influence the trajectory of change in its arena. This includes
the trajectory of changes in technology, products and business model. Influ-
ence on these trends helps the dominant player reduce uncertainties about
future significantly. The technology would move along the lines envisioned
by them. Products and business models would evolve over time in ways
that reinforce their dominance. Influence on market dynamics enables the
Goliath to sustain its dominance over time, by minimising surprises from
the business ecosystem.

Moore’s law, the way Gordon Moore stated it, was a descriptive tech-
nical statement on the evolution of the power of integrated circuits, with
implications for evolution of power of processors and the cost of producing
these. Moore’s law enabled Intel to influence the semiconductor business
ecosystem. Once Moore’s law was widely accepted as an immutable law
that governs the evolution of semiconductors, every player including In-
tel’s rivals and business partners started calibrating their strategic direction
along the dictates of this law.

Customers of Intel—the PC makers, calibrated the expected increase in
processing power based on Moore’s law while designing their next line-
up of PCs and laptops. Complementors such as independent software de-
velopers also started factoring in performance improvements in hardware,
driven by Moore’s law, in their product road maps. Suppliers such as Nikon,
Canon and later ASML, who produced critical equipment used in manufac-
turing of semiconductor chips, made strategic choices on the basis of future
requirements from chip makers, again driven by the trajectory aligned with
Moore’s law. Intel, with Moore’s law, essentially aligned the evolutionary
dynamics of the business of processors to a rhythm consistent with its own
strategic direction. As long as Intel kept on investing in R&D to stay on
Moore’s law, its dominance of the market was assured.22

Rivals who tried to leapfrog Intel found no market and no means to
bring their products to market. PC makers and software developers weren’t
willing to sign up for an ahead-of-time design of processor, as their product
road map could accommodate this design only a few years later. Rivals who
wanted to leapfrog Intel could not find equipment vendors who provided
them the production technology and equipment for their ahead-of-time
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design. Leapfrogging Intel was just impossible. Lagging Intel meant that
the rival was competing with an older-generation Intel product which was
on the verge of getting commoditized. The only way to have some chance
of making it was to stay on the trajectory dictated by Moore’s law. But in
that lane of the racetrack, Intel was ahead of all.

Combining It All. McKinsey & Company estimates that during 1996-
2009, Intel captured economic profit of US$57 billion, compared to eco-
nomic loss of US$47 billion made by all other players in the semiconductor
business ecosystem. A few others made positive economic profits. The
profitable players excluding Intel made a combined profit of US$91 billion,
while the loss-making players made a combined economic loss of US$138
billion. Intel made almost four times the profit of the second most profit-
able player.23

Intel’s decades-long dominance of the arena for processors was remark-
able as it concurrently used all three approaches —leveraging technology,
achieving best-cost position, and influencing the business ecosystem. As In-
tel’s designers worked to develop the next generation chip series in time to
fit the dictates of Moore’s law, the business ecosystem readied themselves
to convert the design into market-leading products. Grove and his suc-
cessors developed and fine-tuned manufacturing processes that delivered
the best efficiencies, aligned with the trajectory of product and production
complexity predicted by Moore’s law. Intel’s dominance allowed little room
for imitating challengers in the arena.

Thwarting the Rise of Innovators

Intel’s decades-long dominance in the arena for PC and server processors
was the result of it being able to marginalize imitating challengers. With
the advent of mobile internet devices (MIDs), Intel’s dominance is being
challenged by innovators, in the second decade of the 21st century. The
David is not a single business, but two—the British processor designer and
licensor Arm, and Taiwanese semiconductor manufacturer Taiwan Semi-
conductor Manufacturing Company (TSMC).

Arm’s designs have moved from mobile devices to challenge Intel’s
home turf—PCs, laptops and servers.24 TSMC has overtaken Intel in the
arms race of semiconductor manufacturing.25 Both have been around for
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more than 30 years, through the era of Intel’s dominance. The basis of
their challenge has been innovation. And that’s why Intel is finding it diffi-
cult to catch up. Whether or not Intel will work its way back to its former
dominant position, the arena has changed forever. Intel can’t hope to win
with the old ways of doing things. Its technology, products and business
model have been found inadequate, as these have been overtaken by those
of Arm and TSMC. Intel needs to transform if it has to stay on.

Innovative challengers come with a distinctive solution to customers’
job to be done. Their market focus—narrow or broad, is not entirely a
strategic choice. It’s more a function of size of the market for the unmet or
poorly met job to be done that the dominant player has ignored.bWhatever
the breadth, innovative challengers are a tough nut to crack for the dom-
inant player.

An innovative challenger who is targeting a narrow breadth of the Go-
liath’s customer base is not an immediate existential threat, as the main-
stream market of the Goliath is not under fire right away. Challengers who
are successful with their narrow breadth of attack are likely to broaden
their attack over time. Often, technological advancements including new
applications of available technologies are the basis of a challenger’s innov-
ative incursion. All this can be spotted and understood well in time if the
Goliath remains watchful. If spotted well before the challenger’s offering
goes mainstream, the dominant player has the opportunity to imitate or
acquire the challenger.

Imitate and Dominate. Before deciding to acquire, Goliaths typically try
their hand at imitating the David’s innovation. Imitation is likely if the
innovation is not protected legally, which is most often the case about busi-
ness models, practices and many new product attributes. When Patan-
jali Ayurved’s range of packaged consumer goods that emphasized herbal
ingredients and traditional recipes started gaining traction in the Indian
consumer packaged goods arena, Hindustan Unilever relaunched its Ayush
brand, augmented with recipes from reputed Ayurveda doctors.26

Facebook is infamous for copying features from offerings of its rivals,
most often from much smaller players. It’s internal slogan when it comes to
nifty features in rival offerings is “Don’t be too proud to copy.”27 The Wall
Street Journal reports that Facebook uses an “internal early bird warning
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system” which alerts its executives of the rise of smaller rivals whose offer-
ings might pose innovative threats to its social networking offering. Using
this, Facebook had identified several potential threats such as Houseparty,
an upstart provider of small group video chats, that Facebook copied suc-
cessfully. Facebook made overtures to Houseparty, indicating its interest to
acquire, more likely to understand the rival better. When it became clear
that Houseparty’s offering can be copied, it went about doing just that.28

Acquire the Challenger. Cisco, which pioneered the market for computer
networks in the 1980s, soon realised that new technologies and applica-
tions are flooding the market. Cisco keenly looks out for emerging techno-
logies, products and applications, and quickly decides whether it can play
in these with in-house capabilities. Else, they scout for and acquire smaller
companies that are ahead of them in the emerging areas.29

Cisco’s growth since the mid-1990s has been driven by an growing port-
folio of products and technologies, most of which brought within Cisco
through acquisitions of smaller companies with promising technologies and
products that haven’t yet gone mainstream. Between 1993 and 2020, Cisco
spent US$70 billion for more than 200 acquisitions—two acquisitions a
week, every week for 18 years.30 John Chambers, CEO of Cisco, summar-
izes their attitude towards innovative challengers thus, “A lot of companies
are arrogant. They’re on top and they believe they belong there. We’ve
got almost the reverse attitude. We’ve got a tremendous fear of failing.”31

Rather than seeing the innovative challengers as upstarts to be crushed
with their might, Cisco sees them as pioneers who are shining a light on
the path to new products and markets. By acquiring these upstarts, Cisco is
able to combine their market presence, financial muscle and brand with the
new technologies and products of the challengers, to retain its dominant
position.

Acquiring smaller players with promising technologies and products
makes sense for the dominant player if the deal is done before the small
player gets too big. How to organise the acquired business alongside the
current business of dominant player would depend on the level of congru-
ence in business model, culture, brand positioning and so on. Business
history abounds with examples of Goliaths acquiring smaller players who
came up with an innovative product or business model, such as CP’s acquis-
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ition of Softsoap (see Chapter 6) or Facebook’s acquisition of Instagram.32

Needless to say, such acquisitions would be subject to scrutiny and approval
by competition regulators, who can be relied upon to block anything that
they believe would result in lesser competition.

Goliaths have several advantages when it comes to imitating or acquir-
ing. They have market access, financial clout, and many of the resources
and capabilities that the innovative challengers are yet to build. All these
will be more relevant if the innovation by the challenger is more incre-
mental. That’s when imitating, and failing which, acquiring, would be the
Goliath’s way to go.

More radical the innovation, more distinctive will be the business model
and product of the challenger compared to the dominant player, and less
relevant will the Goliath’s advantages be, in imitating the challenger. It is
in contexts like this that the innovative challengers who bring about radical
innovations slip under the radar of the Goliaths and grow too big before
getting noticed. By then it is too late for the Goliath to imitate or acquire.
The Goliath’s dominant position would have been seriously underminded.
The only way forward for the Goliath is to transform.

Transformation of Goliath

Innovative challengers who come up with superior solutions to the job to
be done for the mainstream customers, offer what the Goliath failed to
offer. The reason why the Goliath did not proactively bring such superior
solutions to their customers’ job to be done could be wide ranging. It could
be a false sense of invincibility that comes with sustained success. It could
be the result of hard trade-offs between cash flows from current offerings
and those from moving to new offerings.33 Or it could be anything in
between.

