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C H A P T E R 4
Internal Analysis: Resources,

Capabilities, and Activities

Overview of the Chapter

In this chapter, we turn our attention to inside the firm. We will study analytical tools to explain why differences in firm performance exist even within the same industry. For example, why did Best Buy outperform Circuit City in the electronics retail industry? We discuss how a firm’s resources and capabilities drive core competencies and competitive advantage. We introduce frameworks to analyze internal resources and activities and close with integrating the internal and the external (from Chapter 3) in a SWOT analysis. 
Learning Objectives 
LO 4-1 Distinguish among a firm’s resources, capabilities, core competencies,

and firm activities.
LO 4-2 Differentiate between tangible and intangible resources.
LO 4-3 Describe the critical assumptions behind the resource-based view.
LO 4-4 Apply the VRIO framework to assess the competitive implications of a firm’s

resources.
LO 4-5 Identify competitive advantage as residing in a network of firm activities.
LO 4-6 Outline how dynamic capabilities can help a firm sustain competitive advantage.
LO 4-7 Identify different conditions that allow firms to sustain their competitive advantage.
LO 4-8 Conduct a SWOT analysis.
Chapter Outline

1. CHAPTERCASE 4  From Good to Great to Gone: The Rise and Fall of Circuit City
2. Internal Analysis: Looking Inside the Firm for Core Competencies (LO 4-1)
3. The Resource-based View (LO 4-2)
a. Two Critical Assumptions (LO 4-3)
b. The VRIO Framework (LO 4-4)
c. Strategy Highlight 4.1 How Nintendo Focused on the Casual Gamer

4. The Value Chain and Activity Systems (LO 4-5)
a. Primary and Support Activities

b. Dynamic Strategic Activity Systems

5. The Dynamic Capabilities Perspective (LO 4-6)
a. Strategy Highlight 4.2 Dynamic Strategic Fit at IBM
6. Gaining & Sustaining Competitive Advantage How to Protect a Competitive Advantage (LO 4-7)
a. Better Expectations of Future Resource Value

b. Strategy Highlight 4.3 Was Microsoft’s Breakthrough the Result of Luck?
c. Path Dependence

d. Causal Ambiguity

e. Social Complexity

7. Putting Together Internal and External Analysis: The SWOT Analysis (LO 4-8)
8. CHAPTERCASE 4 / Consider This…
9.  Discussion Questions



Lecture Suggested Outline
I

 seq NLA \r 0 \h .
Overview
We now move to the internal analysis of the firm. When studying firms in the same industry such as Best Buy and Circuit City, we need to move internally to analyze why they have such differential performance. 
II

 seq NLA \r 0 \h .
ChapterCase 4 – From Good to Great to Gone: The Rise and Fall of Circuit City

This brief case is designed to engage the student’s attention and discuss how a firm can outperform the stellar stock performance of GE under Jack Welch in the 1980s and 1990s and yet end up filing for bankruptcy in the fall of 2008. 

Show PowerPoint Slide 4.4 and 4.5

Key points of case
 Teaching Tips
We expect most students have shopped in a Circuit City store and they also have probably been in a Best Buy and have purchased products online through firms such as Amazon. We have also drawn parallels here to Borders and Barnes & Nobles, though Borders never reached the “great” status of a Circuit City. The text notes Blockbuster, which can be compared with Netflix also. One key point we like to bring out in the class discussion is that though Best Buy (and Barnes & Noble) survived thus far, their future success is far from certain. We use these points to have a class discussion about shopping online versus in brick and mortar stores. What do brick and mortar stores need to do to be successful in this retail environment? What skills and resources do they need for success going forward? Students often find this an engaging way to start the class and many will have extensive ideas on how brick stores can survive and even thrive. 

III

 seq NLA \r 0 \h .
Internal Analysis: Looking Inside the Firm for Core Competencies

 seq NL1 \r 0 \h 
Asking the right questions is a key for understanding strategy. For business-level strategies, a customer focus is usually appropriate, as found in slide 6.6. 
Show PowerPoint Slide 4.6 and 4.7

Industry & Firm Determine Competitive Advantage

 Teaching Tips
Slide 4.7 can be used to pull together the PESTEL framework from Chapter 3 with the internal factors that are the focus of this chapter. Here we look at core competencies and strategic fit. 

