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Abstract
The present thesis aim “to give a recommendation of further corporate strategic
options for the Chinese feed producer MinXiong by making analysis based on the
overview of the current situation of Chinese feed industry and applying the
adaptable corporate strategy theory”. To solve this research problem another two
objectives also need to be researched. They, stated the knowledge to be generated, are
„to get insight into which corporate strategy theory, Resource-based theory or Blue
Ocean Strategy, are more suitable for MinXiong based on the analysis of the
current situation of Chinese feed industry and the strategic capability of MinXiong‟
and „to give an overview of the current Chinese feed industry situation by making a
SWOT-analysis and drawing a strategic canvas based on the current situation
within the Chinese feed supply chain, the macro business environment of the
Chinese feed industry, an investigation of the main competitors and the customers,
and the strategic capabilities of company MinXiong‟.
In the literature study phase, the researcher conducted a comparison between Blue
ocean strategy and Resource-based theory, both of which emphasize the importance
of firms avoiding intense competition, to find out which theory are more suitable for
applying into Minxiong‟s case. At the end, the design of a theoretical framework that
can be applied to formulate a sustainable Blue ocean strategy is done. In this
framework, rather than applying them alone, the concept of Blue ocean strategy and
Resource-based theory were combined, the ideology of Resource-based theory is used
as a supplement for Blue ocean strategy.
In the empirical study phase, a two stage research strategy was carried out. On the first
stage, the desk research and case studies, qualitative primary data were gathered
through twelve in-depth interviews. Complementary, secondary data from related
scientific articles and government reports was also used. This study phase, hereby,
results to a SWOT-analysis and gains an overall picture of Chinese feed industry,
including the clear understanding of its supply chain, macro-environment, industry
forces, resources and capabilities leading to sustainable competitive advantage, and
the market‟s strategy profile (business competing factor and strategic canvas). The
second stage of the research strategy, the empirical survey, is designed based on the
business competing factors identified in the first stage, and aim to find the different
focus between feed companies and animal farmers on the competing factors of
Chinese feed industry.
Based on the knowledge support from the literature study phase and empirical study
phase, the researcher followed the Six searching path and using the ideology of
resources-based theory to create six uncontested and sustainable market space for
Minxiong, and then apply the Four-action framework to reach the value innovation.
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Chapter 1: Introduction
In this chapter, firstly, the background information about global feed industry, Chinese
feed industry and the research problem of this project will be introduced. After that,
the conceptual research design includes the information about research objective,
research issue/question, and definition of key concept will be presented. At last, the
technical research will be formulated, which contains the design of the research
material, research strategy and research planning.

1. Background information
1.1.Global feed industry background
As the material foundation of the modern animal husbandry and the aquiculture
industry, the development of feed industry is directly related to the improvement of
agriculture and people's living standard. Till 2009, the global feed industry has
experienced a 10-years stable growth. During the past two years, despite an economic
slump, persisting animal diseases and uneasy commodity markets, the worldwide total
quantity of industrial animal feed have set new records again (Best, 2010). Gill (2007)
stated that the key to the future of feed industry worldwide is the global demographic
shift – population balance tipped to cities. In other words, an increasingly urban world
has become the bedrock of further growth for the global feed industry, and with a
positive impact on industrial feed demand across all species.
Figure 1-1 World feed volumes, 1995-2009 (million metric tons)
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Source: Feed International

Figure 1-1 illustrates the trend that has taken world feed volumes from just over 600
million metric tons in 2000 to pass 700 million metric tons for the first time in 2008.The
global output of feeds for farm animals and fish has grown nearly 18% in the last 10
years and by almost 15% since 2000. Inevitably, the overall view is influence most
heavily by the big players. Feed International (2009) had indentified the places that are
considered to be the 10 largest in the world for feed volume in 2008. This list (Table 1-1)
treats the EU-27 as a single entity. Through this list, the importance of the big feed
1

players can be founded. The top 10 producing regions collectively accounted for 576
million tons of production in 2008, supplying almost 80 percent of all industrially made
feed worldwide. The biggest four (USA, EU, China and Brazil) provided almost 458
million tons or 67%.
Table 1-1Top 10 countries for industrial feed production in 2008
These top 10 production regions
amount to about 80% of the total
estimated world production of feed