Whatever the drivers, once the Goliath lets the innovative challenger
slip through and let the customers get a taste of the superior offering from
the challenger, there is no going back to the status quo for the Goliath. The
only way for the Goliath to survive is to transform itself along the lines of
the innovator. That’s easier said than done, as the chance of succeeding in
transformation tends to be low. Failure to transform simply means that the
Goliath will fade into insignificance.
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Better the offering from the innovator compared to what’s offered by
the incumbent, tougher it will be for the Goliath to transform and survive.
Broader the breadth of attack by the innovator in terms of customer base,
tougher it will be for the Goliath to transform and survive. The imperative
for transformation comes from the superior PVP that the challenger brings
to the market. As we saw in the previous chapter, PVP improves with
superior value proposition and / or better cost structure. The innovative
challenger is likely to surpass the dominant incumbent in at least one or
both of these. Customers would prefer the challenger’s offering more than
that of the incumbent, driving sales volume away from the incumbent and
towards the innovative challenger.

It will take some time before the incumbent goes through ignorance
and denial, and reaches the stage where it realises that it has been in battle
all along, against the challenger’s superior PVP. By then, the challenger is
likely to have grabbed a sizeable share of the market. If the challenger also
offers a lower-cost product, or product features that fulfil unmet jobs to be
done, it is likely that the market has grown significantly and most of the
new market would have gone to the challenger. This is what happened
with HLL when Nirma attacked them with a lower cost and functional NSD
powder. This is what happened with HMT Watches (see Chapter 1) when
Titan positioned watches as a fashion accessory and launched hundreds of
models in the Indian market.

The incumbent under attack will not be able to adjust its value pro-
position or cost in the short term. As the challenger makes inroads in the
market, the only way for incumbent’s managers to achieve parity in PVP is
to resort to price cutting. This will somewhat shore up fall in market share,
but margins will drop. Since the incumbent may have held a large market
share, this translates into higher loss on profits in absolute dollar terms. If,
instead, the incumbent holds prices, profits would still fall, as it loses more
volume and would end up with higher per-unit cost.34

Either way, the incumbent’s current business model has been called out
as inadequate, and it is caught in a death trap with margins and volumes
spiralling down. Unless the Goliath transforms—changes its products and /
or business model—there is not much hope for survival. The longer it takes
for the Goliath to realise this and make earnest efforts to transform, the
deeper trouble it will get into, and more agonising will the effort needed

Chapter 9. Guarding Against Davids 175



be, to get out of the trap. Both HLL in NSDs and HMT in watches took
many years to realise that they needed to transform to stay on in business.
While HLL was able to transform itself, HMT Watches couldn’t.

To transform itself, the incumbent has to innovate. This often looks
like copying the challenger in terms of technology, products and business
model. In HLL, once the existential threat to its NSD business was recog-
nized, its managers were able to discard their earlier worldview that came
in the way of seeing Nirma as a rival. In 1987, HLL embarked on a spe-
cial project—Operation STING (Strategy to Inhibit Nirma Growth).35 HLL
created a new product—Wheel, supported by a new business model that
imitated Nirma all the way. Over a decade, Wheel helped HLL claw its way
out of the hole.

HLL’s fight against Nirma led to several new ways of doing things, espe-
cially in reaching rural customers. HLL transformed its value chain, from
product design and production to advertising, marketing, distribution and
sales. New capabilities developed in India during this transformation came
in handy for Unilever when it later faced similar challenges in East Asia
and Latin America.36

The focus of the Goliath caught in the trap of inferior PVP has to result
in enhanced value proposition to customer or lower prices through lower
costs. Through either or both, the Goliath has to enhance its PVP to match
or exceed that of the challenger.

There is just no other way out for the Goliath. What’s written on the
topic of transforming a business could easily fill a large library. We will
not go into the how-to of transformation. The emphasis here is on high-
lighting the necessity of transformation as the only way to overcome the
competitive threat from an innovative challenger. The biggest hurdles are
the incumbent’s managers and their worldview that comes in the way of
accepting the need to transform, and at times the need to copy the innov-
ative challenger. Once these hurdles are overcome, the rest is just hard
work.

BEWARE OF WATCHDOGS

Whatever said about how the Goliath can guard against Davids can fall
foul with competition regulators. Imitating innovative challengers, unless
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it breaks law, is possibly less likely to attract the ire of regulators. Even in
this, actions of dominant incumbent in curbing the ability of the challenger
to reach customers or partners can be seen as abusing their dominant pos-
ition. Some regulators are more aggressive than others in ascribing intent
to dominate on Goliaths. As Davids morph into Goliaths, their definition
of evil changes and the tendency to benefit from dominant position grows.
How managers of a dominant business will behave against smaller rivals—
be ruthlessly oppressive, or play a fair game, depends on the values and
culture of the corporation. We can easily identify examples for both camps.
I will not favour one or the other, but leave it to the value system that you
believe in to guide you.

LONG STORY short

Dominant players are often blindsided to incursions by
challengers, and the delay in realising and responding to in-
cursions can be expensive. To realise competitive threats and
respond in time requires that competition-relevant information
is gathered, passed on and made sense of in time. Breakdown
in any of these will result in blind spots. Imitating challengers
can be driven out by dominant players using their superior
access to technology, best-cost position and superior access
to business ecosystem. Innovative challengers, if identified
early, can be imitated, or failing which, acquired, to the benefit
of the dominant player. Innovative challengers, once they
grow in market presence, cannot be easily dislodged. The
dominant player has to transform to survive. Battle-ready
incumbents minimise blind spots, drive out imitators and
imitate or acquire innovative challengers before it’s too late, to
stay on as dominant players.
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CHAPTER 10

THE PURSUIT OF PROFITS

When Robert Kearns invented and patented the intermittent windshield
wiper, his first stop for commercialisation was the Ford Motor Company1.
This was in the early 1960s, when windshield wipers worked no slower
than incessantly or furiously. Either of these was annoying when it wasn’t
raining incessantly or furiously, such as during light rain, drizzle, or mist.
The movement of intermittent wiper would imitate the blinking of human
eye and would minimise visual fatigue for the driver. Although automakers
and vendors realised this, they couldn’t figure out how to make it work re-
liably. Kearns came up with an electronic control circuit for intermittent
wiper movement that delivered variable speed as well as variable dwell at
rest position—how wipers work today. This was probably the first applica-
tion of semiconductor electronics in an automobile component.

Ford was keen to adopt Kearns’s invention and asked him to carry out
specification tests, which required three million cycles of operation on his
prototype. It took more than six months for Kearns to simulate this with a
fish tank, which he did and shared the results with Ford. Kearns believed
that he would find a fair business partner in Ford, a company he admired
since childhood. He already had an agreement with Tann Corporation, a
component vendor to Ford, to license his invention for manufacturing. He
envisaged a profitable three-way deal between himself—the inventor, Tann
Corporation—the component maker, and Ford—the automaker. By 1967,
Kearns had the patent for his invention, and Tann was in discussions with
Ford to secure a contract for supply of intermittent wipers.
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Automakers and their vendors had been working on a reliable techno-
logy for intermittent wiper for a while without much success, when Kearns
entered the scene with his patented design that passed reliability tests.
Ford introduced intermittent wipers in its 1969 Mercury line, a global first
in the automobile industry. They sold it as an option at a price of US$37,
while it cost them US$10 to produce. The wiper used Kearns’s technology,
but no royalty was paid to him.

Apparently, Ford engineers and lawyers were of the view that Kearns’s
patent would be deemed invalid, as they believed that it would not pass
the test of non-obviousness. That’s to say that the technology involved
could be shown to be obvious to someone in the trade. An appalled Kearns
wanted to sue Ford, but Tann backed out of the deal with Kearns. Tann
Corporation did not want to jeopardise their ongoing business with Ford
not related to wipers.

Kearns went ahead and sued Ford in 1978. Even before the trial started,
Ford wanted to settle, but Kearns refused. He wanted to prove that his pat-
ent was valid. Twelve years later, the court ruled in favour of Kearns. His
patent was indeed valid. By then, GM (in 1974) and Chrysler (in 1977) had
already launched intermittent wipers using similar technology and without
acknowledging Kearns’s patent. European and Japanese automakers had
also followed in the 1980s.

After winning the case against Ford, Kearns wanted to sue other auto-
makers who infringed his patent, one at a time. He next sued Chrysler and
won the case but was unable to sue others due to technicalities. To Kearns,
Ford, Chrysler, GM, and most of the European and Japanese automakers
were violators of his right as the patent holder, and usurpers of profits that
he ought to have earned. Automakers had a different view that portrayed
Kearns as a patent troll, but evidence doesn’t support that.2

Kearns’s story is about the struggle of an innovator to earn the profits for
his successful innovation that added value to customers. It just so happens
that in this case, the innovator was an individual and his right to profits
came from the monopoly granted via a patent.

Inability to earn profits that should rightfully be ours is widely preval-
ent across businesses, large and small. The usurpers could be other players
in the value chain, including customers, suppliers, rivals and business part-
ners. Recall our discussion on value—Keeping Scores, in the first chapter.
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Unless your business appropriates value corresponding to the value it adds,
you are being short-changed. Shareholders and analysts are not kind to
managers who let this happen.

How to be one up against rivals in fulfilling the customer’s job to be
done and how to positively contribute to value creation—what we have
discussed so far—are meaningless, if this doesn’t reflect in the score—your
profits. This doesn’t happen by itself. Pursuit of profits is the fundamental
right of every for-profit business, and it needs to be engineered.

