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M arket-Driven Management, Global Markets
and Competitive Convergence

Elisa Rancati

Abstract
Global markets redefine competition space, fosteancollaborative network
between companies (market-driven management). Gdabian it causes
previously distinct global economies to converge msingle large market, thus
generating fusion between competitive environmethist are not only
differentiated but also often very distant (comipaticonvergence).
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Global Markets

1. The Competitive Horizon of Domestic M arkets and Global M arkets

On closed, static markets, companies compete efinedl space, the sector, in
which territorial and administrative boundaries akear-cut and stable in time,
and whose structure influences corporate strategjles definition of the sectorial
boundaries within which the companies measure thempetitive profile is
simple and immediate, because it is based on thEHomogeneity of the product
inside the sector, and on the radical differencthénproducts from two different
sectors, to the point that their intersecting @#gtis taken 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, catedaine companies’ behaviour
and performance, seen as the end result of comgpet&chumpeter 1982). Sector
structures are the organisational characteristiasibfluence the way companies
compete (for example the degree of concentratiosatdsmen or the degree of
product differentiation). Other general parametefssignificance, studied in
detail in a structuralist analysis of a sector, @wacentration (measured by the
concentration ratio, the Herfindahl index, the Niigglent number, the entropic
index, the Gini Index, the Lorenz curve and thedainndex), vertical integration
and economies of scale. The structure of the sgrtides precise indications
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about the behaviour adopted by companies to impleipecesses to adapt to
conditions on the market where they operate (coithgetonduct).

On closed markets, a competitor is a company tle@bnlgs clearly and
definitely to the same area of activity as the camp considered (direct
competition).

o ‘When we describe competition as an element thatilates a
company’s products and prices, we normally referctonpetition
between companies that are already established speific sector
we wish to refer to. In terms of market conduct, ceasider in
particular whether the price policies of successfolmpanies are
formulated independently or in the light of a ‘algarecognised
mutual interdependence’, whether any collusionteetween these
companies, and, if it does, if this collusion iperfect in any way. In
terms of the market structure, a great deal ofrdibte is paid to the
characteristics that presumably influence the carpe behaviour
of well-established rival companies and, in paftcuto the number,
distribution and size of these rival companies #mel way in which
their respective products differ from each otharahy case, the most
attention is usually focused on the immediate cditigre between
established companies’ (Bain 1975 p. 18).

The concept of competition comes to mean rivaltyvben companies, in other
words, a situation in which each company is expdeeithe threat deriving from
the behaviour of the others. Only if rivalry exid®tween companies can
competition exist. Companies can take advantageoaipetition through two
characteristic parameters of the structure of gwos: the first parameter is the
creation of a cost advantage the product beingleggoat differentiation); the
second on the other hand derives from offering ahstomer a product with
peculiar characteristics that differ from thoseeodd by a competitor (product
differentiation).

o ‘The fundamental basis of above average profitgiih the long
run is sustainable competitive advantage. Althoagtompany may
have infinite strengths and weaknesses compardéd tmmpetitors,
there are two basic types of competitive advantagem can
possess: low cost or differentiation. The signiima of any company
strength or weakness essentially reflects its impadhe relative cost
or on differentiation. Cost advantage and differatdn in turn
depend on the structure of the industrial sectBorter 1985 p. 35).

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

In global, very open markets, the competitive digance of the sector of
activity is attenuated: the multi-business compianyo longer defined by precise
space and time coordinates. Globalisation detesme& competition boundaries
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between companies, modifying the traditional timad espace relations that
underpin competition. Global dynamism obliges cons to be dynamic when
defining boundaries.

2. Global Markets and Competitive Conver gence

Globalisation increases the level of interdependdretween markets, because
it increases financial, commercial and cultural h@mges, breaking down the
barriers that hinder the transfer of goods, sesvicapital, resources, information
and technology between the various countries. dasges the configuration of a
company’s competitive horizon by modifying the catifon boundaries; space
is no longer characterised by distance and bytoeial or administrative frontiers
(market-space management). This transforms the niz@f@on within the
competition space of the relations and transactareny company that focuses
on time as a competitive driver (time-based conipei.

