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Abstract

This article introduces the notion of community-focused strategies to refer to the set of actions, activities and
policies that firms undertake to establish connections or relational links with one or more target communities
of (potential) customers. Drawing on social identity theory and strategy research, this study begins with
a proposed taxonomy of different community-focused strategies. Then it illustrates how such strategies
contribute to the creation of competitive advantage and explores their boundary conditions. Finally, the
authors offer implications for theory development and practice, as well as suggestions for further research.
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We call ourselves atribe. . . . Thereisarea sense of community when it comesto surfing, and it's
great to see kids I've known since they were in grammar school become better at the sport.
(Testimonia from aNew England surfer; Edges, 2010)

Introduction

Many surfers consider themselves members of aparticular tribe (Lanagan, 2009; Taylor, 2007) that
uses neologisms, such as the exclamation ‘cowabunga!’ (how are you doing?) or references to
being ‘stoked’ (feeling joy or ecstasy); followsrituals, such asrising early to greet the sun and the
waves or collectively attending surf film screenings; wears clothing covered with symbolic objects
(e.g. surfboards) or Hawaiian shirts; and marks homes and automobiles with surf symbols and
slogans (Taylor, 2007). Undoubtedly these surfers constitute a rather peculiar community for
whom surfing takes on near religious connotations, such that ‘ For most of my life it seemed that
religious ideals were nothing more than conjecture, but then | started surfing’ (Taylor, 2007: 939).
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But they are also exemplars of an interesting social phenomenon, that is, the propensity of people
to come together in social groups or communities primarily to satisfy their needs for sense and
identity. As prominent scholars from different fields have suggested (Gergen, 1991; Kumar, 2005;
Lyotard, 1984; Vattimo, 1992), this tendency has even accelerated in recent decades, characterized
by incredulity towards traditional values and greater demand for heterogeneous sources of
meaning. Starting with the canonical study by Tajfel and Turner (1979), social identity theory has
postulated that when a person sees him- or herself asapart of agroup, he or she derives self-esteem
from that group membership and adopts behaviours consistent with the stereotypes associated with
the group’s identity (Shih et al., 1999). Examples of communities as providers of identity are
disparate, spanning the rock climbing community with its own slang, dress code and values
(Harrison and Corley, 2010); environmental movements (Hoffman and Bertels, 2010); football
clubsin Europe; and the Harley Owners Group (Fournier, 1998).

Firms increasingly recognize the potential opportunities of interactions with social groups or
communities, which often provide reservoirs of potential customers. Companies such as
Quicksilver, Billabong and O’ Neill have established, from early in their existence, a close rela-
tionship with the surfer community, to which they sell surfwear and related equipment (Lanagan,
2009). Patagonia, a California-based company focused mainly on outdoor clothing, is a member
of and mgjor contributor to several environmental movements. For example, it funds activists
who take radical and strategic steps to protect habitat, wilderness and biodiversity (Forest et al.,
2003). Recently, Harrison and Corley (2010) have explored the dynamics between Alpinista
(a pseudonym) and the communities of rock climbers and skiers to which most of the firm's cus-
tomers belong.

Inspired by these observations, we seek a better understanding of this phenomenon from a
strategy viewpoint. Accordingly, we introduce the notion of ‘community-focused strategies
(CFS), which we define as the actions, activities and policiesthat afocal firm undertakes to estab-
lish connections or relational links with one or more target communities of (potential) customers.
Drawing on both social identity theory and strategy research, we propose a theoretical framework
to investigate this phenomenon. First, we offer a taxonomy that classifies CFS according to two
dimensions: (1) the congruence between the focal firm's supported values and those of the target
community(ies) and (2) the power of the focal firm to influence the identities of the target
community(ies). Second, we explore how different types of CFS contribute to the creation of
competitive advantage and analyse the specificities and sustainability of this competitive advan-
tage across the range of CFSincluded in our taxonomy. Third, we investigate the disadvantages of
each CFS approach by highlighting its associated boundary conditions.

A peculiar feature of our framework is that we perform our analysis at the firm—community
level. Therefore, the ultimate target of firm endeavoursisagiven community (or set of communi-
ties). We define community as any social group in which perceived membership offers a sense of
identity to the individuals who see themselves as a part of that community (Calvano, 2008;
McAlexander et al., 2002; Tajfel and Turner, 1979).1 Key to our analysis is the assumption that a
significant fraction of (potential) customers of afocal company are members of communities that
provide them a shared identity. This association might result from coincidence, such as when
several members of a community happen to purchase from the focal firm, or it might reflect a
deliberate decision by the company to include community membersin its target market.