THE SOURCE OF PROFITS

Take a dollar of profit earned by any business at any time. Trace back all
the way, and you will find an idea. The idea could be simple and obvious
like using clear plastic bags instead of cardboard cartons to pack breakfast
cereals, or could be complex and not so obvious like sending pods via a
vacuum channel to achieve high transportation speeds. The idea could be
technical like substituting hardware with software, or could be commercial
like deciding not to meter voice calls in an all-IP mobile telecom network.
The idea could be about products like sending tourists on a trip to space
and back, or could be processes like ordering books online. The idea could
be about the commercial potential of a new technology, or the profit po-
tential of a new business opportunity.

The idea would essentially be about doing things differently, with the
purpose of delivering superior value to customers and through that, cre-
ating and appropriating more value. The idea could lower the costs of
production and delivery of a product that is already in the market, lead-
ing to higher profits. The idea could result in enhanced or new product
attributes that are of value to the customers, for which they will pay more.
When the increase in price is less than the cost of adding the new attribute,
profits go up. The new attribute could be simple like putting a torch on the
back of a mobile phone, or not so simple like endowing a vacuum cleaner
with the capability to navigate around your home. The idea could lead
to a new product or process not yet imagined by customers or realised by
competitors, creating a new market, and along with it, creating new profit
streams. In all these scenarios, the idea forms the foundation of profits.
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An idea alone cannot bring down costs, improve processes, enhance or
add product attributes or create a new product or process. The idea has to
first be implemented via technologies. The result is know-how. This could
be in the form of a prototype or proof of concept or any other form of
knowledge such as how to bid for and win a licence from the government.
The know-how then has to be embedded in a product or process and made
part of a commercially viable business model.

The result is an improved or new product or process that will deliver
better value to customers and fetch better profits for the business. Not
all ideas result in superior profits, though. Many promising ideas fail, as
suitable technologies are not yet available or a viable business model is
difficult to conceive. When superior profits are made, these would be based
on ideas.

Recall our discussion on how Davids evolve into Goliaths in Chapter 8
(Figure 8.2). There, we said that investments will lead to superior quality
or lower costs or both. Let’s understand how. When an interesting idea
meets focused effort to commercialise, supported by investments, there is
chance for metamorphosis of the idea into know-how, and then the know-
how into product or process. No guarantees though.

Edwin Land’s idea of being able to see a picture soon after it’s taken
resulted in the know-how of Polaroid instant photography film and camera.
Once the idea came to him, it took him and his researchers many years of
hard work to develop one of the iconic innovations of the 20th century.3

Marc Randolph’s idea of having ready at hand the next movie to watch
resulted in the know-how of Netflix’s DVD queue. This was implemented by
combining a database of movies, a website to let users access the database
and manage a list of movies, connected to the supply chain to manage mail
out and return of DVDs. This made its service a hit during Netflix’s movie
rental business era, helping overthrow Blockbuster.4

Polaroid film was sold to its customers as a pack to be used in Land
Cameras also sold by Polaroid. Netflix customers subscribed for one of
its DVD rental plans that allowed them to create and maintain their view
queues. The business model allowed customers to fulfil their job to be
done. Rivals—Kodak and Blockbuster respectively, could not match the
offering from Polaroid and Netflix. The resulting competitive superiority
allowed Polaroid and Netflix to earn revenues and profits from their know-
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how on instant films and DVD queues.
Most businesses employ a large array of know-how drawn from diverse

domains to create and deliver value to their customers. Some of the know-
how would have been newly minted, while most would be of consider-
able vintage. Some of the know-how would be core components of value
creation, while others would be force multipliers in creating value. Each
know-how contributes to the overall value created. The question is, how
does the originator of know-how profit from it?

PATHS TO PROFIT

Arm Holdings, the British microprocessor designer, has excelled in the art
of profiting from know-how. Unlike Intel, the industry leader for decades,
Arm does not manufacture a single chip. It does not even design the en-
tire chip that is often more than a processor. It sells licences for using its
designs of processor cores to those who need it. The licensees—Arm calls
them partners—build a wide variety of systems-on-chip (SoC), often cus-
tomized for specific OEMs (original equipment manufacturers), using the
designs of Arm’s cores alongside designs of other components including
their own and that of their customers. The partners get the chips fabric-
ated by third parties such as TSMC, and sell these to their OEM customers
who incorporate the chips into customer-facing products. Sometimes, the
OEMs themselves are Arm partners as well.

Arm identifies itself as “the leading technology provider of processor
IP [intellectual property]” and claims that its designs are used in “180+
billion devices—from sensors to smartphones to servers”5. It charges its
partners upfront licence fee and royalty per chip of about one to two per-
cent of the cost of chip.6 Arm has been successful in profiting from selling
its know-how in the market for know-how, something that Robert Kearns
tried and failed, and had to litigate for decades to get his due.

In contrast, Intel has been using its know-how to design, manufacture,
and sell processors to makers of computers and servers. It makes profits
by using its know-how in the market for products. The two paths to profit
for a business—operating in the market for know-how, or in the market for
products, present distinctive sets of challenges.
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Profiting from Know-how

The market for know-how suffers from what Kenneth Arrow termed the
disclosure paradox. The value of informational goods cannot be assessed
without revealing it. Yet once revealed, the price that the buyer is likely to
pay goes down, as the buyer already possesses the information.7 Given that
know-how is mostly informational, at least the innovative part, disclosure
problem is acute when originators of know-how try to sell or license it, as
Robert Kearns discovered.

When expected benefits from new know-how tend to be uncertain, ef-
forts to come up with new know-how are likely to be limited, stifling the
overall progress. To incentivise originators, governments grant the origin-
ator a limited-time monopoly in profits from the know-how. For instance,
a patent is granted when a know-how is new, useful and not obvious to
practitioners of the trade. If a know-how is granted a patent, there is
some hope for the originator that her right to profit will be legally pro-
tected. Since know-how is mostly informational, operating in the market
for know-how is not going to be profitable to the owner unless the know-
how comes with legally enforceable restrictions on use by others. Arm has
been able to protect its profits through patents. It has been operating in a
regime of high appropriability. Robert Kearns found himself in a regime of
low appropriability, where the legal protection of his patent was ineffective.

Appropriability of know-how could be high or low for several reasons.
Patents and other IPs are supposed to restrict imitation without consent,
allowing the originator to profit from the protected know-how. Consent to
use IP often requires some form of payment to the owner of IP. That’s one
way for the owner of IP to profit from her owership of IP. Government-
granted monopolies and limitations in number of players via operating
licences are highly valued in markets, as they are supposed to provide
pricing power to those holding the grants or licences. Other players are
legally barred from entering the arena.

By far the most promising source of high appropriability is the abil-
ity to keep the know-how a secret. That’s difficult, especially when the
know-how has to be revealed to use it, or when reverse engineering the
know-how is not going to be expensive or time-consuming for other play-
ers. Although rare, secrecy is one of the best ways to ensure high appropri-
ability. That’s how the cola majors have milked the know-how in their cola
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concentrate recipes for decades. Dominant players build formidable bases
of complementary resources and capabilities over time, which puts them in
an unassailable position in profiting from new know-how that is cumulat-
ive in nature. However, the effectiveness of these sources of appropriability
is not always guaranteed. What’s critical is to understand the nature of ap-
propriability of a know-how, and based on that, choose the path to profit
from the know-how.

Profiting from Use of Know-how

When the originator of know-how chooses to profit from use of know-how,
as Intel has been doing, they have to bring together a complex configur-
ation of complementary resources and capabilities8 which are essential to
embed the know-how into products and processes, and to deliver these
to customers. Right from its early days, Intel, in addition to building
cutting-edge product research capabilities, has been investing in world-
class manufacturing and marketing capabilities. When Japanese semicon-
ductor makers overtook their American rivals in yield and efficiency, Intel
doubled down to narrow the gap and then surpass the rivals from across
the Pacific. Intel’s marketing, especially its Intel Inside campaign, is an
acknowledged masterstroke in cementing its position as the de-facto pro-
cessor among computer OEMs, driving wide adoption of Intel’s processors
by customers.9

During the 1980s, Intel had bowed out of the market for memory chips,
following the onslaught from Asian rivals, and turned its focus on pro-
cessors. In the market for processors, it faced formidable rivals such as
Texas Instruments, Motorola, and Fairchild, and an army of ambitious up-
starts such as Zilog and AMD. But for the complementary resources and
capabilities that Intel had built around its processors, it could not have
claimed the top slot among processor makers and stayed there for dec-
ades.10

Ownership and control of complementary resources and capabilities
become critical in profiting from use of know-how. If the relevant com-
plementary resources and capabilities for a new know-how already exist
in the market, and are owned by the originator, deploying these to profit
from use of know-how is straightforward. If the complementary resources
and capabilities are owned by some other player in the market, it is likely
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that an incumbent business, possibly a large one, owns and controls these.
This incumbent is likely to demand from the originator of know-how an
outsized share of profits to put their resources and capabilities to use.

On the other hand, if the relevant resources and capabilities for a new
know-how are novel and need to be built afresh, what’s needed are finan-
cial resources and the higher-order capabilities to build the new resources
and capabilities. Given that raising capital for sound business ideas is not
that problematic, the dominant incumbent does not possess any particular
advantage over the originator of know-how. Thus, in addition to appro-
priability of know-how, novelty of complementary resources and capabilities,
and if these aren’t novel, who owns or controls these will drive the origin-
ator’s choice of path to profit from know-how.