Source: Feed International

Although the global feed industry shows a stable growth in the past 10 years, it was due
almost entirely to growth in just a few countries. In other words, this growth is
contributed by few countries, especially some developing countries among the big
players. The latest signs of increase from North America and Europe cannot disguise
the contrast between the evolution of these relatively mature feed market and those of
the emerging contenders. Figure 1-2 presents the differences by showing the trends of
several largest players on a scale where 100 on the index relates to the quantity they
produced in 1998. According to this figure, Mexico, Brazil and China are considered to
have grown their business since 1995 compared with the trend described for the USA
and Europe. In the last two years, only two of these big players (Brazil and China)
defied the effects of recession, expensive ingredients and disease out breaks, and still
saw a substantial rise in their feed production.
Figure 1-2 Evolution of feed manufacturing tonnages
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1.2.Chinese feed industry background
In this research project, Chinese feed industry will become the primary study object.
Its important role in the global feed industry, sustaining momentum of growth and
high industrial potential make Chinese feed industry a very interesting market to
research and learn more about it.
Firstly, China plays a crucial role in the global feed industry. As one of the biggest
feed producers in the world, the continuous growth of global feed production is
affected by Chinese market at a large extent (see Figure 1-2 and Figure 1-3). Chinese
feed industry has become one of the most important basic industries of Chinese
national economy. It also makes China the world‟s second largest country of feed
production and boosts the development of the planting industry and breeding industry
(China Consulting, 2008).
Figure 1-3: Chinese feed volumes, 1991-2008 (million metric tons)

Source: Feed International

Secondly, Chinese feed industry has experienced 20-years of splendid development
with an average grow speed around 10% in the recent 10 years (see Figure 1-3). Even
under the impact of recession, expensive feedstuff and bird flu, the evolution of
Chinese feed manufacturing still had a growth speed around 15% in the past two years
(Feed international, 2010).
Thirdly, Chinese feed industry also shows a high potential of growth. With many
years' development, Chinese feed industry has set up the complete feed industrial
system integrated with the feed processing, feed additive, feed raw material and feed
machinery manufacturing industries as well as feed research, education, standard and
examination. In 2008, Chinese feed market scale was about RMB 400 billion (China
Research & Intelligence, 2009). In 2008, the all-feeds volume (compounds feed,
concentrates feed and feed additive) reached to 130 million tons (Feed international,
2010). Some forecasters have even indicated that they now think 200 million
3