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

o ‘The convergence may not solely be limited topted@e and
computing-related technologies. In particular, egieg scientific

advances in the intersection of microelectronicgtamal design,

molecular biology, as well as complex chemistryltes nanoscale
developments, which may trigger similar industrembmena. The
consulting firm McKinsey & Company estimates tihat ¢umulative
market for converging info-, bio-, and nanotechigids could top 1
trillion dollars within a decade ... The convergengeenomenon
should take a centre stage in the research and rghemn

technological change, innovation and corporate tetgg’ (Hacklin

2010 p. 18).

Global markets are interconnected, and there igadugl shading of the
distinctions between goods and services, buyers saitkbrs, tangible and
intangible resources and two or more companiesitD®eyer 1998).

o For example, the subprime mortgage phenomenon taed
resulting financial crisis that hit the United Statin the first half of
2007, has impacted negatively on the entire globabnomy,
dragging Western countries into a recession, alsdeulined by the
collapse of authentic industrial giants in the vabnharket (the Merrill
Lynch case in the USA or the Lehman Brothers crash)
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o ‘An economy that is highly integrated in a worldeinetwork
becomes increasingly vulnerable to external shosk&h as
devaluation, a sudden hike in oil prices, a finaharisis or the
threat of war. This has important managerial imations. <...> In
the global economy, the role of strategic marketsugore important
than ever. It remains the best mechanism to balateeand and
supply and it also triggers a virtuous circle ofoeomic and social
development, strengthened today by the social,uraliltand
technological changes observed on the market’ (luar2@02 p. 15).

A global company competes directly or indirectlyside a competitive
ecosystem (Moore 1996; Lambin 2008) that is defiasda complex group of
companies and consumers, suppliers, competitostribditors, specifiers and
partners who benefit mutually from each other’ (Miag, Thorne 2003 p. 76) in
which the geographical or bureaucratic boundarfahe company — if they exist
— overlap and are confused, fluid and dynamic.

o ‘As markets globalise, numerous frontiers are dwapay,
intangible aspects replace tangible elements, tiemmes a critical
factor of existence, and mobility (of people, godd®wledge and
ideas) establishes new types of relationships énctintext of global
managerial economics. In global markets, compartiesrefore
compete according to market-space competition $gice.
competition boundaries in which space is not a, fadtnown, stable
element of decision-making process, but a comypetiictor whose
profile is shaped and modified by the actions/nesast of businesses
and governments’ (Brondoni 2008).

Competitive convergence does not cancel the corapawiriginal areas of
activity, but incorporates them into a broader cetitipe environment with a
dual goal: to reduce costs (‘builds on a commoremery, information and
logistics base; reduces cost of contacting custeraad other interaction costs;
virtual communities can help reduce the cost of gamy supplied information
and support’) and to achieve a potential increasprofits (‘reaches both cyber
and traditional segments; achieves synergies batvwke online and offline
businesses that promote sales; increases acceghetdusiness, anytime,
anywhere; premium services such as customizatiomehdelivery and choice
tools increase the stickiness and allow comparesharge a premium price’)
(Rosen 2009 p. 25).

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

Competitive convergence redefines the competitipecs, asserting complex
corporate competitive systems that are open, fleximd ramified, and which
tend to converge in the same open competitive sgaompetitive convergence
based on market-space management therefore tesisiato a substantial
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expansion of the competitive base, thus represgentin form of indirect
competition.

The realisation and defence of the competitive athge forces global
companies with weak boundaries to activate a deasgork of cooperation and
collaboration, first of all with suppliers and omsters, and subsequently with
other stakeholders, occasionally even includingpetitors (‘co-opetition’)

o ‘In the market you have to listen to customergkwath suppliers,

create teams, establish strategic partnershipsenevith competitors.
That doesn’t sound like war. There are few viciel®n business is
conducted as war. The typical result of a price wasurrendered

profits all around. Just look at the U.S. airlinedustry: it lost more
money in the price war of 1990-93 than it had prvasly made in all

the time since Orville and Wilbur Wright' (NalehuBrandenburger
1996 p. 5).