Theinteractions between companies and communities have been considered in different streams
of management research, though rarely from a strategy viewpoint. In particular, a considerable
body of work investigates the actions firmstake to respond and adapt to external pressures and thus
gain legitimacy (Combs et a., 2009; Di Maggio and Powell, 1983; Scott, 2005). Within this
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tradition, several scholars have employed institutional theory to study how firms and communities
interact (Calvano, 2008; Julian et al., 2008; Marquis et al., 2007). Whereas traditional institutional
theory views firms as passive receptors of institutional norms, recent advances, including those
produced by the institutional entrepreneurship school of thought, suggest that organizations aso
might embed new meanings and thus change the institutional context (Greenwood and Suddaby,
2006; Munir and Philips, 2005). From a dlightly different perspective, other authors explore the
interactions and frictions between corporations and political and social movements (e.g. King and
Soule, 2007), noting that though most firms simply adapt and adjust (Ingram et a., 2010), others
resist or react (Briscoe and Safford, 2008). Our framework builds on these premises to provide a
more nuanced picture of how firm—community dynamics generate relationship-based intangible
assets that might set the foundation for a competitive advantage.

In addition, stakeholder theory refers to the interactions between stakeholders, defined as ‘any
group or individual who can affect or is affected by the achievement of the organization’s objec-
tives' (Freeman, 1984: 46), and the company. Stakeholder theory (Donaldson and Preston, 1995;
Freeman, 1984; Frooman, 1999) recognizes the importance of communities but treats them as ‘a
default, a sort of error term containing all sorts of interests and externalities that fail to find homes
with customer, supplier, employee, or shareholder groups (Dunham et al., 2006: 24). In our
proposed framework, the community represents both alevel of analysis, distinct from the classical
representation of customers as a stakeholder group, and a point of reference for the focal firm. We
thus provide a narrower but deeper perspective of firm—community dynamics by focusing only on
those interactions that support an identity-based link.

Our work benefits from insights achieved in branding and marketing research interested in the
process of consumer identification with a specific brand and the development of so-called brand
communities (Covaand Cova, 2002; McAlexander et al., 2002; Muniz and O’ Guinn, 2001). These
socia groups consist of admirers of a brand, whose identity depends primarily on either the brand
or their consumption activities, such that their meaning gets negotiated through marketplace sym-
bols (McAlexander et al., 2002; Schouten and McAlexander 1995). Brand community research
mostly explores firm—community links to achieve a better understanding of customer behaviour
(Algesheimer et a., 2005) and the socia aspects of consumption (Arnould and Thompson, 2005;
Schouten et al., 2007), aswell asto operationalize the link between consumers and the firm (Schau
et al., 2009). We instead address the linkages between identity creation, community and firm strat-
egy in our attempt to investigate the implications of community—firm dynamics for competitive
advantage. Thus, the focus of our analysis moves from the marketing function to the overall busi-
ness strategy (Fournier and Lee, 2009). Moreover and in line with Holt (2002), we consider com-
munities providers of identity in broader terms, such that our analysis encompasses communities
that exist independently of afocal firm or brand. Our theory thus applies to domains in which the
grounds of identification are not represented exclusively by brands; aswe explain in greater detail
subsequently, brand communities are relevant only for a subset of our CFS taxonomy.

Identity and communities

The term ‘community’ appearsin socia science research in a broad sense to refer to any group in
which members share common conditions (Cow and Allan, 1994; Lee and Newby, 1983), such as
specific needs (e.g. health), shared interests (e.g. sexual orientation), or common geographical
locations (e.g. neighbourhood). Some authors narrow the definition further by arguing that the key
feature of acommunity is attachment or a sense of belonging, because not all communities provide
a sense of shared identity (Cohen, 1982). We follow this tradition and consider community any
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social group characterized by a shared identity. The role of communities as identity providers has
increased in recent decades, probably due to socia transformations in western contemporary
society (Castells, 2000; Gergen, 1991; Kumar, 2005; Lyotard, 1984).

Social identity theory (Tajfel and Turner, 1979) isa particularly useful platform for understand-
ing how and why people obtain a sense of identity from their perceived membership in communi-
ties. When a person regards him- or herself as a part of acommunity, he or she derives self-esteem
from that membership and adopts behaviours consistent with stereotypes associated with the com-
munity’s identity (Shih et al., 1999), through the processes of categorization, identification and
comparison. Categorization occurs when a person decides to join acommunity with specific char-
acteristicsthat help define hisor her self-perception (Hogg and Terry, 2000), whereasidentification
is the process of identity formation through active community participation, which shapes the
boundaries between inside and outside the community (Cohen, 1985). Thus individuals become
category representatives or cognitive representations of the community, which contain its mean-
ings, values and norms (Hogg and Terry, 2000). Finally, through comparison, a person can compare
and exploit his or her community membership to derive a form of socia differentiation, which
reinforces perceived similarities between in-group members and accentuates perceived differences
with respect to out-group members (Stets and Burke, 2000).

Social identity research shows that persons who take on a community-based identity reveal a
certain degree of uniformity in their perceptions and actions, perhaps through social stereotyping
(i.e. community identification enhances stereotyped perceptions), positive evaluations of other
community members, greater commitment to and less desire to quit the community, or enhanced
participation in social activities (Stets and Burke, 2000).