Additionally, a McGraw-Hill Connect online interactive video exercise is available that covers core competencies in more detail. You may wish to assign this as an auto-graded homework for the students. It covers more thoroughly Learning Objective 4-1. The video is six minutes long and is a presentation by Idealab founder and CEO Bill Gross. He offers a perspective on the value of complementary human capital in top management of both new and old organizations. 


Show PowerPoint Slide 4.8 and 4.9

Industry & Firm Determine Competitive Advantage

 Teaching Tips
Slide 4.9 can be illustrative of how firms can create dynamic changes in their resources, capabilities, and activities through the feedback loops of reinvestment, honing, and upgrading the organization. 
Additionally, a McGraw-Hill Connect online interactive exercise is available that covers the concepts behind Exhibit 4.2 in greater detail. You may wish to assign this as an auto-graded homework for the students. It covers assurance of Learning Objective 4-2. 


IV. 
The Resource-based View
Here we look at tangible and intangible resources. Bring in the Google headquarters example to show it can get to be more complicated than Exhibit 4.4 would make it seem. 

Show PowerPoint Slides 4.12 – 4.14
Resources: Tangible & Intangible
 Teaching Tips
Slide 4.14 is a slide of Small Group Exercise 1 from the back of the chapter. We have used this successfully as a class exercise. There are some comments about it below in the end-of-chapter material. We like to have the groups discuss for five minutes and then pull the room back together to discuss the branding and category examples some of the groups have developed. 


V. 
The VRIO Framework
A.     We provide a summary slide with each of the four characteristics, as well as an example from the text for each. 

B. 
Of particular note is that the fourth characteristic is actually about the organization or firm itself rather than its resources.  

Show PowerPoint Slide 4.17 and 4.18
VRIO Framework & Decision Tree
 Teaching Tips
The generic strategies will build on the marketing courses the students have had prior to this strategy course. The narrow and broad competitive scope complements well with selling into broad or niche target markets. 
Additionally, a McGraw-Hill Connect online interactive exercise is available that shows the VRIO decision tree and related text material in more depth. You may wish to assign this as an auto-graded homework for the students. It covers more thoroughly Learning Objective 4.4. 

C.  Strategy Highlight 4.1 How Nintendo Focused on the Casual Gamer

Show PowerPoint Slide 4.19
Nintendo Strategy Highlight
 Teaching Tips
This slide has an embedded video that is a four-minute interview with a Nintendo marketing executive. He discusses how Nintendo plans to continue marketing to the casual gamer. We caution that this video will run an advertisement prior to the interview clip. You may prefer to use a video downloader on your computer to capture the video locally for playback to the class. This process enables you to play the video without Internet access in the classroom, and you can begin the video capture after the ad. Alternatively, you can queue up the video before class and pause it at the interview to play during class. 


VI. 
The Value Chain and Activity Systems
A. 
The Value Chain describes the internal activities a firm engages in when transforming inputs into outputs. The concept is general enough to be applied to basically any firm, from those in old-line manufacturing industries to those in high-tech ones or even service firms. 

 Show PowerPoint Slide 4.21 and 4.22
The Value Chain
 Teaching Tips
We find that fewer students today have actually seen something “made.” This can create some confusion regarding the differences between primary and support activities. You may ask if any of the students have worked in any sort of manufacturing or process-related business. Using an example of a product or service will help the students frame the differences between primary and support functions. 

B. 
Activity systems can be an effective way to show the level of “fit” of the firm’s activities.  Strategic activity systems are socially complex. While one can observe several elements of a strategic activity system, the capabilities necessary to orchestrate and manage the network of activities cannot be so easily observed and therefore are difficult to imitate. The Vanguard example provided may be useful to discuss in class

 Show PowerPoint Slide 4.23 – 4.25
Strategic Activity Systems
C. 
The value chain describes the internal activities a firm engages in when transforming inputs into outputs. The concept is general enough to be applied to basically any firm, from those in old-line manufacturing industries to those in high-tech ones or even service firms. 