tons/years to be possible by 2015. Moreover, the population trends, the increasing
pace of urbanization, and the improving living standards in China also indicate the
great potential for the escalation of Chinese feed industry (Gill, 2007).
Although, Chinese feed industry developed very fast in the past 10 years, there are
still some potential problems, among which the falling demand, overcapacity and
more and more fierce competition are the most notable one.
In the first three months of 2009, Chinese feed industry had reportedly seen the total
feed output falling by over 6% compared with January to March 2008 and even by
mid-year the governmental animal husbandry department was still reporting a 5%
decrease for the first five months (Feed International, 2010). Despite a turnaround and
an abrupt recover were shown in the latter part of 2009, the great pressure from falling
demand was started being faced in 2009, and causing a great number of small and
medium enterprises to stop operation.
As stated by China Research & Intelligence (2009), presently, alone with the decrease
of the demand of feed, there is severe overcapacity in Chinese feed industry with the
equipment utilization rate below 50%. China Research & Intelligence (2009)
highlights that there are over 10,000 feed producers in China, but the annual production
of one feed producer is even less than 10,000 tons. As a result, Chinese feed market can
only support 1,000 feed enterprises at most considering the increase in Chinese total
feed production, the lowest production of feed enterprises and the productivity-led
market distribution.
With more and more feed players crowding into Chinese feed market the competition
in the market has also increased rapidly in the last few years and will increase further in
the future. The fragmented industry structure (see Figure 1-4), the undifferentiated feed
products and the fixed-in-form market strategies contributed to the increase in
competition. Currently, alone with this fierce rivalry, products become commodities,
the market space start to get crowed, and supply excess demand. Sustaining the high
performance of feed enterprise‟s profitability has become more and more difficult.
Figure 1-4: Regional shares of Chinese feed production
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1.3.Research problem statement
The goal of this project is to provide a useful research for feed players to enhance their
understanding of the situation, market possibilities and the appropriate corporate
strategies for Chinese feed market, and give them an indication on how to position
themselves in the future so that they can improve their performance.
In this research project, an overview of the current situation of Chinese feed industry
will be presented. A Chinese feed producer MinXiong Biotechnology Ltd (MX) will be
used as a case to help us have a better understanding about what an appropriate
company strategy looks like under this situation. Therefore, the opportunities, chances
and recommendation of the further corporate strategic options for the company MX
will be presented.
MinXiong Biotechnology Ltd is a supplier of high technical animal feed and feed
additives. The company was founded at 2008 and located at Fujian province in the
southeast of China, had the overall investment cost 105 million RMB and a land area
over 10 hectare. MX also has a cooperative relationship with China Agricultural
University. The company‟s research and development center is founded by both MX
and School of Animal Science of China Agricultural University.
As a new entrant of Chinese feed industry, MX need to enhance its understanding of the
current situation of this market, especially understand the situation on its region.
Therefore, a market overview of the current situation of Chinese feed industry is useful
for MX to better position itself and necessary for its further development. Moreover, as
one of the thousand feed player in Chinese feed industry, an appropriate corporate
strategy is also crucial for improving MX‟s performance. However, if it simply copies
the strategy what most of player did before, the only way to improve its market position
is try to outperformance its rivals. Competing head to head for the share under such
industry condition, while necessary, will not be sufficient to sustain high performance.
Therefore, feasible further corporate strategies which are focused on avoiding intense
competition will be more suitable under such condition.
In this research project, firstly, a methodology is set up to analyze the current feed
supply chain, the macro-environment, the influences of stakeholders on supply chain
management, the main competitors and customers. After that an overview of the
current Chinese feed market situation will be presented base on a SWOT-analysis.
Secondly, according to the analysis of the current situation of Chinese feed market,
the suitable corporate strategic theories for applying to the case of MX will be chosen
between „Competitive Strategy‟ and „Blue Ocean Strategy‟, since both of them
emphasize the importance of firms avoiding intense competition.
At last, a recommendation of the further corporate strategic options for MX under the
current market situation will be given by applying the adaptable corporate strategy
theory.
5

2. Conceptual research design
2.1.Research Objective
Objective in relation to the problem is (states the problem to be solved):


To give a recommendation of further corporate strategic options for the
Chinese feed producer MinXiong by making analysis based on the overview of
the current situation of Chinese feed industry and applying the adaptable
corporate strategy theory.

Objective in relation to the research is (states the knowledge to be produced):


To get insight into which corporate strategy theory, Resource-based theory or
Blue Ocean Strategy, are more suitable for the case MinXiong under its
strategic capability and the current situation of Chinese feed industry.



To give an overview of the current Chinese feed industry situation by making a
SWOT-analysis and drawing a strategic canvas based on the current situation
within the Chinese feed supply chain, its business environment, companies’
internal strategic capabilities and an investigation of the main competitors and
the customers.