CHOOSING THE PATH TO PROFITS

The strategic choice of path to profits for the originator of know-how de-
pends on appropriability of know-how, as well as novelty and ownership
of complementary resources and capabilities needed to profit from it (see
Table 10.1). Among the potential paths to profits, use of know-how in
products or processes is more prevalent than profiting by selling the know-
how itself or licensing it.

Race against Rivals

During the early 2010s, several Indian start-ups created new ventures in
online food delivery. Some of the more prominent ones such as TinyOwl
raised millions of dollars in early-stage funding. All of them offered location-
based access to menus of neighbourhood restaurants, and online ordering
through website or mobile app. Fulfilment was left to restaurants, result-
ing in highly variable customer experience. Swiggy, a late entrant to the
game, chose to manage deliveries, which led to consistently high level of
customer experience.

Swiggy’s idea, which it implemented via novel policies and processes
to create and manage a fleet of delivery agents on contract, was quickly
imitated by many. Zomato, which was offering restaurant discovery and
table booking for a decade, had earlier chosen not to enter food delivery
because of its inability to ensure consistency in customer experience. Soon
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TABLE 10.1: Strategic choices for originator of know-how

Novelty of
CR&C*

CR&C
Owned by

Appropriability Low Appropriability High

Low Originator Race against rivals in
the use of the know-how

Enhance PVP with the
use of the know-how

Low Other players Depend on other play-
ers

License or sell know-
how to other players

High Not relevant Pre-empt rivals in the
use of the know-how

Build and dominate the
market for the use of the
know-how

Source: The author. * CR&C: Complementary resources and capabilities

after Swiggy’s model became well-known, Zomato entered food delivery
by imitating Swiggy. It invested in delivery capabilities by acquiring last-
mile delivery start-ups such as Runnr. Ride-hailing companies such as Uber
and Ola followed. The only way Swiggy could stay ahead of imitating rivals
was to race against them. What ensued was a fierce battle between Swiggy,
Zomato, Uber Eats and Food Panda, all of them pumping investor dollars
into a spiralling spree of discounts. By the time the dust settled, Swiggy
and Zomato emerged as the dominant players but after taking massive hits
to their bottom line.11

Some ideas are easy to imitate. If the idea is any good, rivals would
quickly imitate, robbing the originator of profits, shortening the exploit-
ation phase (see Chapter 6, Figure 6.2). Imitation would take away any
relative advantage that the originator would have had over rivals. This is
easier if the technologies that go into translating the idea into know-how
are well-known or available in the market. When appropriability is low
and complementary resources and capabilities exist both with the origin-
ator and rivals, the cost and time to market of imitating are alarmingly
short, and that’s what makes this one of the bad places to be for the origin-
ator.

Pre-emption is typically difficult in this scenario, as the essential re-
sources and capabilities would be easily available with rivals or accessible
in the market. The only way for the originator is to race against rivals in
winning and locking in customers. The originator can get some head-start
by staying below the radar as long as possible, and by making obscure the
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way to get to the know-how from the idea. By the time rivals become
aware of the idea and figure out how to imitate, the originator should have
gained ground. Hopefully.

If the originator is one among the Goliaths, it will use the know-how to
sustain its dominance and profitability. If the originator is a challenger and
also possesses the complementary resources and capabilities, it will use the
know-how to reduce the gap between itself and the Goliaths.

Depend on Other Players

When appropriability is low and complementary resources and capabilities
are owned by other players, but not the originator, profiting from know-
how is almost a lost cause. Licensing or selling the know-how to one of
the other players gets tricky due to disclosure problem. It’s likely that the
originator of the know-how is an entrepreneur or a small company, and
ownership and control of relevant complementary resources and capabilit-
ies lie with a dominant incumbent who also is cognizant of the originator’s
limited ability to bargain or legally assert their rights to profit. The Goliath
has a huge advantage. The best-case scenario for the originator is a hard
bargain and lower-than-expected profits from the know-how. Worst case
would be being cut out of the deal.

For Robert Kearns, it turned out to be the worst-case scenario. The
product improvement based on his patent for intermittent wiper had to
be packaged into an automobile, and the manufacturing and marketing
resources and capabilities, complementary to Kearns’s know-how, were
already available with Ford, its rivals and suppliers. For know-how that’s
cumulative in nature, complementary resources and capabilities are likely
to exist and are also likely to be owned and controlled by some of the
Goliaths in the relevant market.

In this scenario, the originator has to depend on other players with the
realisation of a weaker bargaining position. The deal will likely be less
than equitable for the originator. But that’s yet the best way, as fighting
to get fair value would result in profit share that’s even less due to delays,
uncertainty about ability to appropriate, and high cost of going legal, if
needed. For this reason, entrepreneurs and investors shun industries that
are infamous for low appropriability of know-how created by outsiders.12
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Pre-empt Rivals

Even if appropriability of know-how is low, the originator finds it more
favourable to profit if complementary resources and capabilities are novel
and are not yet available with other players in the arena. The originator
and other players who want to imitate have to build these afresh. The
originator is at an advantage for the short duration when the know-how
and its deployment in a product or process are not yet revealed in the
arena.

It is during this time that the originator can build the needed comple-
mentary resources and capabilities. Once the know-how and its use in a
product or process are revealed, rivals, especially Goliaths, would imitate.
Given the head-start, the originator can and should pre-empt rivals from
acquiring key resources as well as critical ingredients of capabilities that
are complementary to the know-how, delaying or thwarting imitative re-
sponse.

Robert Taylor did this with his Softsoap launch. By tying up a full year’s
production capacity for plastic pumps, he delayed rivals’ launch of liquid
soap and dispenser by several months. During this time, Softsoap built its
market presence much to the chagrin of Goliaths (see Chapter 6).

When complementary resources and capabilities are novel and do not
exist, it is likely that the know-how is disruptive. The know-how can po-
tentially overturn current dominant products and processes. For this very
reason, Goliaths in the market are likely to be reluctant to commercialise
such know-how, as it would undermine their current profits from products
and business models.

Dominant incumbents would not be keen to invest in the novel re-
sources and capabilities, providing a window of opportunity for the chal-
lengers to dethrone Goliaths.13 Oftentimes, pre-empting requires that the
originator denies its rivals access to one or a few key resources or ingredi-
ents essential to imitate.

Pre-emption does not guarantee no rivalry, for long. Rivals will take
more time to imitate. Before rivals can imitate, the originator has to
move on to implementing the next idea. That’s what Under Armour re-
peatedly and successfully did in the market for performance apparel and
sports accessories, outpacing Goliaths such as Nike, for several years (see
Chapter 7).
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Enhance PVP to Customers

When appropriability is not low, the originator has a good shot at profiting
from know-how, with limited threat of imitation by rivals. In addition,
complementary resources and capabilities needed to take a know-how to
market might already be available with the originator. This is the case
when the know-how is cumulative in nature and brings improvements to
products already in the market. Without the immediate threat of imitation,
and in possession of the resources and capabilities needed to commercialise
the know-how, the best path to profit for the originator would be to enhance
the PVP to its customers.

Intel’s relentless pursuit of improvements to its x86 family of processors
over decades, in line with the dictates of Moore’s law, was based on a
stream of new know-how that was cumulative in nature. Improvements
that Intel had made in processor design moved in lockstep with improve-
ments in its manufacturing processes, enabling it to consistently improve
the PVP to its core customer base—makers of computers and servers.

In this scenario, deploying already-available resources and capabilities
to profit from use of know-how is an internal strategic decision for the
originator. Most often, corporate R&D takes this route to profits. This is
how Goliaths try to sustain their dominance over time. Where there are
minor gaps in complementary resources and capabilities, Goliaths bring
these in through acquisitions, hiring and partnerships.

Licence or Sell Know-how

Higher appropriability means better ability of the originator of know-how
to protect profits arising from the know-how. Appropriability tends to be
high under strong enforcement of IP such as patents, copyrights and trade-
marks, or if the originator is able to maintain secrecy of the know-how.
High appropriability is rather an exception, but when it is so, and when
complementary resources and capabilities are available with other players,
the originator of the know-how can profit by licensing or selling the know-
how itself to these other players. The deal is likely to be beneficial to the
originator.

Arm Holdings operates under a high appropriability context based on
strong enforcement of patents in the global semiconductor industry. The
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complementary resources and capabilities needed to commercialise the
know-how of Arm—design of systems-on-chip, design and manufacture of
chip production equipment, fabrication of chips and marketing, and sales
and service of customer-facing products—are possessed by an ecosystem
of players in the semiconductor electronics industry. The different sets of
players in the ecosystem—Arm, partners, OEMs, equipment makers, and
fabs, are locked in a mutually dependent and beneficial relationship. As
long as this scenario prevails, Arm will be in a position to continue to ap-
propriate profits by licensing its know-how.

For more than a century, Coca-Cola has operated under high appro-
priability derived from its ability to keep its cola concentrate formula a
secret. Pepsi followed suit, keeping its cola formula a secret as well. Till
the 1980s, when Coca-Cola and Pepsi got into a long-drawn brand-building
war, both were appropriating profits primarily by selling their know-how to
other players—the bottlers. Both Coca-Cola and Pepsi used to sell their cola
concentrates to bottlers under restrictive contractual arrangements. The in-
vestments needed to convert the concentrate into drinks such as in bottling
plants, distribution infrastructure and sales setup were the responsibility of
the bottlers. Marketing was jointly done by the cola company and bottlers.
Both Coca-Cola and Pepsi profited from selling their know-how to bottlers
who owned and controlled complementary resources and capabilities in
specific geographic markets. Even as large bottlers like General Cinema
emerged, the cola majors did not find themselves weaker in their bargains
with bottlers.14 Such is the power of high appropriability of keeping know-
how a secret.