 Show PowerPoint Slide 4.21 and 4.22
The Value Chain
 Teaching Tips
We find that fewer students today have actually seen something “made.” This can create some confusion regarding the differences between primary and support activities. You may ask if any of your students has worked in any sort of manufacturing or process-related business. Using an example of a product or service will help the students frame the differences between primary and support functions more easily. 

VII. The Dynamic Capabilities Perspective
A. For a firm to sustain advantage over time, any fit between its internal strengths and the external environment must be dynamic. The firm must be able to change its resource base and activity system as the external environment changes. Dynamic capabilities are essential in order to gain and sustain competitive advantage.
B. In Exhibit 4.10, the investments can be several different types. It could be money, but it could also be people or time invested in building intangible resource stocks. The outflow can be key employees that leave the organization or the lack of organizational memory, causing the same lesson to be learned several times. 

Show PowerPoint Slide 4.26 and 4.27
Inflows & Outflows in Building Stocks

C. Strategy Highlight 4.2 Dynamic Strategic Fit at IBM
This highlight demonstrates how IBM was able to use dynamic capabilities to take itself through a major transformation into a software sales and service firm. Exhibit 4.9 illustrates this change by looking at the product scope.  
Show PowerPoint Slide 4.28 and 4.29

Strategy Highlight: IBM’s Dynamic Strategic Fit
 Teaching Tips
This slide has a three-minute embedded video that discusses the development of Watson, the computer that defeated the two best humans ever to play the TV game Jeopardy. Jeopardy is actually quite a challenging game for a computer to play, as it has nuanced questions with a play-on-words answer at times that is quite difficult to code into computer logic. 
http://video.nytimes.com/video/2010/06/15/magazine/1247468055784/how-does-watson-work.html?scp=1&sq=IBM&st=cse 


VIII. Gaining & Sustaining Competitive Advantage How to Protect a Competitive Advantage
A. There are four conditions above and beyond core competencies that can help a firm protect and sustain a competitive advantage.  

B. If one of any of these four is present, the firm can strengthen its basis for competitive advantage, increasing its chance to be sustainable over a longer period of time.

Show PowerPoint Slide 4.31 – 4.33
How to Protect Competitive Advantage
 Teaching Tips
Slides 4.41 and 4.42 have these four attributes listed, and one example of the application of each one. We find they generally “get” the ideas behind the first two items; however, some students may need some additional explanation of the differences between causal ambiguity and social complexity. In some sense, this is natural because there is a relationship between these two items. Social complexity can be one reason for causal ambiguity. But if we think of the Vanguard activity system as a visual of some of the key processes occurring inside the firm, we can see this differentiation more clearly. The complexity is represented by the overall diagram showing multiple systems working together. Causal ambiguity, on the other hand, is pointing to the 
fact that we can’t identify within the firm specifically how Vanguard has been able to be so successful as a low-cost provider with good quality service for a variety of customers. It has more than $1 trillion in assets, yet the reason (or cause) of its success is not known precisely. Thus, other competitors have had a difficult time matching its success over the past 80 years.


IX. 7.
Putting Together Internal and External Analysis: The SWOT Analysis
A. We bring together the concepts of this chapter’s internal analysis with those of Chapter 3 about outside the firm in the SWOT analysis. 

B.  
Exhibit 4.11 provides key questions for managers to consider as they construct a SWOT analysis.

Show PowerPoint Slide 4.34 and 4.35
The SWOT Analysis

The SWOT Matrix: Additional material NOT in the text.

While the SWOT analysis is one of the most commonly used strategy techniques in the practice of management, it is actually controversial in Academia and many strategy textbooks choose not to cover it at all. It, however, is one of the few tools we have that can be used to tie together internal and external concerns and drive forward into potential solutions to strategic challenges. We have added this SWOT matrix discussion here and with four additional PowerPoint slides in case you choose to work on this subject with your students further. 