6

2.2.Research framework
Figure 1-5 Research framework
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The research consist four parts plus introduction:
1. The literature research of this project contains two parts.
At the first part, the literature study about how to analyze the situation of a supply
chain, how to analyze the situation of business environment (macro environment
analysis, competitor analysis and customer analysis), how to analyze company‟s
strategic capability and characteristics of Chinese feed industry will be conduct to
provide us the necessary theoretical background in dealing with the MX‟s issues.
At the second part, two corporate strategy theory, competitive strategy and blue
ocean strategy, will be compared. Because current Chinese feed industry is
becoming more and more crowed (there are over 10,000 feed producers in China)
and the competition is becoming more and fiercer, simply follow the same
strategy of other players and conduct a head to head bloody competition will not
be sufficient to sustain high performance. Both competitive strategy and blue
ocean strategy emphasize the importance of firms avoiding intense competition.
Therefore, the literature research on competitive strategy will also focus on finding
the corporate strategy theories which are related to avoiding competition.
2. According to the resulting theoretical framework of the first part literature study
and the MX company issues, the analysis of supply chain situation and macro
environment situation of Chinese feed industry, the investigation of the main
competitors and the customers, and the analysis of the internal strategic
capabilities of MX will be presented.
3. An SWOT-analysis will be made based on the analysis of the current
collaborations within the Chinese feed supply chain, the macro environment of the
feed industry, the investigation of the customers and main competitors, and the
internal capabilities of the company MX. According to the result of
SWOT-analysis, the overview of the current Chinese feed industry situation will
be finalized.
4. At the last part of this research, a recommendation of further corporate strategic
options will be formulated. Firstly, by considering the current industry situation,
the strategic capability of MinXiong and time horizon, the suitable corporate
strategy theory will be chosen between competitive strategy and blue ocean
strategy. Secondly, by applying the suitable strategic theory together with the
SWOT-analysis, a recommendation of further corporate strategic options will be
presented.
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2.3.Research issue
In order to elaborate a well-founded objective, it has to be clear what knowledge is
useful for realizing the objective. In this chapter a research issue is brought about in
which three general question and several sub questions are formulated.
The three general research questions are:
1. Which corporate strategic theory, Competitive strategy theory or Blue ocean
strategy theory, are more suitable to apply to MinXiong issues?
2. What is the current industry situation of Chinese feed industry?
3. What are the feasible further corporate strategic options for the feed producer
MinXiong under the current industry situation of Chinese feed industry?
To solve the first GRQ the correct answers of the second and third GRQ are necessary.
By clearly understanding the current situation of Chinese feed industry and the
internal strategic capability of MX, and applying the suitable corporate strategy theory,
the feasible further strategic options for MX can be formulated.
Several sub research questions that together should answer the above GRQ are
formulated as follows:
Theory study section
1. What is business environment, how can it be analysis and what are the criteria?
2. What is supply chain, how can it be descript and what are the criteria?
3. What is the market strategy profile, how can it be analysis and what are the
criteria?
4. What relevant information can be extracted from the scientific literature on blue
ocean strategy?
5. What relevant information can be extracted from the scientific literature on
competitive strategy, especially the resource-based theory?
6. What are the similarities and differences between competitive strategy and blue
ocean strategy?
7. Which main elements should be extracted from the Blue Ocean Theory and the
Resource-Based Theory to derive the theoretical framework?
8. What data sources and what methods will be necessary for the empirical analysis?
Practical study section
1. What is the current situation of the Chinese feed supply chain?
2. What is the current situation of the macro-environment of Chinese feed industry?
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3. What is five industry forces of Chinese feed industry look like?
4. What are the opportunities and threats of Chinese feed industry?
5. What are the resources and capabilities leading to sustainable competitive
advantage in Chinese feed industry?
6. What are the strengths and weaknesses of Minxiong‟s internal strategic
capabilities?
7. What are the business competing factors on which the Chinese feed industry is
taken for granted?
8. What is the performance of the feed market players on these competing factors

2.4.Definition of concepts
Business environment: the business environment is what gives organizations their
means of survival. In the private sector, satisfied customers are what keep an
organization in business; in the public sector, it is government, clients, patients or
students that typically play the same role. However, the environment is also the source
of threats: for example, hostile shifts in market demand, new regulatory requirements,
revolutionary technologies or the entry of new competitors. Environmental change
can be fatal for organizations (Johnson, Scholes and Whittington, 2008).
The macro-environment: the macro-environment is the highest-level layer. This
consists of broad environmental factors that impact to a greater or lesser extent on
almost all organizations (Johnson, Scholes and Whittington, 2008).
Strategy capability: strategy capability is the resources and competences of an
organization needed for it to survive and prosper (Johnson, Scholes and Whittington,
2008).
Supply chain: as stated by Chopra and Meindl (2010), “a supply chain consists of all
parties involved, directly or in directly, in fulfilling a customer request. The supply
chain includes not only the manufacturer and suppliers, but also transporters,
warehouses, retailers, and even customer themselves.”
SWOT-analysis: SWOT summarizes the key issues from the business environment
and the strategic capability of an organization that are most likely to impact on
strategy development (Johnson, Scholes and Whittington, 2008).
Corporate strategy: corporate strategy is the direction and scope of an organization
over the long term, which achieves advantage in a changing environment through its
configuration of resources and competences with the aim of fulfilling stakeholder
expectations (Johnson, Scholes and Whittington, 2008).
Competitive strategy: A competitive strategy is the approach that a company takes to
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distinguish itself from various competitors, and go about the task of obtaining
customers. It is the definition of how the business is going to compete, and has the
objectives for profitability growth, market share, social responsibility, etc (Porter,
1980).
The resource-based view of strategy: the competitive advantage and superior
performance of an organization is explained by the distinctiveness of its capabilities.
Blue ocean strategy: Blue ocean strategy seeks to turn strategic management on its
head by replacing „competitive advantage‟ with „value innovation‟ as the primary goal,
where firms most create consumer demand and exploit untapped market. Blue ocean
strategy asks managers to change their perspective from that of field generals battling
competitors head-to-head for market share or repeatedly seeking to grow by endless
market segmentation. It advises that managers discover blue oceans by experimenting
with and developing innovative bundles of attributes which breaks the accepted
cost-differentiation trade-off (Kim and Mauborgne, 2005).
Feed: A source of nutrients for animals and an ingredient of diets (Fuller, 2004).
Compound feed: compound feed are feedstuffs that are blended from various raw
materials and additives. These blends are formulated according to the specific
requirements of the target animal. They are manufactured by feed compounders as meal
type, pellets or crumbles. Compound feed contain carbohydrate sources such as cereals
and protein sources such as oilseeds or fish meal, with mineral and vitamin
supplements. Most compound feeds are pelleted for ease of handling and use on farms
(Fuller, 2004).
Concentrated feed: A generic term to describe any non-forage dietary ingredient,
usually for herbivores. Concentrated feed include protein concentrates, single raw
materials (also called straights) and supplements. Concentrated feeds generally have
greater concentrations of energy and protein than forages. They are also fermented
more rapidly in the rumen (Fuller, 2004).
Feed additive: Any substance that is regularly added to feeding stuffs to alter their
characteristics or nutritive value (Fuller, 2004).