High appropriability gives the originator of know-how a strong advant-
age over other players, especially Goliaths who have been dominating the
competitive arena. The Goliaths would not have much leverage over the
originator of the know-how and, as a result, would end up with limited
ability to usurp profits.

Build and Dominate

If the know-how results in a new product or enables radical changes in
attributes of an available product, it’s more likely that complementary
resources and capabilities do not exist. Even if players in the relevant
competitive arena are well-endowed with resources and capabilities, what
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they have is not likely to be relevant or useful in the context of the new
know-how. Tesla’s electric cars require a host of complementary resources
and capabilities in design, component manufacturing, assembly, market-
ing, sales and after-market service, none of which existed among auto-
mobile players. Although global auto majors have abundant resources and
capabilities in automobiles that use the technology of internal combustion
(IC) engines, many of these have limited relevance for Tesla’s line-up of
plug-in electric cars and its business model. The service chains of auto
dealers are geared to service cars with IC engines, and are not that useful
in servicing electric cars. Fuel retail companies have over time carpeted
highways and cities and towns with filling stations that are part of the for-
midable global supply chain which connects these filling stations all the
way to oil fields. All of these are useless to fuel Tesla’s cars, which need to
be fed with electric energy.

As a result, Tesla had to build factories for production of power train,
chassis, batteries, and charging stations, as well as car assembly facilit-
ies. It had to roll out public charging infrastructure as well as after-market
service networks in its focus markets. To tackle state-level legislation in
the USA, which prevents direct sale of cars to customers, they had to cre-
ate experience boutiques where customers could check out and test drive
the cars, and online shops where customers could place orders. Tesla has
been investing considerable effort in developing its core know-how—the
software that goes into its electric cars, as well as know-how related to
complementary resources and capabilities such as safe battery packs and
fast charging.15

One of the reasons why electric vehicle initiatives of global auto majors
had tended to be incremental was the uselessness of much of existing re-
sources and capabilities owned by them and their partners in the context of
profiting from know-how on electric cars. When the know-how is appropri-
able and when the complementary resources and capabilities do not exist,
the best path to profit for the originator is to build the market and seek to
become the dominant player. Most likely, this will disrupt Goliaths in the
competitive arena who will react with force. How to pre-empt and tackle
the ferocity of their response is something we have already discussed. Suf-
fice it to say that making profits is not for the faint-hearted, especially when
making profits means that you pull the rug from underneath Goliaths.
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PITFALLS IN PATH TO PROFITS

The originator of new know-how has to choose the appropriate path to
profit. This itself is not sufficient to ensure that the originator profits from
the know-how. The path to profits is beset with several pitfalls. The battle-
ready player not only picks the appropriate path to profit, but also makes
sure that these pitfalls are avoided.

Misjudging Appropriability

Managers often misjudge appropriability to be high when it is indeed not
so. Usurpers can undermine your ability to appropriate profits through sev-
eral ways. Contrary to popular belief, patents are largely ineffective. Only
a small proportion of patented know-how delivers profits to its originat-
ors. In the remaining cases, the profits not captured by the originator—
spillovers—are taken by other players in the value chain such as rivals,
customers and suppliers, as well as business partners.16 Reverse engineer-
ing is a common approach to reach the same results as a patented know-
how , and is difficult to challenge legally. Asserting a patent is becoming an
extremely expensive affair. Even obtaining a patent is tending to become
expensive.

Piracy has been one of the key issues that has affected appropriability
of copyrighted content. The explosion of digital media, be it music, video,
or books, has made it possible for copying and distribution without loss
of quality. Since the late 1990s, media corporations have been fighting a
losing battle to put a stop to piracy, without much effect. Eventually, new
business models have emerged around streaming music and video as well
as digital subscriptions for books.

Counterfeiting of popular brands and close imitations of valuable trade-
marks have become routine. In some categories like luxury watches where
counterfeits can never stand alongside the originals, the markets are dis-
tinctive. But where the job to be done for the product is more functional
and the counterfeit or imitation is almost as good a substitute, the original
has a tough time retaining its customers. Profits that the owner of the con-
tent, brand or trademark should have earned go to the counterfeiters and
imitators.
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Government-granted monopolies or restrictions in number of players
via licences are often circumvented by other innovative players by exploit-
ing loopholes. Other aggressive players enter and challenge the compla-
cent player, who’s under the delusion of protection by licence. While legal
eagles fight it out in courts to establish violation of licence terms by the
usurper, the battle in the competitive arena would have irreversibly under-
mined the profitability of the licence holder. That’s what happened in the
Indian mobile telecom arena during the early 2000s, irreversibly paring
tariffs for mobile calls by one-twentieth or less.17

We have seen that Goliaths, who are in possession of most of the com-
plementary resources and capabilities relevant for the cumulative know-
how, bite the dust when challenged with new and disruptive know-how.
They cannot come out of this scenario without themselves undergoing a
transformation (see Chapter 9). Even then, they would never be able to go
back to their glorious former self. Living under the delusion that our IP or
licence or grant is airtight and cannot be broken into by rivals, and carrying
on thinking that we are the only one capable of bringing new technology
into the arena, are signs of having fallen into the pitfall of misjudged appro-
priability. False sense of invincibility, a consequence of continued market
dominance, often leads to overconfidence about appropriability, something
that battle-ready players are conscious to avoid.

Misjudging Rivals

Businesses, small and large, suffer from competitive imitation. Most imit-
ations cannot be stopped, and it just neutralises any advantage we might
have had vis-à-vis rivals. And we can reciprocate by imitating them. When
we are imitated by rivals, the result is lower profits or lost opportunity to
earn more profits. That’s bad news.

As we saw in Chapter 6 (see Figure 6.2), the advantage for the origin-
ator that arises from a new way of doing things stays only till someone
imitates or goes one step further. Originators of know-how often focus so
much on themselves that they forget about the rivals who are watching
and are likely to copy their successful or promising moves. We have dis-
cussed the why and how-to of sizing up rivals in Chapter 5 and Chapter 6.
Not doing these systematically and periodically means that rivals and other
players are going to take away profits that we ought to have earned.
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When the underlying know-how seems to have high appropriability,
such as a patent or a copyright, it is essential to assess how rivals who
are left out are likely to respond. Let’s say that we have a patent, and it
protects our ability to appropriate value from it for many years to come.
The patent also denies our rival an opportunity to get a share of the value
pie. Rivals who are excluded could respond in one of the three ways—let
it be, find a way around the patent to take a share of the pie, or spoil the
pie itself. The first approach is very unlikely. The second involves effort
and investment by the rival, and we can expect them to do it if they believe
that they can succeed in it within a reasonable time frame.

An excluded rival who cannot work its way around our patent is likely
to spoil the pie itself, especially if the rival is a large player in the arena.
That’s what happened with P&G, when it launched its Whitestrips, a teeth-
whitening product, backed by a patent. This opened a new category in
over-the-counter (OTC) oral care that promised to catapult P&G to market
leadership along with the potential to gain an outsized share of the en-
larged value pie. CP could not let P&G walk away with such a win. Three
years on, they launched Simply White, a product at a much lower price
but with claims of similar benefits compared to Whitestrips. P&G’s tests
showed that their product Whitestrips gave superior results compared to
CP’s Simply White, but consumers went over to CP, and P&G was forced
to drop prices. With the launch of Simply White, CP shrunk the size of
the value pie for OTC teeth whitening and also took a good bite off it—a
double whammy for P&G and its patented know-how.18 Licensing the pat-
ent to rivals could have been more profitable for P&G in the long run, as it
could have avoided the costly price war that undermined P&G’s appropri-
ability of its patent for Whitestrips.

Misjudging Intent to Cooperate

Increasingly, we find rivals and business partners coming together and co-
operating in a whole range of business initiatives—something unimagin-
able a few decades ago. Joint R&D, joint ventures for new facilities or
market entry, and strategic alliances among players in a value chain in-
cluding among rivals, have all become more common in recent decades.
Some of these have enabled the collaborating participants get richer and
better placed in the arena than they would otherwise have been. Business
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ideas such as open innovation and value co-creation have become more
common among managers talking shop.

Managers are assaulted with jargons such as “death of competition,”
“positive sum game,” and “win-win.” All these are supposed to convey the
message that competing in an arena is not always about adversarial moves.
In some contexts, non-adversarial moves are more beneficial. Sadly, the
relentless deluge of such jargons carries the danger of lulling managers into
complacency, making them believe that the current and future state of the
art of competing is all about collaborative moves. Not really. Competing
continues to be mostly about adversarial moves.

Cooperating with other participants in the arena is not a “till-death-do-
us-part” kind of relationship. The nature of such cooperation is opportun-
istic. Participants come together when they believe that partnering is likely
to be more beneficial to them than not partnering. It’s useful to remem-
ber that deciding to cooperate is motivated by self-interest, not altruism.
Participants in the arena cooperate to create value, but when it comes to
appropriation, the relationship is adversarial. Check out the small print
in any partnership agreement, especially the clauses relating to who gets
what over time, and the sunset provisions.