Global companies tends frequently to de-verticaliee forge alliances and
trading or commercial agreements, to establish tegfim competition-
collaboration relations, eliminating the sense ofagonism and rivalry from
competition so that it becomes cooperation.

o ‘Globalisation and oversupply impose a new madietnted

management philosophy on companies, in which cestoralue

management prevails, in other words, sales to dembmbbles
(instable aggregates of clientele that replace desnsegments) with
direct and continuous confrontation with compestdn this context,
for example, Toyota and PSA produce three versinke same
model together (Toyota Aygo, Citroen C1, Peuged) *0Olocating

the new plant in the Czech Republic — to meet ddrbabbles for
city cars with a low price, safety and personal{rondoni 2008).

Corporate competitive systems derive from convergean the technological,
manufacturing and commercial relations forged lependent companies — even
when they compete against each other — and theyoa@éxploit the advantages of
mutual complementarity.

o ‘Whereas the concept of convergence has reprasenseibject of
attention within the telecommunications and infatiora technology
(IT) sectors for over a decade now, recent indaktrends suggest
that the initially developed visions finally stémtbecome operational,
and that the convergence phenomenon increasinglyrping ‘from
drawing board concept into consumers’ hands, (..iNding users’
media consumption closer to the nirvana of anythiagytime,
anywhere’ (Hacklin 2010 p. 67).

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

3. Market-Driven M anagement and Competitive Conver gence

Market-driven management originates from global aggmial economics
focused on competitive convergence. Market-drivédob@a companies have
modified their competitive strategies regardingekension of competition space
(market-space management), experimenting with reiffe business models and
acquiring new organisational models compared tophst. Not only does the
competition space (market-space management) rdfeéarefor the competitive
benchmarking appear to be in many ways withouttditiuns, but even the time
necessary to complete a process of convergenceatgracts significantly. The
growing convergence between new technologies helpshrink distances, and
considerably reduces communication transmission edim (time-based
competition).

Typical examples of strategies based on competitrerergence can be found
in corporations like General Electric, Toyota oer&ens.

o ‘General Electric is a global infrastructure, finee and media
company taking on the world’s toughest challeng@sm everyday
light bulbs to fuel cell technology, to cleaner, rencefficient jet
engines, GE has continually shaped our world wiibugdbreaking
innovations for over 130 years. GE has a strong aetglobal
businesses in infrastructure, finance and medignald to meet
today’'s needs, including the demand for global astiructure;
growing and changing demographics that need actekgalthcare,
finance, and information and entertainment, and iremwmental
technologies. GE businesses are: appliances, awiattconsumer
products, electrical distribution, energy, finantealthcare, lighting,
media and entertainment, oil and gas, rail, sofevand services,
water’ (www.ge.com/company).

o ‘Siemens has been synonymous with internationalisfoand
worldwide presence for over 160 years. Today, Sienw a global
powerhouse with activities in nearly 190 regionsisiBesses are:
automation, building technologies, communication twoeks,
consumer products, drive technology, energy, firnsolutions,
healthcare, IT solutions and services, lightningSEAM), mobility’
(www.siemens.com).

Competitive convergence is often achieved by pedido develop partnership
networks with the competition to rapidly satisfyneend bubbles by offering
highly innovative products, thus becoming a stratigt monitors the dynamism
of global competition and the instability of demand
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o ‘GM is the majority shareholder in GM Daewoo Autmd
Technology Co. of South Korea, and has product,epioan and
purchasing collaborations with Suzuki Motor Corpddsuku Motors
Ltd. of Japan. GM also has advanced technologybolations with
Chrysler LLC, Daimler AG, BMW AG and Toyota Motar@ and
vehicle manufacturing ventures with several aut@malaround the
world, including Toyota, Suzuki, Shanghai Autoneoindustry Corp.
of China, AVTOVAZ of Russia and Renault SA of Fanc
(www.gm.com).