3. Technical research design
3.1.Research material
Theory study section
1. What are the characteristics of the Chinese feed industry?
i.
ii.
iii.

Books on Chinese feed industry
Books on global feed industry
Scientific journals and articles on Chinese feed industry
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iv.
v.
vi.

Scientific journals and articles on global feed industry
Other literature (magazine, media, internet)
Interview

2. What is supply chain, how can it be analysis?
i.
ii.
iii.

Books on supply chain, supply chain management and stakeholders‟ analysis.
Scientific journals and articles on supply chain, supply chain management
and stakeholders‟ analysis
Other literature (magazine, media, internet)

3. What is business environment, how can it be analysis?
i.
ii.
iii.

Books on business environment analysis
Scientific journals and articles on business environment analysis
Other literature (magazine, media, internet)

4. What is strategic capability, how can it be analysis?
i.
ii.
iii.

Books on strategic capability analysis
Scientific journals and articles on strategic capability analysis
Other literature (magazine, media, internet)

5. What relevant information can be extracted from the scientific literature on
competitive strategy, especially the resource-based theory?
i.
ii.
iii.
iv.
v.
vi.
vii.

Books on competitive strategy
Books on competitive advantage
Books on resource-based view of strategy
Scientific journals and articles on competitive strategy
Scientific journals and articles on competitive advantage
Scientific journals and articles on resource-based view of strategy
Other literature (magazine, media, internet)

6. What relevant information can be extracted from the scientific literature on blue
ocean strategy?
i.
ii.
iii.
iv.
v.

Books on blue ocean strategy
Books on value innovation
Scientific journals and articles on blue ocean strategy
Scientific journals and articles on value innovation
Other literature (magazine, media, internet)

7. What is the similarity and different between competitive strategy and blue ocean
strategy?
i.
ii.

Scientific journals and articles on the comparison of competitive strategy and
blue ocean strategy
The literature study on competitive strategy and competitive strategy
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iii.
iv.

Own analysis
Other literature (magazine, media, internet)

Practical study section
1. What is the current situation of the Chinese feed supply chain?
i.
ii.
iii.
iv.
v.
vi.

Scientific literatures related to Chinese feed supply chain
Participatory observations
Data gathering from parties involved in the supply chain
Interviews
Other literature (magazine, media, internet)
Own analysis

2. What is the situation of the macro environment of Chinese feed industry?
i.
ii.
iii.
iv.
v.

Scientific literatures related to the macro environment of Chinese feed
industry
Data gathering from government (National Bureau of Statistics, Agricultural
Bureau, Food Bureau and so on)
Interviews
Other literature (magazine, media, internet)
Own analysis

3. Who are the main competitors of MinXiong? What are the corporate strategies
and strategic capabilities of these main competitors?
i.
ii.
iii.
iv.