Further, cooperating as a way to create value is subject to the dynamics
of competition. It’s essential for managers to periodically reassess, from
their perspective, whether it makes sense to continue to cooperate. It’s
even more critical to periodically reassess whether the partner would find
it beneficial to continue to cooperate. If either of these changes over time,
the intent to cooperate will also change. The riskier scenario is when our
partner realises that the alliance with us doesn’t make sense anymore, but
we don’t get it yet. Invariably, the partner bails out and we feel cheated.
Managers ignore the dynamics of cooperation at their own peril, when it
comes to collaborating / cooperating with other participants in the arena.

THE PROFITABLE PLAYER

The profitable player pays attention to four factors. First, the profitable
player pays attention to the basis for superior profits in the form of valu-
able know-how as well as complementary resources and capabilities. Their
focus is squarely on building these more than, and more often than their
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rivals. That’s how they stay a step or two ahead of rivals and other business
partners in raking up a high score.

Second, the profitable player pays attention to the paths to profit. Know-
ing that one size does not fit all, they are flexible in their approach to ap-
propriating the most value out of what they have—know-how as well as
complementary resources and capabilities. If it takes a partnership, they
will be eager to do that. If it means keeping the know-how a secret, they
will move mountains to maintain secrecy. Their approach to value appro-
priation is not dogmatic and is driven by the need to secure profits that are
due to them.

Third, the profitable player consciously avoids the pitfalls that beset
paths to profit such as not having a clear understanding of appropriability,
and not sizing up rivals and business partners, including their intent to
cooperate. Attention to the first two factors turns out to be useless if the
pitfalls are not astutely avoided.

Fourth, the profitable player is conscious of dynamics. They understand
that the know-how as well as complementary resources and capabilities
valuable today in a certain competitive landscape might be totally useless
in future or in a different arena. They know that paths to profit change
over time, and sticking to old and irrelevant paths to profit is a recipe for a
disaster. They are keenly aware that timely sensing of changes is of essence.

The profitable player makes focused efforts to understand what’s go-
ing on in the arena, their rivals, substitutors, complementors, customers,
potential entrants, as well as business partners, technology providers, and
other stakeholders. The acute awareness and appreciation of what drives
profits, how to capture profits, and how these two are changing over time,
are what make a player profitable. These are the characteristics of a battle-
ready player.
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LONG STORY short

Creating value is useless if we cannot appropriate value—
capture profits that’s our due. Ideas lie at the source of profits.
When implemented with appropriate technologies, ideas
give rise to know-how that has to be commercialised using
business models. The know-how can directly generate profits
through its licensing or sale in the market for the know-how. It
can be used in products or processes to generate profits in the
market for the use of the know-how. Managers have to choose
an appropriate path to profit based on appropriability of the
know-how, and novelty and ownership of complementary
resources and capabilities. Profiting from the use of the
know-how is more prevalent than profiting from the know-how.
Battle-ready managers take a nuanced view of paths to profit
that emphasizes value appropriation, and avoid pitfalls that
undermine their ability to appropriate value.
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CHAPTER 11

TOWARDS BATTLE-READINESS

Organisations, especially large and successful ones, tend to become less
and less battle-ready, compared to their former selves and compared to
nimbler and smaller challengers. Such a state need not be the exclusive
domain of large and successful firms. Some of the smaller businesses too
suffer from similar issues. Almost all unsuccessful businesses would not
have been that battle-ready, ever. What are some of the tell-tale signs that
the organisations are not paying enough attention to getting and staying
battle-ready?

Performance shortfalls will be explained away ingeniously with the re-
sponsibility (blame) put on factors outside the business, that are beyond
our control or influence, such as, “market was on a downturn,” “customers
suffered reversals unexpectedly,” “government regulations became unfa-
vourable,” and so on. At the extreme, it might sound like conspiracy the-
ory. In your management meetings and reviews, jot down the reasons for
shortfalls in performance under three columns, external beyond influence,
external but within influence, and internal. If the first column is long, the
third is short and the second one almost empty, there is a good chance that
battle-readiness is slipping or already low. A good way to jolt managers out
of this is to task them to come up with ways to move items from the first
to the second column. You can’t control or influence something you don’t
understand. That compels them to understand what’s going on out there.

Information about rivals, especially challengers who are rising up, will
be dismissed as a flash in the pan. During management meetings, questions
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about the rise of a new rival will be dismissed as not of any consequence.
“The next quarter is going to be fantastic for us,” and “this so-called rising
star will soon be gone for good,”

Ask your managers to pick five customers who are already with, or
moved to this rising rival. Talk to these customers and ask why they went
with the rival, and not you. The answers are likely to be quite revealing. It
is useful to slot in talk to rivals’ customers as a periodic activity, at least as
part of preparations for business planning. During these conversations, if
the customer gets the sense that you are not about to do a sales pitch, they
are likely to offer candid and valuable insights on how you compare with
the rival in terms of fulfilling their job to be done, and why you are making
a hash of it.

The share of profits or volumes from new products is dwindling, or the
number of new product launches has gone down, or no new products have
come out of your stable recently. Or worse, the rate of growth of business
volume is lower than the market growth. There is much controversy and
debate over how to tag a product as new or not new and, as a result, change
the resulting profits or volume from new products. I am assuming that you
and your management team have learnt to live with this challenge.

Scratch the surface, and you will find that the product team, marketing
team, sales team, production team, process planning team and any other
team worth its name is playing passing the parcel, or worse, they don’t talk
to one another.

Two things are likely at work here. Many of these teams haven’t looked
outside for a while. And they believe that the opponent is within the
organisation—the other team or teams that keep challenging their idea
or shooting down their proposals. Bringing out new products that succeed
requires close coordination among various parts of your organisation.

When coordination is lost or non-existent, one of the first things to get
hit is your ability to launch new products, make them succeed, and make
good money out of them. You need to make the teams realise that the
opponent is out there. A common enemy—a rival who’s having you for
breakfast—can bring the warring teams together, hopefully.

These are just samples. You might be familiar with more such instances
that indicate decline in battle-readiness. It takes deliberate effort to stay
battle-ready and stay ahead of rivals in battle-readiness. You and your team
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need a battle-ready mindset to pull this off.

DROP YOUR TOOLS

On a dry and windy afternoon in 1994, wildland firefighters were trying to
put out a forest fire in South Canyon, Colorado. “A wall of flame raced up
the hill towards the fire fighters. Failing to outrun the flames, 12 firefighters
perished. . . . [Those] who perished did not drop their tools or packs while
trying to escape.”1 If they had dropped their tools—heavy backpacks and
chain saws, they could have moved faster and to safety, as their surviving
colleagues did. But the 12 who perished didn’t, even when told to do so.
Managers faced with unfamiliar or wicked challenges in their business are
very much like the firefighters being chased by a wall of flame.

Karl Weick explains2 why dropping our tools is very challenging, espe-
cially when dropping is most needed. When you are in trouble, having
your tools in hand reassures you, dropping them doesn’t. You feel more in
control with the tools in hand. You may feel the need to hold on to your
tools due to social dynamics. You don’t want to be seen as the first to drop
tools, as that’s a sign of accepting defeat. You may not want to give up yet.
You may want to persist for a bit more, like the proverbial frog in the boil-
ing pot. And finally, tightening your grip on the tools that you have relied
on most is likely to be reflexive. Without thinking, you go for it. “Pressure
leads people to fall back on what they learned first and most fully,”3 what
Karl Weick calls overlearned behaviour.

Managers employ a wide range of tools in doing their job—policies,
decisions and actions about each activity that’s performed in the busi-
ness value chain. Coming up with new products, procuring inputs, or-
ganising production, communicating with and reaching the customers, en-
ticing them to buy, and providing after-market service—every process is a
tool in the manager’s hands. We figure out what works and what doesn’t,
favour those that have yielded success in the past and discard the duds. At
any time, we are likely to have a high degree of confidence about the tools
in our hands. These can be as heavy as any backpack can get, simply by
the conviction we carry in our minds that these tools are the basis of our
success.

Our belief about the usefulness of our tools enters our worldview and
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gets enshrined in our approaches to solving problems. It can even become
a dogma. We call it experience and expertise. All of this works wonderfully
when we are trying to solve familiar problems that have been solved in the
past using our tools—kind problems. Every time the tools prove good at
tackling a problem, the overlearned behaviour just gets reinforced. That’s
how it becomes a reflex.

All is well, till some wicked problem rears its ugly head. When some-
thing unexpected happens, we instinctively grip the familiar tools tighter.
That is overlearned behaviour at work. Faced with wicked problems, we
ought to have reconsidered whether the tools we want to use will help us
reach a solution. But that line of thought is blocked by overlearned beha-
viour, just like with the 12 firefighters who perished.

Drop your tools is a useful metaphor for us to think about how we
handle unfamiliar challenges in business. These are situations that require
us to take a step back, reassess how we want to approach a solution to the
challenge, and change our approach as needed. That greatly enhances the
chances that we are able to solve these wicked problems.

Take for instance a Goliath being attacked by a David with a superior
solution to its mainstream customers’ job to be done. This is a situation that
requires the Goliath to transform and renew itself. “To drop one’s tools is
simultaneously to accept mutation and to modernize remembered values
or to believe that past as well as doubt it. These complex simultaneities are
the essence of renewal.”4 More often, we don’t realise the need to change
our tools until it’s too late. With hindsight, most of us would conclude that
we ought to have dropped old tools earlier. But in the heat of the moment?
One of the key reasons why we don’t drop tools is because we aren’t sure if
that’s the right thing to do at that time. How do we tackle this challenge?