Identification through values and symbols

Community values and symbols are necessary constructs to understand the categorization—
identification—comparison process, and they represent critical building blocks for the design of
CFS. Social identity theory research suggests that acommunity’s degree of cohesion and theinten-
sity of the identity provided to members depend on the distinctiveness of its founding values, rela-
tive to those of other communities (Ashforth and Mael, 1989). Because values are difficult to
observe, people represent the defining and stereotypical values of a community in the form of
symbols (Hogg and Terry, 2000).

Research into values spans several socia science disciplines with unique conceptualizations
and different angles (Hitlin and Pilavin, 2004). We mainly draw on Schwartz's (1994 21) concep-
tualization of values as ‘desirable transituational goals, varying in importance that serve . . . as
guiding principles in the life of a person or other social entity’. These goals synthesize ‘ affective
and cognitive elements to orient people to the world in which they live' (Marini, 2000: 2828).

Values are also central to the development and preservation of socia identity (Hitlin, 2003;
Taylor, 1989) and thus represent the primary dimension that configures communities as providers
of identity. People experience communal values, which are socially patterned, as unique to them-
selves, which implies a sense of both individual autonomy and communal involvement (Smith,
1991). In this sense, values enable categorization (Turner and Tajfel, 1986) and help establish the
boundaries of a community (Rowley and Moldoveanu, 2003), which supports the identification
process. The distinctiveness of the values of agiven community, in relation to those of comparable
communities, helps differentiate ‘figure from ground’ and provide a unique identity (Ashforth and
Mael, 1989).
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Communities manifest their core values through symbols, which facilitate the transmission of
identity to members. Symbols, such as slogans, rituals, policies, products, or behaviours shared by
members, can make membership salient and provide compelling images of what the community
represents (Ashforth and Mael, 1989). The symbols of the community thus are instrumental for
defining its boundaries and differentiating it from non-community members or other communities.
They also enable the process of comparison by supporting prototype-based depersonalization that
produces socia identity phenomena (Hogg and Terry, 2000). When a community’s symbols are
more distinctive, the community provides a stronger identity (Ashforth and Mael, 1989; Hogg and
Terry, 2000; Rowley and Moldoveanu, 2003).

Whereas values and symbols explain identity formation in acommunity, through categorization
and social comparison, identification with a community generates intra-group favouritism, coop-
eration, trust, altruism and loyalty (Heckathorn, 1996; Turner and Tajfel, 1986) — social behaviours
consistent with the notion that people exert personal effort and engage in non-stipulated actions to
reciprocate the community’s identity provision (Anthony, 2005; Heckathorn, 1996; Turner and
Tajfel, 1986). Community members reciprocate because they expect others to act in ways that
reinforce the community identity or believe they must reward others for contributing. Donations
and participation in community events offer archetypal examples of reciprocal behaviours by com-
munity members. Thus members of surfing communities reciprocate the provision of identity with
unpaid efforts to organize events or communicate weather, sea and tide conditions. Values and
symbols are antecedents of community—member identification (Ashforth and Mael, 1989); reci-
procity is an expected outcome.

Communities and strategy
Reframing CFS: A new taxonomy

We define community-focused strategies (CFS) as the actions, activities and policies that a focal
firm (f) undertakes to establish connections or relational linkswith one or more target communities
(c) of (potential) customers (f = c¢). We propose a taxonomy of such strategies and illustrate in
detail how they might lead to competitive advantage. For our proposed taxonomy, we define CFS
according to two dimensions that represent the ex ante conditions of a strategic decision, that is,
before deciding on the strategy approach and before the implications of this decision unfold.

The first is the congruence between the foca firm's supported values and those of the target
community. As we explained previously, values and their distinctiveness enable community—
member identification (Ashforth and Mael, 1989) and thus constitute acritical dimension to assess
different community-focused approaches. At the highest level of congruence, the focal firm
shares and supports values that perfectly coincide with those of the target community, such that the
firm’s identities and the community’s identities correspond to and reinforce each other. At the
lowest level of congruence, the values the focal firm supports and investsin differ from but are not
necessarily in conflict with those of the target community.

The second dimension refers to the power of the focal firm to influence the identities of the
target community. At one extreme, a company might exert a high degree of control over the target
community’s identities by credibly committing to values that provide identification (Selznick,
1957). Strong commitment to valuesis a necessary, if not sufficient, condition to exert power over
the community’s identities. As strategy research has shown, commitment is more credible and
effective in contexts marked by high choice (i.e. when alternative values are available), high irre-
versibility (it iscostly to change) and high visibility (it ishighly public) (Danneels, 2003; Salancik,
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Figure |. Taxonomy of community-focus strategies (CFS)

1977; Weick, 1995). Companies thus might act as identity providers, as noted in organization
theory (O’ Rellly et al., 1991) and marketing literature (Bhattacharya and Sen, 2003), though not in
previous strategy research. At the other extreme, the focal firm does not or cannot influence the
identities of the target community and thus has no power over them.