Thinking about strategy using a fit perspective has frequently found its expression in the SWOT analysis (Strengths, Weaknesses, Opportunities, and Threats). Although intuitively appealing and widely used, a problem with this traditional view of strategy is that a strength can also be a weakness, and that an opportunity can also simultaneously be a threat. It all depends on the type of strategy the firm pursues. For example, is Goldman Sachs’ history as the premier investment bank worldwide a strength or a weakness when competing as a bank (holding company)? Is the financial crisis of 2009 a threat or an opportunity for banks? Although the financial crisis appears to be a major threat to many financial institutions on the surface, if one considers the many acquisitions that took place at fire sale prices, it may turn out to be an opportunity for banks like Wells Fargo who acquired Wachovia during the downturn. 

Earlier in this chapter, we discussed the location of Google’s headquarters near Silicon Valley and Stanford University as a key resource for the firm. Most people would consider this a strength for the firm. However, California has a very high cost of living 
and is routinely ranked among the worst of the states in the U.S. in terms of “ease of doing business.” In addition, this area of California is along major earthquake fault lines and is more prone to natural disasters than many other parts of the country. So is the location a strength or a weakness? The answer is “it depends”… But to be useful in a SWOT or other analysis type, the effective strategist must decide which attributes are the most important and state the reasons for their placement as a strength or weakness in the framework. Be sure to list each resource only once in the matrix (for example, either as a strength OR a weakness, but not both). 
In addition to simply using the SWOT analysis appropriately, an additional step is required to make it a truly useful tool in the strategic management process: making decisions about how to create competitive advantage from the elements listed in the SWOT categories. It is for this reason we bring in the SWOT matrix tool here. The matrix adds alternatives, which are developed from the SWOT elements. This is a critically important step that helps to drive strategy out of the analysis phase and toward the implementation stage, because as we have already learned (from Mintzberg in Chapter 2), a strategy that has no action behind it is not really a strategy at all! Alternatives build plans that match the organization’s strengths to its opportunities, minimize or address its weaknesses, and compete in the face of its threats. Creating such plans normally requires more information and analysis than is available through the SWOT analysis (and thus the necessity of the remaining chapters in this book). That is, while the SWOT analysis is helpful in developing an appreciation of an organization’s competitive contexts, it has little to offer in terms of formally constructing a strategic plan. Thus, we proceed to the formulation and then implementation phase of strategy soon! 

Show PowerPoint Slide 4.36 – 4.39
The SWOT Matrix – Text Extension 

X. 
 CHAPTERCASE 4 / Consider This…
 We revisit the opening case with extended information focusing on the failure of Circuit City.  Suggested thoughts/answers to the case questions are provided below.  
Show PowerPoint Slide 6.40
Circuit City Consider This…
XI.  Take-Away Concepts
 Here we list the take-aways for a student review of key points from the chapter.  
XII.  Key Terms
 Here we show the key items from the chapter for a review and test of understanding.
END OF CHAPTER ANSWER GUIDE

 Teaching Tips
A variety of case, discussion, ethics, and explicit small group questions are provided at the end of every chapter. Instructors may find it useful to assign some for homework and some for general class discussion. Many concepts in strategy do not yield hard and fast answers, and if the students have a chance to interact early in the course it helps stimulate better discussions on issues of nuance or context that are internalized best through discussion or intensive written assignments. 

CHAPTERCASE 4 Consider This…
Thinking about this chapter’s opening case, answer the following questions.

EMPLOYEES AT CIRCUIT City stores and even at the headquarters in Richmond, Virginia, were shocked and devastated when the firm actually ceased operations in March 2009. More than a year after the closing, former headquarters workers note that the firm had a good, hardworking, and family-friendly atmosphere. They believed to the end that, in the worst case, another firm would buy Circuit City and perhaps reduce its size but not permanently close the business.
1. Why did Circuit City lose its competitive advantage?

