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Market-Driven Management, Global Markets
and Competitive Conver gence

Elisa Rancafi

Abstract
Global markets redefine competition space, foste@ncollaborative network
between companies (market-driven management). iakian causes previously
distinct global economies to converge into a sirglge market, thus generating
fusion between competitive environments that ateonty differentiated but also
often very distant (competitive convergence).

Keywords. Competitive Convergence; Competitive Landscape;obéll
Competition; Global Markets

1. The Competitive Horizon of Domestic Markets and Global Markets

On closed, static markets, companies compete iefiaedl space, the sector, in
which territorial and administrative boundaries eesar-cut and stable in time, and
whose structure influences corporate strategieg définition of the sectorial
boundaries within which the companies measure tiwgnpetitive profile is simple
and immediate, because it is based on the totabfeneity of the product inside
the sector, and on the radical difference in tloglpcts from two different sectors,
to the point that their intersecting elasticityaken to be nil (Edward 1955).

Traditional analysis of the sector is carried autigiven timeframe ‘t’ through
the paradigm based on the structure-conduct-pediocen triad: structural
conditions, and concentration in particular, catedrine companies’ behaviour
and performance, seen as the end result of comype(Bchumpeter 1982). Sector
structures are the organisational characterishias influence the way companies
compete (for example the degree of concentratiosatésmen or the degree of
product differentiation). Other general parametdrsignificance, studied in detalil
in a structuralist analysis of a sector, are cotraton (measured by the
concentration ratio, the Herfindahl index, the Niigglent number, the entropic
index, the Gini Index, the Lorenz curve and thedarindex), vertical integration
and economies of scale. The structure of the semtmrides precise indications
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about the behaviour adopted by companies to implemeocesses to adapt to
conditions on the market where they operate (comngetonduct).

On closed markets, a competitor is a company thlainigs clearly and definitely
to the same area of activity as the company coresid@lirect competition).

o ‘When we describe competition as an element tegulates a
company’s products and prices, we normally refer clampetition
between companies that are already established spezific sector we
wish to refer to. In terms of market conduct, wasader in particular
whether the price policies of successful comparmies formulated
independently or in the light of a ‘clearly recoged mutual
interdependence’, whether any collusion exists éetwhese companies,
and, if it does, if this collusion is imperfectany way. In terms of the
market structure, a great deal of attention is ptodthe characteristics
that presumably influence the competitive behavadwvell-established
rival companies and, in particular, to the numbdistribution and size of
these rival companies and the way in which thespeetive products
differ from each other. In any case, the most &tians usually focused
on the immediate competition between establishedpanies’ (Bain
1975 p. 18).

The concept of competition comes to mean rivaltyveen companies, in other
words, a situation in which each company is expasede threat deriving from the
behaviour of the others. Only if rivalry exists Wween companies can competition
exist. Companies can take advantage of competthioough two characteristic
parameters of the structure of the sector: the fimsameter is the creation of a cost
advantage the product being equal (cost differeatig the second on the other
hand derives from offering the customer a produtt weculiar characteristics that
differ from those offered by a competitor (prodditerentiation).

o ‘The fundamental basis of above average profitghi the long run
IS sustainable competitive advantage. Although mpamy may have
infinite strengths and weaknesses compared toitgpetitors, there are
two basic types of competitive advantages a firmpmessess: low cost or
differentiation. The significance of any compamersgth or weakness
essentially reflects its impact on the relativetamson differentiation.
Cost advantage and differentiation in turn dependtee structure of the
industrial sector’ (Porter 1985 p. 35).

On closed markets, one of the factors that genesatesitive competition
differentials between companies is economies dkeseehich make it possible to
identify one or more optimal minimal dimension.

In global, very open markets, the competitive gigance of the sector of activity
is attenuated: the multi-business company is ngdodefined by precise space and
time coordinates. Globalisation determines new cgiipn boundaries between
companies, modifying the traditional time and spae&tions that underpin
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competition. Global dynamism obliges companies @odgnamic when defining
boundaries.