THE HEDGEHOG AND THE FOX

Greek poet Archilochus is supposed to have said, “A fox knows many things,
but a hedgehog knows one big thing.”5 More recently, Isaiah Berlin used
this obscure parable to categorize writers and thinkers. Philip Tetlock and
colleagues, in their long-term study on expert judgement, found that those
who self-identified with Berlin’s fox provided much better predictions about
future than those who self-identified as hedgehog.6 Interestingly, the foxes
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weren’t subject matter experts in areas where their predictions were better
than experts in that area. More interestingly, Tetlock observed, “Hedge-
hogs and the dart-throwing chimp had equivalent forecasting skill.”7 That’s
overlearned behaviour meeting unfamiliar problems. Tetlock described
hedgehogs as “those who know one big thing . . . , toil devotedly within
one tradition and reach for formulaic solutions to ill-defined problems.”8

The experts with their well-honed tools are great at handling familiar chal-
lenges.

The foxes “know many little things,” as Tetlock described them, “drawn
from an eclectic array of traditions, and accept ambiguity and contradic-
tion as inevitable features of life.”9 David Epstein points out that while
the hedgehogs—specialists in specific areas, are generally accepted as au-
thorities in their areas, they aren’t as good as foxes—generalists, in solving
unfamiliar or wicked problems even in their area of specialization.

The challenge in front of us is how to know when to drop the tools. By
definition, these situations are going to be unfamiliar, and the challenge of
knowing whether to drop the tools or not is likely to be wicked—something
that foxes are much better at handling than the hedgehogs. If our teams
are full of hedgehogs, we will most likely lose the battle. Our teams will
gloriously burn themselves up fully tooled and kitted. To tell us when to
drop our tools, we need foxes. And the hedgehogs need to listen when the
foxes are saying “drop your tools.” Sadly, not many experts in our teams
are likely to listen to the odd generalist’s refrain, “this won’t work, and we
need to think differently.” That is, if the experts allow generalists to speak.

Let’s not undermine the importance of hedgehogs. They are masters
in their trade. Their experience and expertise are valuable. Their singular
focus on the one big thing is a very useful trait, especially when trying to
envisage the long term. Problem is that they tend to tie themselves up in
knots, hubris mostly, driven by their singular focus on the big thing that
blinds them to changes right under their noses.

Recall Xerxes I, the Persian emperor, and his attack on Greece that we
saw at the beginning of Chapter 3? Xerxes was avenging the defeat of his
father Darius by the Greeks 10 years earlier, at Marathon. He was driven
by a singular vision of humbling the Greeks. For that, he amassed a fight-
ing force like never before. Artabanus, his uncle and advisor, was sceptical.
According to John Lewis Gaddis, “Artabanus stresses prices to be paid—in
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energy expended, in supplies stretched, in communications compromised,
in morale weakened, in everything else that can go wrong.”10 Gaddis com-
pares Xerxes with the hedgehog and Artabanus with the fox. Disregarding
the warnings of foxy Artabanus, hedgehog-like Xerxes marched on to con-
quer Greece and failed. Foxes and hedgehogs can’t succeed alone. We need
both in our teams.

I am not talking about individuals who are either this or that. The
hedgehog and the fox are in our mindset. Isaiah Berlin himself seems to
think so. As Gaddis quotes Berlin, “Some people are neither foxes not
hedgehogs, some people are both.”11 As F. Scott Fitzgerald famously said,
“The test of a first-rate intelligence is the ability to hold two opposed ideas
in the mind at the same time, and still retain the ability to function.”12

The battle-ready mindset needs first-rate intelligence. Like a hedgehog,
we need to believe in our objectives, our plans to realise the objective and
the action agenda we have chalked up to get us there. We have to believe
that we possess or are able to build the capabilities essential to execute our
action agenda. At the same time, like a fox, we need to be alert to the
possibility that our plans and action agenda can get derailed any moment,
when something changes out there. Like a fox, we should be mindful of
the nature of the challenge, and figure out when we need to drop our tools.
Like a fox, we need to adapt our way to the goal.

BATTLE-READY MINDSET

Mike Tyson was asked about his fight plan before a boxing match with
Evander Holyfield. He replied, “Everyone has a plan until they get punched
in the mouth.”13 He was echoing Prussian field marshal Helmuth von
Moltke’s view that “No plan extends with any certainty beyond first contact
with the [opponent].”14 Tyson later clarified what he meant—he would
trash any plan that Holyfield might have, to win the match. Ironically, just
the opposite happened. This was the same match in which Tyson bites off
Holyfield’s ear. The first punch to your mouth says that your plan is not
beyond doubt. If you fight without any thought of a possible punch to the
mouth that wasn’t in your plan, you lose the moment that punch lands.
Allowing the possibility that the game will evolve keeps you alert.

The not-so-battle-ready mindset would fail Fitzgerald’s test of a first-
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rate intelligence. Managers would not be mindful that things will evolve.
That would make them less factful. They would also not know when to
drop their favoured tools. The result is a double whammy. When unfa-
miliar challenges come up, managers don’t even realise these to be so. In
addition, they try to solve these unfamiliar challenges with tools meant for
familiar challenges. These are the very tools they ought to have dropped.

While discussing Berlin’s hedgehog and fox, John Gaddis describes15 his
experience of relating the metaphor with Abraham Lincoln as portrayed in
the eponymous movie by Steven Spielberg. In the movie, Lincoln is pursu-
ing the noble goal of enshrining civil rights in the American Constitution,
but the path he takes seems far less noble. When Lincoln is asked about
this contradiction by Thaddeus Stevens, Lincoln of the movie responds, “A
compass will point you true north from where you’re standing, but it’s got
no advice about the swamps and deserts and chasm that you’ll encounter
along the way.”16 As Gaddis points out, Lincoln was being a hedgehog in
aiming for his end goal, but was being a fox in finding his way to it.

Steadfast as a hedgehog to the goals, and adaptive as a fox about the
means, that’s the battle-ready mindset. If dropping tools is what it takes to
make progress, doing that and getting your team to do that is the battle-
ready mindset. Like most things about business, getting battle-ready is not
a one-time initiative. You need to keep at it to stay there or get better.
Having a battle-ready mindset helps.
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APPENDIX A

ARE YOU BATTLE-READY?

The battle-readiness tool relies on your perspectives about your business,
specifically your beliefs and action preferences about business and compet-
ition. The tool will help you understand where your business is currently in
terms of level of battle-readiness. The contents of this book will hopefully
provide insights on how you can try and improve the battle-readiness of
your business. To try out the tool, please read on. You can also visit the
companion site https://www.battle-ready.co/ to try out the tool.

Ready to Assess Battle-readiness of Your Business?

• Take the assessment yourself to get a sense of how battle-ready your
business is.

• Get your team members to take the assessment to understand how
much you all agree (or differ) in understanding battle-readiness of
your business—can trigger useful discussions.

• Sit with your team and assess battle-readiness of your business as a
group. See how far you and your team agree or differ on beliefs and
action preferences about your business. How battle-ready are you as
a team?

• Get a colleague or even a customer to take the assessment like a
rival—if you thought you knew your rival, you are likely in for a
surprise.
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Battle-readiness Tool

There are 10 statements, and each can be completed with one of the five
options given below each statement start. For each of the statements,
please choose the option that best describes the beliefs and action pref-
erences of you / managers of your business. Your choice should reflect
the current state of your business and how your managers think, and not
what may be considered better. If you don’t find an exact fit among the five
options, pick the one that comes closest. Tick your choice of option.

S01. Our customers are . . .

□ A. those who buy our products (or services).

□ B. those who view our products as a way to solve challenges in their
life and make progress.

□ C. those who have a need that can be met by products from us, our
competitors or other players.

□ D. those who have a need that can be met by products offered by us
and our competitors.

□ E. those who buy products offered by us and our competitors.

S02. In our business . . .

□ A. it is probably useful but difficult to figure out who our unknown
rivals are.

□ B. we don’t face much competition.

□ C. any rival not known to us would not be important.

□ D. we know who all our rivals are.

□ E. it is critical to figure out who our unknown and future rivals are.

S03. On how we understand our competitors . . .

□ A. we have a dedicated team to systematically analyse competitors
periodically, and share insights with the business teams.
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□ B. we systematically analyse competitors periodically to understand
them better, and this is done by various business teams.

□ C. we analyse major competitors as part of our business planning,
using time-tested templates.

□ D. in addition to analysing major competitors as part of planning,
we take a closer look at specific competitors when there is a need,
triggered by specific events.

□ E. we rarely analyse specific competitors.

S04. On how we gather information about competitors . . .

□ A. our managers leverage their vast industry / market experience,
and also rely on news coverage and analyst reports about our com-
petitors.

□ B. we have a dedicated team for this task and they use processes and
systems to gather and collate competitor information from various
sources.

□ C. every member of our organisation is tuned in to pick up and pass
on information about competitors, and this is embedded into their
day-to-day work.

□ D. in addition to relying on our managers’ experience, news coverage
etc., we gather more information and data about specific competitors
when needed.

□ E. our managers primarily leverage their vast experience in our in-
dustry and markets.

S05. When our competitors take actions such as price changes, pro-
motions, discounts, and such . . .

□ A. we mostly come to know after their action hits the market.