Circuit City failed to upgrade and protect their competencies, which resulted in their losing customers to firms such as Best Buy and Amazon. It may be that the senior leaders of Circuit City were distracted with other (newer) businesses like CarMax.
2. What could Circuit City’s management have done differently?
Circuit City’s management should have kept a majority of their experienced sales personnel. The layoff of the firm’s highest-paid personnel led to an irreversible strategic mistake that ended up working against the company. Even though keeping the personnel would have been more costly, they were the most experienced and loyal in their field for providing superior customer service, which gave them their competitive advantage.
3. What is the future of Best Buy as the leader in big-box electronic retailing? What resources and capabilities will positively impact its future?
The future of Best Buy is uncertain since it faces competition with online retailers like Amazon, even with the development of the innovative “customer-centricity” model. Through the recruitment of previous Circuit City employees with extensive strategic knowledge, Best Buy has a great base of resources and capabilities that may provide a basis for competitive advantage, but they will need to continue evolving to compete with online commerce.
Discussion Questions
1. Why is it important to study the internal resources, capabilities, and activities of firms? What insights can be gained?

Because it gives managers the ability to formulate a tailored strategy for their company according to the resources, capabilities, and activities available to address external issues for the firm. By using internal analysis tools such as VRIO and activity systems, managers can gain the insight of evaluating a firm’s current situation and seek to update the firm’s strategic fit with the environment. 
2. Strategy Highlight 4.2 explains IBM’s major transformation from a hardware- to a services-oriented company. List the major dynamic capabilities that enabled IBM to make this change. Can you think of other firms that have been successful at a major transition such as this?
The major dynamic capabilities that enabled IBM to make the transition from a hardware- to a services-oriented company was by integrating hardware, software, Internet, and services to better assist customers’ challenges. Another firm that has been successful in implementing this was AT&T, which started off as a landline phone company. This declining part of their business has been replaced with additional business such as mobile telephone infrastructure, television, and Internet packages. 

3. The resource-based model identifies four criteria that firms can use to evaluate whether particular resources and capabilities are core competencies and can, therefore, provide a basis for competitive advantage. Are these measures independent or interdependent? Explain. If (some of) the measures are interdependent, what implications does that fact have for managers wanting to create and sustain a competitive advantage?
These measures are largely interdependent. A resource that is rare but not valuable is not going to help drive any competitive advantage for the firm. This implies the management team needs to be focused on steps to support each of the four stages of VRIO to get to a sustained competitive advantage. 
Ethical/Social Issues
Ethical/Social Issues

1. As discussed in this chapter, resources that are valuable, rare, and costly to imitate help create a competitive advantage. In many cases, firms try to “reverse-engineer” a particular feature from a competitor’s product for their own uses. It is common place, for example, for cell phone manufacturers to buy the newest phones on the market and take them apart to see what new components/features the new models have implemented. However, as the competition between Google (www.google.com) and Baidu (ir.baidu.com/) over Internet searches in China makes clear, this sort of corporate behavior does not stop with hardware products. Baidu is a 10-year-old firm that has allegedly adapted many of the search tools that Google uses. Baidu, however, modifies its searches inside China (its major market) to accommodate Chinese-government guidelines. In protest over these same guidelines, in 2010 Google left the Chinese market and is running its Chinese search operations from Hong Kong.
a. It is legal to take apart publicly available products and services and try to replicate them and even develop workarounds for relevant patents, but is it ethical? 

· It is legal to take apart publicly available products and services to replicate or produce similar products. However, many students will find it isn’t ethical. It is a common business practice across many developed and emerging countries around the globe. 
b. If a key capability protected by patents or trademarks in your firm is being reverse- engineered by the competition, what are your options for a response?

· If this situation occurs, it is considered a patent violation also known as an infringement. If this occurs, the patentee can sure for relief in the designated federal court. However, in many markets by the time a case comes to court the business opportunity is already lost. Many firms take more of a “continuous improvement” approach and press forward with new innovations and features in hopes of staying “one step ahead” of the competition. 
2. The chapter mentions that one type of resource flow is the loss of key personnel who move to another firm. Assume that the human resources department of your firm has started running ads and billboards for open positions very near the office of your top competitor. Your firm is also running Google ads on a keyword search for this same competitor. 