2. Global Markets and Competitive Conver gence

Globalisation increases the level of interdependdretween markets, because it
increases financial, commercial and cultural exgeanbreaking down the barriers
that hinder the transfer of goods, services, chpresources, information and
technology between the various countries. This gbarthe configuration of a
company’s competitive horizon by modifying the catifpon boundaries; space is
no longer characterised by distance and by teialt@r administrative frontiers
(market-space management). This transforms the nma@#on within the
competition space of the relations and transactidrasy company that focuses on
time as a competitive driver (time-based competjtio

In fact, on global markets, competition space iBnéd by the following main
features: it is born from market-space managemti;the ‘place’ where direct
and indirect competitive relations are played otutexcludes the possibility of
being outlined in precise sectors of elementaryiggtestablished over the years
(Brondoni 2008); it causes previously distinct glbbconomies to converge into a
single large market, thus generating fusion betwssnpetitive environments that
are not only differentiated but also often ventains (competitive convergence).

o ‘The convergence may not solely be limited toptetee and

computing-related technologies. In particular, egieg scientific

advances in the intersection of microelectronicsatemal design,

molecular biology, as well as complex chemistryultegn nanoscale
developments, which may trigger similar industryeqpdmena. The
consulting firm McKinsey & Company estimates thHa¢ tumulative
market for converging info-, bio-, and nanotechges could top 1
trillion dollars within a decade ... The convergemtenomenon should
take a centre stage in the research and theoryeohniological change,
innovation and corporate strategy’ (Hacklin 201018).

Global markets are interconnected, and there israalugl shading of the
distinctions between goods and services, buyersalhers, tangible and intangible
resources and two or more companies (Davis, Me3@8)L

o For example, the subprime mortgage phenomenontl@desulting

financial crisis that hit the United States in thest half of 2007, has
impacted negatively on the entire global econommgging Western

countries into a recession, also underlined by ¢bkapse of authentic
industrial giants in the world market (the Merrilynch case in the USA
or the Lehman Brothers crash).

o ‘An economy that is highly integrated in a worldesinetwork becomes
increasingly vulnerable to external shocks suclde@gluation, a sudden
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hike in oil prices, a financial crisis or the thteaf war. This has
important managerial implications. <...> In the gldsconomy, the role
of strategic marketing is more important than everemains the best
mechanism to balance demand and supply and ittatggers a virtuous

circle of economic and social development, stremgtd today by the
social, cultural and technological changes observedthe market’

(Lambin 2002 p. 15).

A global company competes directly or indirectlgidte a competitive ecosystem
(Moore 1996; Lambin 2008) that is defined as ‘a ptam group of companies and
consumers, suppliers, competitors, distributorscigers and partners who benefit
mutually from each other’ (Manning, Thorne 20036) in which the geographical
or bureaucratic boundaries of the company — if tb&st — overlap and are
confused, fluid and dynamic.

o ‘As markets globalise, numerous frontiers are dvespay, intangible
aspects replace tangible elements, time becomestiealc factor of
existence, and mobility (of people, goods, knovdedmd ideas)
establishes new types of relationships in the aomtieglobal managerial
economics. In global markets, companies therefonepete according to
market-space competition logics, i.e. competitiauralaries in which
space is not a fact, a known, stable element asideemaking process,
but a competitive factor whose profile is shaped amodified by the
actions/reactions of businesses and governmentsh(®ni 2008).

Competitive convergence does not cancel the corapamriginal areas of
activity, but incorporates them into a broader cetitiye environment with a dual
goal: to reduce costs (‘builds on a common invenptorformation and logistics
base; reduces cost of contacting customers and aiteraction costs; virtual
communities can help reduce the cost of companyl&ad information and
support’) and to achieve a potential increase wfitgr (‘reaches both cyber and
traditional segments; achieves synergies betweemnhne and offline businesses
that promote sales; increases access to the bssem@gime, anywhere; premium
services such as customization, home delivery amuice tools increase the
stickiness and allow companies to charge a prenpitice’) (Rosen 2009 p. 25).

The origins of the convergence can be traced badkhtamberlin’s study, the
introduction of the concept of differentiation artie resulting chain of
interdependence (Chamberlin 1933).

Competitive convergence redefines the competitipacs, asserting complex
corporate competitive systems that are open, flexand ramified, and which tend
to converge in the same open competitive space.pEtitive convergence based
on market-space management therefore translatesaisubstantial expansion of
the competitive base, thus representing a formdifect competition.

The realisation and defence of the competitive atage forces global companies
with weak boundaries to activate a dense netwodooperation and collaboration,
first of all with suppliers and customers, and sgjoently with other stakeholders,
occasionally even including competitors (‘co-opetit).
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o ‘In the market you have to listen to customerstkweith suppliers,

create teams, establish strategic partnerships enewith competitors.
That doesn’'t sound like war. There are few victesen business is
conducted as war. The typical result of a price wasurrendered profits
all around. Just look at the U.S. airline industitytost more money in the
price war of 1990-93 than it had previously madeaihthe time since
Orville and Wilbur Wright’ (Nalebuff, Brandenburg&®96 p. 5).