In Figure 1, we use these two dimensions to obtain a taxonomy of CFS that comprises four
quadrants: (1) high congruence/low power, (2) high congruence/high power, (3) low congruence/
high power and (4) low congruence/low power. We associate each quadrant with a specific form of
CFS: signalling, identity-enhancing, identity-creation and avoiding.

Signalling CFS are adaptive by nature and attempt to align corporate and community values.
These strategies include investments in empathic behaviours and postures, as well as actions that
help fine-tune the focal firm's image in accordance with values that provide identity to commu-
nity members (e.g. philanthropic donations to environmental causes). With a signalling CFS, a
firm gains legitimacy as a member of a given community, or at least is not deliberately excluded
from that community. However, signalling CFS are characterized by a weak commitment to the
community’s values and a low level of control over the target community’s identities, which
makes them unlikely to trigger non-trivial levels of reciprocity. For example, the Anglo-Dutch
company Shell Oil has undertaken several well-advertised initiatives (e.g. the Eco-marathon, an
international competition of high school and college student teams to design, build and test
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energy-efficient vehicles) that reflect the congruence between its supported values and those of
target communities. However, the company has almost no control, nor attempts to gain it, over
the pre-existing identities of those communities.

Identity-enhancing CFS are characterized by a relatively deep integration between the focal
firm and a target community. The firm’s actions and investments work actively to expand or
strengthen the values of the target community, leading to high congruence between the supported
values and those that provide identification to community members. Such congruence implies the
firm and community participate in identity co-creation (f <— c). The firm’s strong commitment to
the target community’s values usually is manifest in a stable pattern of actions and interventions
(Salancik, 1977; Weick, 1995), such as meetings and socia events organized by the firm that instil
enthusiasm and a sense of belonging (Fireman and Gamson, 1979). These activities strengthen
both the perception of shared values and the power of symbols, because values get evoked across
abroader set of situations, and symbols become morevisible (Larafiaet a., 1994). AsMullen et al.
(1992: 105) assert, ‘factors which direct peopl€’s attention towards their own group are likely to
enhance in-group members’ awareness of in-group attributes’ and thereby stimulate identification
(Tajfel and Turner, 1979). O’ Neill, the US surfwear and equipment brand, provides a good exam-
ple: it routinely sponsors surf events, contests and beach-cleaning days. Kiehl's, a US cosmetic
producer and retailer, appeals to its customers by raising money for Heritage of Pride, a nonprofit
group that organizes lesbian, gay, bisexua and transgender pride activitiesin New York.

Identity-creation CFS differ from identity-enhancing CFS because they require the focal firm
to provide, through a set of well-synchronized actions, new or largely modified identities to its
customers (Holt, 2002). Although the ex ante congruence between the supported and the target
community’svaluesislow, ex post the company becomes the main source of valuesfor the com-
munity that arises around these new identities. Typically these new identities are firm-centric, so
the community would stop providing any sense of identity if the firm were to withdraw. The com-
pany has thus strong power to influence the community’s identities. A key feature of identity-cre-
ation CFSisthe active role of the firm in connecting community members, such as by organizing
and sponsoring meetings or eventsin itsfacilities, stores, or public spaces, asin the familiar exam-
ples of Ducati, Harley-Davidson and Piaggio. Marketing literature has aso considered identity-
based links to customers; several authors use the concept of brand communities to refer to
‘specialized, non-geographically bounded communit[ies] based on a structured set of socia rela-
tionships among admirers of a brand’ (Muniz and O’ Guinn, 2001: 412). In such communities,
identity depends on either brands or consumption activities (Algesheimer et al., 2005; Arnould and
Thompson, 2005; Schouten et a., 2007), and the symbols of the marketplace determine meaning
(McAlexander et a., 2002; Schouten and McAlexander, 1995). Bhattacharya and Sen (2003) fur-
ther suggest that consumers might identify with a company — not just its brand — to satisfy their
self-definitional needs (Ashforth and Mael, 1989). Finally, it is worth noting that we use the |abel
‘identity-creation CFS' to stress the strategic viewpoint of our taxonomy and differentiate our
analysis from the prevailing marketing-oriented approach in brand community and customer—firm
identification literature (Fournier and Lee, 2009).

Avoiding CFS means no CFS. The focal firm does not engage with communities on an identity
basis, because its supported values do not overlap with those of the target communities, and it
cannot expect to achieve congruence ex post because it has no control over communities’ identi-
ties. Powerex, aleader in energy markets across North America, focuses on * securing and moving
energy and [triesto] reliably deliver energy products’, with no attempt to engage with environmen-
tal groups that might be part of its customer base (see www2.powerex.com/AboutUs.aspx).
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CFS, competitive advantages and disadvantages

By definition, CFSaim to establish arelational link between thefocal company and the target com-
munity (f <— c). Broadly speaking, the resulting relationship-based intangible assets are specific
and idiosyncratic to the interaction between the focal firm and the target community (Wood and
Jones, 1995), which suggests that they represent a potential source of competitive advantage
(Zucker, 1986). We therefore explore the properties of resources (valuable, rare, difficult to imitate
and non-substitutable) that each community-focused approach generatesto assesstheir potential to
lead to competitive advantages (Barney, 1991).