a. Is there anything unethical about this activity? 
· Students will have a variety of viewpoints on this matter. As a matter of practice, the other firm can also run ads outside “my firm” as well. Effective managers recognize many of their best employees will have headhunters call them with jobs at competitors, for example. The best counter to this situation is keeping an open dialogue with the associates at the firm so you know why they come to work every morning. If they are fairly satisfied with their current assignments and job situation, they will not answer the competitor ads, nor the headhunter phone calls. 
b. Would your view change if this key competitor had just announced a major layoff?
· We find this does often change the student’s perspective on the situation. Some of the most ardent in favor of an ethical violation in the first question now see it has a bridge to a fresh employment option for employees who did, or may be about to, lose their jobs. 
Small Group Exercise 1
Brand valuations were mentioned in the chapter as a potential key intangible resource for firms. Some product brands are so well established that the entire category of products (including those made by competitors) may be called by the brand name rather than the product type. In your small group, develop two or three examples of this happening in the marketplace. In any of the cases noted, does such brand valuation give the leading brand a competitive advantage? Or does it produce confusion in the market for all products or services in that category?

· Students will have a variety of answers for this activity. Many classic retail products such as Band-Aids, Kleenex, ChapStick, and Coke will come up in the small groups. In addition, Google is commonly mentioned for all things search-related on the Internet. In the case of the classic retail products, you can bring out the discussion to ask “if the brand Band-Aid got you to the drug store, but when you got there you bought the cheaper store brand adhesive strips… Did Johnson & Johnson, which owns Band-Aid, waste its marketing funds building up their brand?” The answer is dependent on how much traffic that awareness of the product brings to get consumers to the shelf, and what percent of those consumers, once in the store, go ahead and buy the brand that got them to the store shelf in the first place. 
· Google has a somewhat different problem. Many people assume they are using the Google search engine when they may not be. The default search engine at the Yahoo portal has been Bing since a 2010 agreement between Yahoo and Microsoft, for example. 
Small Group Exercise 2 

An enhancement of the basic SWOT analysis is to consider both current as well as potential conditions. That is, conduct the SWOT in two stages: First, list the elements that are current strengths, weaknesses, opportunities, and threats. Then, repeat the process with the focus on potential strengths, weaknesses, opportunities, and threats. This two-stage process provides a perspective of the possible dynamic changes facing the organization.

· The following is an example put together in 2011 about the major U.S. retailing firm Target Inc. The current SWOT addresses some of the major aspects of the firm at that time. The potential conditions are created with the perspective that environmentally friendly products continue to take a more dominant role in the core retail marketplace going forward. 
CURRENT CONDITIONS

Strengths 




Weaknesses

1. Opened stores in every state except Vermont                  
1. Low International expansion vs. competitors

2. Ranked 30 on Fortune 500 of 2010                            
2. Few distribution channels

3. Partnerships with well-established brands                         
3. Higher prices than competitors in the industry

4. Owns many other subsidiaries                                  
4. Material weakness exists

Opportunities 




Threats

1. Expand globally                                                
1. Differentiation 

2. Focus more on private products  


2. Interruptions with vendors/supply chains
3. Strategically acquire expansion in Canada 

3. Unsuccessfully managing workforce
4. Reduce operation cost/increase revenue 

4. Failure to address safety concerns

POTENTIAL CONDITIONS

Strengths




Weaknesses


1. Method products




1. Not enough research

2. Biodegradable products 



2. Lacking promotion/advertising
3. Reusable eco-friendly store bags


3. Face for new “green” approach not present

4. Highly recognizable bull’s-eye logo


4. More products needed to reach larger clientele

Opportunities 






Threats

1. Can help promote a “green” environment                                         
1. New Competition

2. Possibly change the marketing mix for sustainable retail products          
2. Release of new green programs
3. Explore other companies seeking to join eco-friendly theme                      
3. Customers’ change of preference
4. Target could invest in research of biodegradable products                         
4. Change of government regulations
Strategy Term Project

Project Overview

The goal of the strategy term project is to give the student practical experience with the elements of strategic management. We will briefly discuss that project module questions. We will offer some guidance for the modules at the end of each chapter.
Module 4: Internal Analysis 
In this section, you will study the business strategy of the firm you have previously selected for this project. Be sure to instruct the students to focus only on ONE business unit if they have selected a larger firm with several operations. 
In this section, you will study the internal resources, capabilities, core competencies, and value chain of your selected firm.
The following are some general thoughts on the type of information students would have in response to the questions for this module of the project. 
1. A good place to start with an internal firm analysis is to catalog the assets a firm has. Make a list of the firm’s tangible assets. Then, make a separate list of the intangible assets you can identify.