Global companies tends frequently to de-verticalisdorge alliances and trading
or commercial agreements, to establish strategimpetition-collaboration
relations, eliminating the sense of antagonismraradry from competition so that
it becomes cooperation.

o ‘Globalisation and over-supply impose a new madketnted

management philosophy on companies, in which cestomalue

management prevails, in other words, sales to denbambles (instable
aggregates of clientele that replace demand seghevith direct and
continuous confrontation with competitors. In thntext, for example,
Toyota and PSA produce three versions of the saogelnogether
(Toyota Aygo, Citroen C1, Peugeot 107) — locatimg hnew plant in the
Czech Republic — to meet demand bubbles for crg/wi#h a low price,

safety and personality’ (Brondoni 2008).

Corporate competitive systems derive from convergeim the technological,
manufacturing and commercial relations forged lmependent companies — even
when they compete against each other — and theyoaewploit the advantages of
mutual complementarity.

o ‘Whereas the concept of convergence has reprasentsubject of
attention within the telecommunications and infaiioratechnology (IT)
sectors for over a decade now, recent industriahdls suggest that the
initially developed visions finally start to becomperational, and that
the convergence phenomenon increasingly is jumfiogn drawing
board concept into consumers’ hands, (...) bringingers’ media
consumption closer to the nirvana of anything, gt anywhere’
(Hacklin 2010 p. 67).

The process of competitive convergence between aniep is a typical
expression of global managerial economics founded tlee expansion of
competitive horizons and a continuous strivingiforovation that can result in an
appreciable advantage over other companies.

3. Market-Driven Management and Competitive Conver gence

Market-driven management originates from global agemial economics focused
on competitive convergence. Market-driven globahpanies have modified their
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competitive strategies regarding the extensionoofipetition space (market-space
management), experimenting with different businesslels and acquiring new
organisational models compared to the past. Not doks the competition space
(market-space management) referred to for the cbiweebenchmarking appear to
be in many ways without limitations, but even thmaet necessary to complete a
process of convergence also contracts significaftlye growing convergence
between new technologies helps to shrink distanaed, considerably reduces
communication transmission times (time-based cotpet

Typical examples of strategies based on compettiwverergence can be found in
corporations like General Electric, Toyota or Siesie

o ‘General Electric is a global infrastructure, finae and media
company taking on the world’s toughest challengesm everyday light
bulbs to fuel cell technology, to cleaner, morécigfit jet engines, GE
has continually shaped our world with groundbreakinnovations for
over 130 years. GE has a strong set of global @msses in
infrastructure, finance and media aligned to meetlaly’'s needs,
including the demand for global infrastructure; gnmg and changing
demographics that need access to healthcare, feyased information
and entertainment, and environmental technolodsfs.businesses are:
appliances, aviation, consumer products, electrdigtribution, energy,
finance, healthcare, lighting, media and entertadmin oil and gas, rail,
software and services, water’ (www.ge.com/company).

o ‘Siemens has been synonymous with internatiosakfand worldwide
presence for over 160 years. Today, Siemens istmlgbowerhouse with
activities in nearly 190 regions. Businesses angtomation, building
technologies, communication networks, consumer ymtsd drive
technology, energy, financial solutions, health¢al® solutions and
services, lightning (OSRAM), mobility’ (www.siemeos»).

Competitive convergence is often achieved by padidio develop partnership
networks with the competition to rapidly satisfyntend bubbles by offering highly
innovative products, thus becoming a strategy thahitors the dynamism of
global competition and the instability of demand.

o ‘GM is the majority shareholder in GM Daewoo Aaiad Technology
Co. of South Korea, and has product, powertrain gngchasing
collaborations with Suzuki Motor Corp. and Isukutbts Ltd. of Japan.
GM also has advanced technology collaborations \@thrysler LLC,
Daimler AG, BMW AG and Toyota Motor Corp. and vkhic
manufacturing ventures with several automakers agothe world,
including Toyota, Suzuki, Shanghai Automotive ItrigiuSorp. of China,
AVTOVAZ of Russia and Renault SA of France’ (wwwveam).