Signalling CFS. Community members scrutinize and evaluate the firm’s actions, and if those actions
conform to and respect the values of the target community, the firm can secure a positive assess-
ment, which helps it gain legitimacy, community membership and ultimately reputational capital
(Dutton et a., 1994; Gardberg and Fombrun, 2006). Reputational capital is thus the key resource
arising from the implementation of signalling CFS. Community memberslikely have positive feel-
ings about being associated with the firm and are more willing to cooperate with it (Wang et al.,
2008). In addition, reputational capital disposes community membersto hold beliefs about the firm
that influence their actions, such that firms might buffer against negative shocks (Godfrey, 2005)
and insulate themselves from consumer boycotts or discrimination (Barnett and Salomon, 2006).

Godfrey (2005) and Wang et al. (2008) propose that corporate philanthropy can generate posi-
tive reputational capital when the philanthropic activity is consistent with a community’s values.
Lev et al. (2010) also show that corporate philanthropy advances firms economic objectives,
which implies a potential link between signalling CFS and competitive advantage.

These arguments suggest that the reputational capital created by signalling CFS is a valuable
resource; it is also rare because it is based on a relational link with the target community that
unfolds acrosstime. However, because thefocal firm’s power to influence the community’sidenti-
tiesisweak, the resulting reputational capital iseasy to imitate and can be replicated by other firms
through aternative channels. This characteristic constitutes an important disadvantage of thiskind
of CFS; thus an advertising campaign by Shell trumpeting its support of green initiatives can easily
be matched by Exxon if it were to release an eco-friendly, energy-saving motor oil. In addition,
customers do not feel an obligation to reciprocate, which offers fewer opportunities to build a
differentiation advantage.

As its key success factor though, signalling CFS requires the firm to display credibility and
authenticity (Keller and Aaker, 1998), which constitutes a strong basis for a firm—community
relationship. This ability (or its lack) defines an essential advantage (disadvantage) of signalling
CFS. Community members must perceive the firm’'s actions as genuine manifestations (Gordon,
1996; Holt, 2002). If the firm’s value-based investments instead appear instrumental or hypocritical,
community-focused actions can produce mixed effects or even hostility from targeted communi-
ties. BP offers an excellent example. Even before the 2010 Gulf of Mexico oil spill, environmental
organizations regularly lambasted BP for associating itself with the values of their community
while simultaneously engaging in environmentally unsafe practices. More than a decade ago, a
Greenpeace organizer thus complained, ‘BP promotes itself as a green oil company concerned
about global warming, yet continues to drill in new oil frontiers. . . . It's time for BP to put its
money where its mouth is' (Business Wire, 2000: 1640).

Identity-enhancing CFS. Because the firm’'s commitment to community values is stronger, more
visible, specific and evoked across a broader set of activities (Danneels, 2003; Weick, 1995),
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identity-enhancing CFS deliver greater levels of legitimacy, community membership and
reputational capital than signalling CFS. These relationship-based intangible assets are both
valuable and rare, but also more difficult to imitate or substitute, in that they result from a
specific, deeper integration between the focal firm and the target community, which unfolds
across time, is idiosyncratic and path-dependent (Barney, 1991). Moreover, because the firm
contributes to the community’s shared identity by strengthening its values, community members
likely feel obliged to reciprocate (Ashforth and Mael, 1989). The firm can exploit this urge
through two main channels: information access, which leads to customization, and the associa-
tion between products and symbols.

For example, firms can leverage the reciprocity mechanism triggered by their identity-enhancing
CFSto gain accessto privileged information about community members' preferences, then employ
this information to develop products that better match their customers’ expectations. In marketing
literature, this process is known as customer co-creation, or ‘acollaborative new product devel op-
ment activity in which consumers actively contribute and select various elements of anew product
offering’ (O’ Hern and Rindfleisch, 2009; see also Etgar, 2008). Alternatively, the company might
exploit its privileged position among community members to configure its products as elements of
their symbology, such that the firm's products become manifestations of community values, to
which the company already has demonstrated its strong commitment. For example, a Patagonia
jacket may signal the wearer’s individual association with the community of environmentally
concerned hikers. In this case, the consumer acquires the product/symbol not only for its capacity
to satisfy functional needs but also for its community identification content. This association
between firm products and community symbols encourages fidelity and a willingness to pay a
premium, such that the firm can capture higher margins from products that achieve community
symbolic status.

Both privileged access to customers’ information and the symbolic meaning of the product
portfolio are crucia resources to establish a product differentiation advantage: they are vauable
(for designing optimal product portfolios), rare (the information is difficult to access and symbols
are not easy to establish) and difficult to imitate (because they result from a path-dependent, idi-
osyncratic, long-term relationship). However, the non-substitutability trait could be dua sided.
Access to customer information might be more substitutable, because other firms can customize
their product offerings or launch products that satisfy new community needs using other market-
ing techniques (i.e. parallel product launches). Yet the symbolic meaning of the product portfolio
clearly is difficult to substitute.