· Tangible Assets

· Building, equipment, etc.

· Intangible Assets

· Contracts, intellectual property, etc.

2. Now extend beyond the asset base and use the VRIO framework to identify the competitive position held by your firm. Which, if any, of these resources are helpful in sustaining the firm’s competitive advantage?

· The competitive position held by your firm could be a temporary competitive advantage with some level of valuable and rare resources. The costly to imitate may be considered more of a continuum and it would matter as to the industry context what “costly” meant. Many firms find that they are not actually organized to capture the value as efficiently as their competitors, and this can be an area of productive focus for quite a number of organizations. 
3. Identify the core competencies that are at the heart of the firm’s competitive advantage. (Remember, a firm will have only one, or at most a few, core competencies, by definition.)

· Following Exhibit 4.2, take the list of resources from question 1 earlier and review them in the context of capabilities either discovered in the VRIO analysis in question 2 or from your own research of the firm. Where the resources and capabilities are in alignment is a rich location for core competencies. 
4. Use the strategic activity system framework to diagram the important and supportive activities the firm has that are key to delivering and sustaining the firm’s value proposition. (For an example, refer to Exhibits 4.7 and 4.8 showing the activity system of the Vanguard Group.)
· Work with the students to list the three to five major things the firm does well. Map those activities out on a page as large circles and then start to outline how they are connected with each other and then add in several supporting activities in use by the firm. 
5. Perform a SWOT analysis for your firm. Remember that strengths and weaknesses (S, W) are internal to the firm, and opportunities and threats (O, T) are external. 

· Please see Small Group Exercise 2. Also the PowerPoint slide deck has an example using McDonald’s as a hypothetical example of a SWOT matrix. 
myStrategy 4: LOOKING INSIDE YOURSELF: WHAT IS MY COMPETITIVE ADVANTAGE?
Here, we encourage you to take what you have learned about competitive advantage and apply it to your personal career. Spend a few minutes looking at yourself to discover your own competitive advantage.

1. Write down your own personal strengths and weaknesses. What sort of organization will permit you to really leverage your strengths and keep you highly engaged in your work (person–organization fit)? Do some of your weaknesses need to be mitigated through additional training or mentoring from a more seasoned professional?

· Some of our students who are looking for the “what to do after graduation” have found this exercise to be a useful way to think about what they are good at and what they would probably want to stay away from as far as a future career. 
2. Personal capabilities also need to be evaluated over time. Are your strengths and weaknesses different today from what they were five years ago? What are you doing to make sure your capabilities are dynamic? Are you upgrading skills, modifying behaviors, or otherwise seeking to change your future strengths and weaknesses?

· Many students find college to be a time of growth and upgrading of skills both in and outside of the classroom. Be sure to encourage your students to think about the “softer” side of growth, such as presentation skills, self-confidence, etc. 
3. Are some of your strengths valuable, rare, and costly to imitate? How can you organize your work to help capture the value of your key strengths (or mitigate your

weaknesses)?

· This exercise can involve a bit of “thinking outside the box” for some students, but a number of them who have taken it seriously have reported some new findings about how to build and promote their strengths. 
4. In this chapter, we discussed that the strategic activity system happening inside the firm can be a vital source of sustainable competitive advantage. If you are currently or previously employed, consider how your professional activities can help reinforce the key value added activities in your department or organization.

· Encouraging students to do an activity systems map (such as the Vanguard example) can be a quite useful experience for both the student and the firm (if they are currently employed there). Some organizations have used these maps to recognize some non-value added activities which they could modify or even eliminate. Knowing how your job fits in the scheme of things for the firm can be very enlightening. 
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