Processes of corporate competitive convergenceupeodonsiderable changes in
global corporate management, due to:
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- convergence between competitive network relatighsbalisation demands
groups of companies that operate in a variety ofketa, linked by
sophisticated forms of contact and complementaribetworks). In
competitive corporate systems, convergence alsorsaa the localisation of
companies; in fact, in global economies, the conogpocalisation extends
beyond the significance of occupying space, totiflea business model that
uses localisation dynamically to accumulate conipetadvantage spaces;

o ‘The ability to change quickly at ever-lower coah be carried out at
the strategic level first, and then translated irsite operations. This
suggests that business localization can acquirgreachic character, and
that such dynamism can be made concrete in two ways. First, there
can be a ‘physical movement’ of plants to diffeqgates (as in the case
of geographically centralized businesses dividimgmselves into smaller
strategic business units (SBU), or in the caseafsfer of an SBU to a
different location). Second, dynamism can be impiged by agreements
between businesses. A cooperative manufacturingeeaggnt at a
competitor’s plant (the Fiat-Suzuki case) allowsdgresence (albeit not
independently) in an area. At the same time, tlieeagent implies loss of
control over the site — thus manifesting the dycamature of
manufacturing localization without any physical rment (of machinery
or other tangible assets)’ (Garbelli 2002).

- digital convergence: ‘the principal characteristod digital flows of
communications and information lies in the posgipibf channelling two-
way flows from the issuer to the receiver and weesa. Any
communications activity developed with digital teclogies can envisage
the return of information from the receiver to thguer, even in an extremely
simplified form (for example, a simple message igcacknowledgement),
which may have a high value for corporate managénmenterms of
monitoring the effectiveness of any action také&oiniani 2008);

- convergence between distribution channels: conmpetitorporate systems
use a variety of sales channels simultaneously dod offline). The
importance of the choice and converging managenaéntistribution
channels is considerably boosted on global mankéts the same intensity
with which new distribution formats have been elsthled, with the
capability of controlling and influencing outlet mkats;

- convergence between corporate performances: tlierp@nce of corporate
competitive systems is a multidimensional constrattich summarises
companies’ ability to survive and to develop on ghebal markets. For these
companies it becomes necessary to adopt a systemetdts to measure the
economic, financial, social and competitive resuk$erred to corporate and
product intangibles;

- convergence in competitive customer value: corgocampetitive systems
identify products with a higher value than thosenfrcompetitors through
direct, time-based benchmarking with global contjeti The value for the
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customer is maximised by competitive convergencegsses that regard the
design and management of products to respond tiablesdemand bubbles.

o ‘In global markets (and above all in over-suppiesti markets), the
success of corporate strategies depends on theetiivg relationships
that a business establishes and the capacity toleaw and original
frontiers of value from the market. A system ofvodting that strives for
collaboration between internal, external and co-erakip organisations,
underlines the critical nature of a corporate infaation system based on
new digital technologies, designed to instil vailoi® relations with the
intermediate and end customer, to generate conyeetiustomer value
advantages’ (Brondoni 2009).

o ‘Convergence marketing strategies for reachinghiierid consumers
are the following: convergence on customerizatioonvergence on
communities, convergence on channels, convergenceompetitive
value, convergence on choice’ (Wind, Mahajan 200P5).

The success of a convergence strategy is stromglglitoned by the system of
intangible corporate resources:

information system: converging global companiesehiavoperate on markets
that differ for geographical location and withopese-time boundaries. The
information processed must be up-to-date and tinielgause it allows
companies to reduce uncertainties about the coemeeg process and
therefore to contain risks;

corporate identity: this embraces the potentialaofeputation capable of
encouraging the company’s development through tbquisition and
consolidation of competitive advantages in termsadt containment and
expansion of demand. Spreading the brand image seeeral products
makes it possible to curb marketing costs and fdo#xsynergies in the
implementation of development strategies in nevasref activity; it also
simplifies and speeds up penetration of new mark@isie-based
competition). Behind brand extension strategiesthis conceit that the
brand’s role of linking demand and supply can l@ndferred to different
products (brand extension). In fact, brand extenstrategies rely on the
existence of synergies that allow recognition amége to be transferred
between different supply systems and markets;

corporate culture: in convergence processes thmocate culture is seen as a
factor of global competition and represents a drieke competition space
extension. Competitive convergence accentuatemtéwesection between the
different facets of the social, environmental andtuwal systems (cross-
cultural management).
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