□ B. we most often come to know in advance and are occasionally able
to take actions to frustrate them even before their action hits the
market.
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□ C. we come to know well in advance in most instances and are most
often able to take actions to frustrate them even before their action
hits the market.

□ D. we come to know in advance only in a few instances, and there
too are unable to do anything before their action hits the market.

□ E. we often come to know in advance, but are not able to do anything
before their action hits the market.

S06. When our competitors take actions driven by innovation such as
new product launches, new ways of reaching customers, and such . . .

□ A. we often come to know in advance, but are not able to do anything
before their action hits the market.

□ B. we mostly come to know after their action hits the market.

□ C. we come to know well in advance in most instances and are most
often able to take actions to frustrate them even before their action
hits the market.

□ D. we most often come to know in advance and are occasionally able
to take actions to frustrate them even before their action hits the
market.

□ E. we come to know in advance only in a few instances, and there
too are unable to do anything before their action hits the market.

S07. Senior managers in our business . . .

□ A. consistently spend specific amount of time on activities that do not
relate to day-to-day priorities.

□ B. adjust time allocated to day-to-day priorities and longer term pri-
orities, based on specific challenges and opportunities faced.

□ C. spend almost all their time on managing day-to-day priorities.

□ D. occasionally spend time, when compelled to, on activities that do
not relate to day-to-day priorities.
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□ E. plan to spend some time on activities that do not relate to day-
to-day priorities, but end up using most of this time for day-to-day
priorities.

S08. In our management discussions (review of past performance,
way ahead for the future, etc.) . . .

□ A. we primarily focus on internal challenges and opportunities for
our business.

□ B. we focus on evolution of our business context via actions of parti-
cipants in the competitive arena and we try and understand trends on
developments that may or may not be related to our current business.

□ C. we focus on our business as well as our competitors, suppliers and
partners.

□ D. we primarily focus on our business, and we also occasionally look
at our competitors.

□ E. we focus on how our business context has evolved through actions
of competitors, suppliers, partners and other players, and how this
impacts our business.

S09. Our managers believe that our business success is driven by . . .

□ A. our best-in-class / fantastic products.

□ B. our ability to take corrective actions in our strategy, based on feed-
back from strategy and business reviews.

□ C. our sensitivity to emerging trends and our willingness and ability
to adapt our priorities as needed.

□ D. the experience and expertise of our managers in our markets and
industry.

□ E. our ability to maintain dominant market position.

S10. Our managers believe that to be able to sustain and enhance
profits from our business, we need to . . .
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□ A. manage vendors to achieve lowest costs, resulting in good profit
margins.

□ B. achieve high levels of efficiency in operations.

□ C. charge higher prices that result in good profit margins.

□ D. be collaborative with our customers, complementors and other
business partners in growing the pie, without losing focus on enhan-
cing our profitability.

□ E. charge higher prices, manage vendors to achieve lowest costs and
also achieve high levels of operational efficiency.

See next page for Scoring Key and instructions for scoring.

My Battle-readiness Score is ...
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Scoring Key: Battle-readiness

TABLE A.1: Scoring Responses: Battle-readiness Tool

Statement A B C D E

S01. Our customers . . . 2 10 8 6 4

S02. In our business . . . 8 2 6 4 10

S03. On how we understand . . . 8 10 4 6 2

S04. On how we gather . . . 4 8 10 6 2

S05. Our customers . . . 2 8 10 4 6

S06. When our competitors . . . 6 2 10 8 4

S07. Senior managers in our . . . 8 10 2 4 6

S08. In our management . . . 2 10 6 4 8

S09. . . . our business success . . . 4 8 10 2 6

S10. . . . to be able to sustain . . . 4 6 2 10 8

Mark your choice for each statement into the scoring sheet. For each
statement, circle the number given beneath relevant choice A . . . E that you
ticked.

For instance, for statement S01, if you ticked option D, circle “6.” If you
ticked option B, circle “10.”

Once you have circled the scores for your responses for all ten state-
ments, total the numbers inside the circles. Write the result in the box
given in previous page, for Battle-readiness Score.

Turn to next page to interpret your Battle-readiness Score.
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Understanding Your Battle-readiness Score

75 and above: Great! Your business seems quite battle-ready. You may
want to look at the battle-readiness of your rivals. If any of them are as
good as you (or better), you have your job cut out to make sure you stay
battle-ready in the future too.

Between 45 and 75: For now, your business seems to be good. But don’t
be surprised to find a few of your rivals faring better than you. You need
to up your game, both for the present and for the future.

45 or below: Hmm. Time to seriously think about getting battle-ready,
rally your team and act on it. But you may already know it, or are already
on to it. Best wishes.
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APPENDIX B

MINIMUM VIABLE MARKET

SHARE

Recall MES, which we discussed in Chapter 2. It is a descriptive concept
that tells us the minimum volume of activity (for instance, quantity of pro-
duction per year) at which lowest average cost per unit is achieved. The
implication is that if we operate at volumes lower than the MES, our aver-
age cost per unit will go up, and as a result, profit per unit will go down.
The MES typically is dictated by the technology underlying the activity.
For instance, advertising on television will involve a large, fixed cost out-
lay, making it necessary that the advertisement should be deployed for a
large market to reduce per unit cost of advertising. On the other hand, di-
gital advertising would allow for much smaller fixed costs or make the cost
of advertising mostly variable, enabling deployment to small and targeted
markets.

In deciding on entering a competitive arena and in building the busi-
ness case for it, one of the key considerations is, at what minimum volume
of activity can we be viable. This requires consideration of both MES and
the quantity demanded (QD) in the market. The largest MES from among
the various activities in the value chain would decide the MES for a busi-
ness. The market size would give us the QD. Minimum Viable Marketshare
(MVM) is the ratio of MES upon QD. This is the minimum market share
a potential entrant should capture to make the entry viable. This is the
minimum market share an incumbent player should capture, to derive the
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full benefit of economies of scale.
Take, for instance, QD of 100. In scenario one, the technologies used

by the businesses dictate an MES of four. This means that a new entrant
can become viable by capturing just four percent market share in this mar-
ket. In scenario two, let’s say the MES is 28. Here, the new entrant won’t
be viable at market shares less than 28 percent. The implication is that
higher the MVM, tougher it will be for an entrant to enter and play viably,
given other things. The high MVM acts as a deterrent, dissuading potential
entrants from entry, resulting in higher barriers to entry. Potential entrants
can bypass this barrier by identifying which activity (production, market-
ing, advertising, etc.) imposes the high MVM and adopting a different
technology that results in lowering of MVM for the market. This is like
how the craft brewers entered and played viably by adopting digital ad-
vertising (see Chapter 3).
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APPENDIX C

BUSINESS MODEL

A business model is a clear articulation of how a business intends to create
and deliver value to its customers. It is closely tied to, but distinct from, the
strategy for the business, as the strategy articulates the action agenda—
what’s to be done and, more importantly, what’s not to be done. One
of the purposes of articulating a strategy is to be able to implement the
business model. While there are several frameworks that seek to inform
us about what a business model articulation should look like, I am partial
to the one by Mark Johnson, Clay Christensen and Henning Kagermann,
as it is concise, intuitively sensible, and can be used in a real-life situation
relatively easily. A brief description is given below. Interested readers can
go to the HBR article1 or Johnson’s book.2

Elements of Business Model

Johnson and others capture the articulation of the business model with
four key elements, which I collapse into three. Each of these are discussed
below.

1Mark W. Johnson, Clayton M. Christensen, and Henning Kagermann, ‘Reinventing Your
Business Model’, Harvard Business Review, Dec 2008, pp.51-59.

2Mark W. Johnson, Seizing the White Space (Boston, MA: Harvard Business Press, 2010).
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Customer Value Proposition

Creating value for the customer requires a clear understanding of the cus-
tomer’s job to be done (discussed first in Chapter 2), coming up with of-
ferings that meet the customer’s job to be done, while having clarity on
who the customer is. Often, CVP goes awry when the job to be done is
not clearly understood or when the target customer identification is fuzzy,
leading to offerings that are neither here nor there.

Profit Formula

The profit formula consists of four components:

1. Revenue model: how is revenue generated, which covers the entire
gamut of considerations about pricing and driving sales volumes, for
the given CVP,

2. Cost structure: what should be the approach to manage the cost of
producing and delivering the CVP,

3. Margin model: how much would each unit of CVP generate as mar-
gins, closely related to the concept of unit economics, and

4. Resource velocity: how much business volume and revenue to be gen-
erated from a given base of resources, a measure of efficiency in op-
erations.

Resources and Capabilities

Johnson and colleagues identify two components—key resources, and key
processes—which I combine into a single component. This is essentially
the configuration of resources and capabilities that are needed to deliver
the CVP and realise the profit formula.

A more detailed explanation of business model would be, “A business
model is a design that ties resources and transactions to exploit opportun-
ities to create value. A good business model will be viable. It will (1) meet
target customer needs in a fair manner, (2) build value for the firm and all
its key partners, (3) leverage valuable firm capabilities and resources, (4)
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be efficient in the use of its available resources, (5) differentiate the busi-
ness from its competitors, (6) be sustainable beyond the short/medium
term, and (7) be perceived as equitable to all key stakeholders.”3

3Professor Ganesh Prabhu, Indian Institute of Management, Bangalore, in correspondence
with the author. Adapted from Adam J. Bock and Gerard George, The Business Model Book
(London, UK: Pearson, 2019). Item (7) added by Professor Prabhu.
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