Processes of corporate competitive convergenceupeodonsiderable changes

in global corporate management, due to:

- convergence between competitive network relatioggobalisation
demands groups of companies that operate in atyarienarkets, linked
by sophisticated forms of contact and complememgtgnetworks). In
competitive corporate systems, convergence alsorsaa the localisation
of companies; in fact, in global economies, thecemt of localisation
extends beyond the significance of occupying sp@cientify a business
model that uses localisation dynamically to accuateul competitive
advantage spaces;

o ‘The ability to change quickly at ever-lower coah be carried out
at the strategic level first, and then translatedoi site operations.
This suggests that business localization can aeqair dynamic
character, and that such dynamism can be made etaor two main
ways. First, there can be a ‘physical movemenplahts to different
places (as in the case of geographically centrdlizmisinesses
dividing themselves into smaller strategic busingsss (SBU), or in

the case of transfer of an SBU to a different lmegt Second,
dynamism can be implemented by agreements betwseresses. A
cooperative manufacturing agreement at a compé&itplant (the

Fiat-Suzuki case) allows for a presence (albeitindependently) in
an area. At the same time, the agreement impl&sdb control over
the site — thus manifesting the dynamic nature ahufacturing

localization without any physical movement (of niaety or other

tangible assets)’ (Garbelli 2002).

- digital convergence: ‘the principal characterisbf digital flows of
communications and information lies in the posgipdf channelling two-
way flows from the issuer to the receiver and weesa. Any
communications activity developed with digital taclogies can envisage
the return of information from the receiver to ttssuer, even in an
extremely simplified form (for example, a simple ssage receipt
acknowledgement), which may have a high value farparate
management in terms of monitoring the effectivermdsany action taken’
(Corniani 2008);
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convergence between distribution channels: conmpetibrporate systems
use a variety of sales channels simultaneously god offline). The
importance of the choice and converging manageméndistribution
channels is considerably boosted on global markéte the same
intensity with which new distribution formats halbeen established, with
the capability of controlling and influencing outlearkets;

convergence between corporate performances: théorpemnce of
corporate competitive systems is a multidimensiooahstruct which
summarises companies’ ability to survive and toetigy on the global
markets. For these companies it becomes necessaijopt a system of
metrics to measure the economic, financial, sauial competitive results,
referred to corporate and product intangibles;

convergence in competitive customer value: corgorabmpetitive
systems identify products with a higher value tli@se from competitors
through direct, time-based benchmarking with globainpetition. The
value for the customer is maximised by competitivenvergence
processes that regard the design and managemenbdiicts to respond
to instable demand bubbles.

o ‘In global markets (and above all in oversuppligthrkets), the
success of corporate strategies depends on the etiivip
relationships that a business establishes and dpadity to learn new
and original frontiers of value from the market. gystem of
networking that strives for collaboration betweenernal, external
and co-makership organisations, underlines theoaitnature of a
corporate information system based on new digighnologies,
designed to instil value into relations with théemmediate and end
customer, to generate competitive customer valugargdges’
(Brondoni 2009).

o ‘Convergence marketing strategies for reaching tmgorid
consumers are the following: convergence on cugiaaten,
convergence on communities, convergence on channels
convergence on competitive value, convergence orceh(Wind,
Mahajan 2002 p. 16).

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

information system: converging global companieseh&y operate on
markets that differ for geographical location anéthaut space-time

boundaries. The information processed must be «ate and timely

because it allows companies to reduce uncertaiakiest the convergence
process and therefore to contain risks;

corporate identity: this embraces the potentiah oEputation capable of
encouraging the company’s development through tbtguisition and

consolidation of competitive advantages in termsast containment and
expansion of demand. Spreading the brand image sesxaral products
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makes it possible to curb marketing costs and togxsynergies in the
implementation of development strategies in nevagai& activity; it also

simplifies and speeds up penetration of new markgitse-based

competition). Behind brand extension strategieshe conceit that the
brand’s role of linking demand and supply can laadferred to different
products (brand extension). In fact, brand extensipbategies rely on the
existence of synergies that allow recognition andge to be transferred
between different supply systems and markets;

- corporate culture: in convergence processes theocate culture is seen
as a factor of global competition and represendsiver of competition
space extension. Competitive convergence accestuhte intersection
between the different facets of the social, envitental and cultural
systems (cross-cultural management).
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