One of the key disadvantages of identity-enhancing CFSis that they establish a strong associa-
tion between the focal firm and the target community, which might become a drawback as the set
of core values that grant community members their shared identity evolves and changes over time
(Godfrey, 2005; Palazzo and Basu, 2007). A firm—community association thus might entrap a
company with values that it does not share and support, which could trigger de-identification by
customers (Elsbach and Bhattacharya, 2001), a loss of legitimacy, or restricted access to other
relevant resources. A firm engaged in identity-based links with environmental groups, for example,
thus might suffer if the broader public believesit is also associated with the Earth Liberation Front,
an activist group that claimed responsibility for destroying a suite of offices in Michigan State
University’s Agriculture Hall because of the programme's ties to biotechnology (Hoffman and
Bertels, 2010).

Identity-creation CFS. The competitive advantage derived from identity-creation CFS results from
the close firm—community interdependence that provides increased customer loyalty and thus
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higher switching costs. This derivation occurs through different identity-based mechanisms
(Homburg et al., 2009). First, loyalty by members validates and reinforces their feeling of belong-
ing to the community, because the products and services purchased are both symbols and values of
that community. Second, reciprocity implies loyalty, in that customers pay the company back for
the identity they have received, through repeated purchases and positive word of mouth. Third,
because the company constitutes the shared identity of the community the customer uses to fulfil
self-definitional needs, he or she cannot switch, even if other firms offer better deals (Bhattacharya
and Sen, 2003). These loyal, unswitching customers likely buy more, pay higher prices, recom-
mend the firm’s products and services to others and adopt new products and upgrades. Owners of
Harley-Davidson, Vespa, or Ducati motorcycles are often fanatical devotees, joining clubs with
fellow owners, attending regular gatherings to swap stories and product information and buying
related paraphernalia such as jackets, hats and coffee mugs.

Customer loyalty isclearly arare and valuable resource; in addition, it is difficult to imitate and
substitute. When a company becomes a key source of identity and the main provider of symbols
for community members, its symbiotic relationship with the target community is almost impossi-
blefor other companiesto imitate. Rather, it would be easier for competitors or imitatorsto develop
their own relationship-based intangible assets with other communities than to attempt to attract
community members linked to the focal firm. This situation reinforces the differentiation across
firms and makes any competitive advantage more sustainable.

Although identity-creation CFS make resources more valuable to both the focal firm and the
target community, which are increasingly rare with greater customization of the identity-based
products/services and thus less imitable and substitutable, they also increase the co-dependencies
of the firm and the community. If broader market conditions change, and a shift in the resource
base is needed, these co-dependencies might transform into disadvantages. Economies of scale
could force the focal firm to pursue growth strategies, such that it must manage diverse customer
bases that span physical locations and product categories. A larger customer base increases the
probability of conflicting values. The focal firm then faces a trade-off: switch its CFS approach or
constrain its growth options. The experience of Ben & Jerry’s exemplifiesthis concern (Cohen and
Greenfield, 1998). Initially the company only used milk from Vermont cows, supported |local edu-
cation and engaged in community-based interactions with local farmers. Such values generated a
committed customer base and the emergence of communities identified with values such as toler-
ance, freedom and anti-conformism. Consuming Ben & Jerry’sice cream meant belonging to local
communitiesthat shared such values. When Ben & Jerry’s became amultinational corporation, and
then was purchased by the global consumer products giant Unilever, it changed itsfocus from local
connectedness to global responsibility. Some relationship-based intangible assets built through
itsinitial approach inevitably were lost.

Selection of CFS

Choosing which community-focused approach to implement is a complex task that depends on
multiple sources of exogenous variation across firms (e.g. institutional environments, sectors, size,
firm profile). For tractability and consistency with our framework, we focus on ex ante differences
(i.e. before CFS areimplemented) acrossfirms' customer basesto explore how heterogeneity in the
identities of firms' customer bases affects their choice of CFS.2 Thus we analyse the identities of
the focal firm’s customer base along two dimensions: the level of identity heterogeneity and the
level of identity salience.
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We define identity heterogeneity asthe degree of dispersion in the values of the communitiesto
which thefocal firm’s customersbelong. A focal firm might faceahigh level of identity heterogene-
ity if more diverse identities with potentially orthogonal values characterize the communities that
form its customer base. Instead, identity heterogeneity islow if most customers belong to asingle
or afew communities with similar values. |dentity heterogeneity likely correlates with the size of
the customer base, such that large, diversified, multinational firms experience greater identify
heterogeneity.

