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Bases of Firm Competitive Advantage: Assessment and New Insights

Abstract

While Porter’s typology of the bases for firm competitive advantage (cost leadership
vs. differentiation) continues to dominate both business practice and pedagogy,
empirical research using this typology has dwindled over time and many fundamental
managerial questions remain unanswered. For example, which basis for advantage is
most profitable? How can a firm leverage its choice of strategy into greater firm
performance via complementary capabilities or synergies? Do firms change strategy
over time and, if so, why and with what consequences? Employing a novel text analytic
approach, we develop and validate a measure of business strategy (competitive
advantage) that is dynamic (over years) and fluid (i.e., allows firms to have a mix of
strategies concurrently). Using this new measure, we provide practical managerial
insights into which strategy is most profitable and how firms can leverage internal
competencies and structural factors that may enable greater leverage of one strategy
over the other. Finally, our investigation offers a greater understanding of what may
cause changes in strategic emphases over time. By empirically demonstrating that
strategy 1s indeed dynamic, our findings have important theoretical contributions and
managerial implications.
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