Identity salience refers to the relative importance of the meaning derived from community
participation for each member’s self-structure (Bhattacharya and Sen, 2003; Kleine et al., 1993).
A high level of identity salience exists when the customer base represents communities that con-
tribute significantly to the formation of their members' personal identity. In contrast, low identity
salienceindicates that only asmall part of the personal identity of the firm’'s customersis attribut-
able to their community participation. Consistent with our definition of community, we are only
interested in identity salience beyond a certain threshold level. Identity salience should be associ-
ated with the size of the community; very large communities usually provide lessidentification for
their members (Cohen, 1982).

Let us start by considering firms that confront a customer base (pre-adoption CFS) formed by
fragmented identity communities with either low or high degrees of identity salience. When firms
try to conform to several identities that normally do not align (Albert and Whetten, 1985), they
cannot credibly commit to al the different values on which their target communities anchor their
identities (Foreman and Whetten, 2002). Their commitment then is not credible, because it does
not imply choice and investment irreversibility (Danneels, 2003). The focal company cannot exert
agreat deal of power over the identities of the target communities. In the presence of high identity
heterogeneity then, neither identity-enhancing nor identity-creation CFSisaviable aternative.

Theinability to control communities’ identitiesis particularly costly when the focal firm's cus-
tomer base has high identity salience, because the lack of congruence with the values of aparticular
community likely generates negative reactions from other communities' members (Hickman and
Ward, 2007; Holt, 2002). In this case, the company is well advised to avoid engaging in CFS.
Instead, if identity salience is low, mild ex ante actions and investments that reflect the firm's
association with the communities’ values might be beneficial. Weak identity salienceimpliesalow
need for comparison and confrontation (Tajfel and Turner, 1979), so customers should not respond
negatively to a firm that shares and conforms to values that go beyond those of their own com-
munity. In this case, signalling CFS may be the best option.

Consider now the case in which the focal firm’s customer base exhibits low identity heteroge-
neity. The focal firm can focus its investments on a limited number of homogeneous values.
Insofar as most customers share the same (or similar) values, commitment does not produce any
value conflict. Thefocal company exerts astrong influence on itstarget communit(ies); this power
then grants community membership to the focal firm, fine-tunesits role as a provider of symbols
and ultimately elicits reciprocal behaviour from community members (Chan and Li, 2010).
However, when the customer baseis characterized by high identity salience, their communitiesare
autonomous and self-sufficient in creating values (Holt, 2002). Attempting to change these well-
established values would be risky, because community members obtain most of their personal
identity from those values and are not willing to give up any associated identity (Murray and
Ozanne, 1991). Thefocal firm should share and adapt to the set of established values, and it likely
cannot provide new identities to customers, especialy during initial value-based interactions. In
the presence of ahigh identity salience, customersthus arelikely to reject ‘ marketers’ dominance’
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or acultural code created just by marketers (Ozanne and Murray, 1995). Firms are better advised
to achieve high congruence through identity-enhancing CFS.

In contrast, when the customer base comprises communities with homogeneous values and low
levels of identity salience, there is room for the firm to generate new combinations of community
values and provide new identities. Ducati represents a good example. Before 1996, the customer
base consisted of bikers from different communities with rather homogeneous values and weak
identity salience. Domenico Minoli transformed the customer base by imposing new identities
built around the motorbike. By 2000, a Ducati community existed, in which most bikersidentified
with the product and the brand, rather than with other values (Gavetti, 2001).

Concluding remarks

This article systematizes knowledge about the business opportunities firms might seize and the
challenges they must face to build and sustain competitive advantages in a societal configuration
characterized by theincreasing presence of communities as providers of identity. Wefirst describe
the fundamental traits of such communities and the process that leads to identity provision; we
then propose a taxonomy of the strategies that firms can implement to interact with communities
of (potential) customers. Our analysis explains how firms establish and maintain a competitive
advantage by fine-tuning their interactions with groups or communities to which (some of) their
customers belong.

Theoretically, we contribute to extant literature by linking two fields of research that generally
coexist as separate silos: strategy and social identity theory. Our hybrid approach provides a better
understanding of why some firms are more likely to adopt a certain community-focused approach.
Most important, we explain competitive advantage through identity-based links with external
communities. Although strategic interactions between firms and communities have been the focus
of both institutional theory (e.g. Marquis et al., 2007) and stakeholder theory (e.g. Dunham et al.,
2006), our study offers an extended characterization of the dynamics that identity-based interac-
tions generate and their potential for value creation. In addition, our combined framework revisits,
through a different path, some well-investigated issues in management research, including corpo-
rate socia responsibility (CSR) activities (e.g. McWilliams and Siegel, 2001), social movements
and consumer boycotts (e.g. Reid and Toffel, 2009) and brand communities (e.g. Muniz and
O’ Guinn, 2001). These different traditions could be brought under the same theoretical umbrella—
namely, an identity-based model of strategic interactions.

Our work also has some important implications for practitioners. Our proposed taxonomy iden-
tifies an ample CFS spectrum that firms can pursue; for each type, we also suggest appropriate
actions and policies (i.e. pure advertising, philanthropy, fundraising, organization of events), the
required commitment intensity (i.e. level of financial and human resources dedicated to CFS) and
the appropriate locus of investment within the company.

Because CFS strongly impinge on values, managers involved in implementing such strategies
should attend to the congruence of their actions and policies with supported community values. A
values misalignment between allegedly supported values and those values reflected in or imputed
to the firm’'s actions and activities (Gardberg and Fombrun, 2006) not only impairs community
trust (Kay, 2006; Palazzo and Basu, 2007) and destroys rel ationshi p-based intangibl e assets derived
from CFS but also can trandlate into hostility and consumer boycotts (Aaker, 2004; Breen, 1988).
The simplest manifestation of this backlash occurs when afirm openly violates community values
(Palazzo and Basu, 2007), such as when a company claims to support and share environmental
values but then employs highly polluting processes or releases toxic products.
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This consideration implies that CFS impose some limitations on other strategic choices, which
managers must account for fully. Compared with a competitor that does not follow CFS, a partici-
pating firm suffers from alimited array of strategic tools, because it must exclude all actions that
generate conflicts with the values and symbols of its target community. For example, its pricing
decisionslikely experience additional constraints, because high prices seemto contradict thefirm’s
engagement with the founding values of a community, especiadly if they have a strong social con-
notation. As other examples, a firm cannot perform R&D in profitable technological areas (e.g.
stem cells) if some of its community’s political and religious values conflict with such research; it
might not be able to enter alliances and joint ventures with potential partners that appear to contra-
dict itstarget community’s values. In summary, a practical implication of our analysis reveals that
firms pursuing CFS are well advised to pay particular attention to specific areas of the value chain
at which interactions with communities are most visible (e.g. branding and marketing strategies).
Yet they also must pursue general coherence across the different activities and functions essential
to the implementation of CFS (e.g. R& D, production, human resources).

Several important theoretical aspects and extensions of our framework do not appear in our
analysis, for tractability reasons, and we hope further research will address them. Two deserve
particular mention. First, our framework does not address the implications of CFS for industry
lifecycles. A rising trend in research in economics (Klepper and Thompson, 2006) and sociology
(Carroll, 1985) describes industry evolution according to the life and death dynamics of various
market niches. Additional work might relate our proposed taxonomy to these new lines of
research (e.g. specialists vs generalists). Second, CFS has implications for the organizational
structure of the company and corporate strategy. The way afirm grows (e.g. internationalization,
diversification) may be constrained by or affect its community-focused approach. The effective
implementation of CFS, especially with strong, value-based commitment, requires conditional
congruence, such that all firm—community value links appear coherent. Firms pursuing either
identity-enhancing or identity-creation CFS thus might need more control acrossthe entire value
chain — or even a different organizational structure.

A better understanding of this phenomenon is unlikely to progress without more comprehensive
data. Wethus call for empirical approaches, perhaps including ad hoc surveys of top managers and
executives, that can measure constructs such as identity commitment, salience and heterogeneity.
Secondary data sources could provide important empirical tests as well. Researchers might relate
objective firm financial performance with the type and level of firm commitment to CFS, while
controlling for standard covariates. An event study methodology also could estimate how financial
markets respond to positive and negative events associated with targeting communities of custom-
ers, such as sponsorships, human resource interventions, donations, investments in philanthropic
causes, or community-oriented advertising campaigns, as well as conflicts between firms and
communities (e.g. strikes, boycotts, public statements).

Finally, we acknowledge the possibility of casesin which communities and their shared identi-
ties exist because the focal firm exists, without any explicit or voluntary intention by the firmsto
build these identities. The company neither embraces the values and beliefs of the target commu-
nity nor intentionally seeks a competitive advantage through interactions with the community. For
example, some firms prompt customer boycotts, which can giverise to social movements, activist
groups, or communities whose members’ self-definitional needs are fulfilled by their anti-
company stance (Ingram et a., 2010; King, 2008). The Anti-Coca Cola Struggle Committee in
India represented a response to the excessive extraction of groundwater by a bottling plant; an
anti-Wamart movement has arisen as a consequence of the retailer’s aleged lack of healthcare
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coverage for its employees. In these cases, the firm must devise actions and tactics to defend its
image and reputation, as demonstrated by Reid and Toffel (2009) and Ingram et al. (2010).
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Notes

1. Sometimes a community is an overly broad and coarse representation of a unique identity provider,
such that communities might encompass richer, more complex structures, with different and distinct
subcultures, tribes and subcommunities (Hoffman, 1999; Maffesoli, 1996). Hoffman and Bertels (2010)
illustrate a high degree of complexity and fragmentation within the broadly defined ‘ environmentalist
community’. Although we loosely refer to target communities, the appropriate level of analysisthusisthe
subcommunity.

2. This discussion assumes that the identity composition of a firm’'s customer base precedes its choice
of CFS. We acknowledge that in some cases, both the CFS choice and the firm’s customer base are
endogenous and interrelated. A start-up company might choose a specific community-focused approach
because it wants to target customers of a given community. In this case, rather than a causal relationship,
our discussion implies a correlation.
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