Scientific literatures related to Chinese feed market
Data gathering from the main players in Chinese feed industry
Interviews
Own analysis

4. Who are the current customers and potential customer of MinXiong? What are
their characteristics?
i.
ii.
iii.

Scientific literature related to Chinese feed market and global feed market
Interviews
Own analysis

5. What are the internal strategic capabilities of MinXiong?
i.
ii.

Participatory observations
Interviews

3.2.Research strategy
Verschuren and Doorewaard (2005) formulate five different strategies that can be
followed in conducting a research project. These five strategies are (i) the survey, (ii)
the experiment, (iii) the case study, (iv) the grounded theory approach, and (v) the desk
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research. In this project, desk research and case study will be used.
Desk research strategy
During theoretical review and practical research phase, some existing literature and
materials gathered by others will be used based on this research project. This research
strategy is named desk research. Two main variants of desk research can be
distinguished, namely literature survey and secondary research. Parallel to this
distinction between knowledge sources and data sources, in the literature survey you
would use knowledge produced, and in secondary research empirical data produced
by others. In this research, both of these two variants will be used. Firstly, in the
theoretical review part of this report, the relevant literature knowledge will be gained
from the libraries of the Wageningen University, Chinese universities and institutes
and from other scientific sources based on internet. Literature will be investigated
during almost the whole research period on supply chain management and strategic
management theories. This theoretical investigation will bring us the necessary
theoretical background and it is a relevant fulfillment to the central research question.
Secondly, in the practical research part, the existing data and analysis will be
generated based on the topic of this research, and interpreted from a different
perspective in the course of the project.
Case study strategy
The case study strategy will assess the theory issues at a very practical level and
details. The case study is a type of research during which the researcher tries to gain
“a profound insight into one or several objects or processes that are restricted in time
and space” (Verschuren & Dorewaard, 1999) in order to give a holistic and qualitative
insight into the matter at hand. In this research project, MX will become the single
case study. Through the „triangulation of methods‟ (Verschuren & Dorewaard, 1999),
which are the detailed observation on location, the personal open interviews and the
study of all sorts of documents, a profound insight into the suitable corporate strategy
options for MX will be gained. As stated by Arbnor and Bjerke (1997), the process
has to be performed being matter-of-fact and objective, impartial, theoretical, and
with plenty of observation time.
Interviews will form an important part of this research phase. Data from every
respondent will be utilized in the final report: the respondent‟s profile, the company‟s
profile and market, supply chain, strategy and other relevant opinions.
3.3.Research planning
This thesis (MST-80433) is intended to cover circa 1000 hours of work. Therefore, it
would cover about 125 working days of 8 hours each, or 6 full months from June
2010 to November 2010. The time will be spent both in The Netherlands and China.
The research planning for this thesis is built around five phases. First of all the
research proposal will describe the general structure of the research. After the
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feedback and the final iteration, phase two will start. On phase two a literature
research will conducted to provide a necessary theoretical background. Base on this
literature study the practical research will be included in phase three. Phase two and
Phase three will form the basis for the report and is therefore very important.
Reporting the results and the analysis of the data will be conducted in phase four.
Phase four is concerned with the actual interpretation of the data. The fifth phase is
the finishing touch. In this phase a concept report and a draft report will be formulated.
After the feedback and iteration the final report will be the result. Every phase will
include a feedback an iteration stage.
Figure 1-6 Research procedure

Research
proposal,

Literature
research,

Practical
research,

Reporting &
analyzing,

Concept &
draft report,

Feedback &
Iteration

Feedback &
Iteration

Feedback &
Iteration

Feedback &
Iteration

Feedback &
Iteration

Time spend in The Netherlands will be used to gather literature and writing. The time
spend in China will mainly be used to data collection, participatory observations and
interviews. All remaining time in China will be used to expert interviews and
literature searches, at for instance the China Agricultural University and other relevant
institutes related to the animal feed.
The following table describes the work planning in days and dates.
Table 1-2: Work planning description
N.

Start

Finish

Duration

Designing the research proposal

2010/5/17

2010/5/26

8d

Reporting and feedback

2010/5/27

2010/5/28

2d

Preparing presentation and presenting
research proposal

2010/5/31

2010/6/7

6d

Task name

2010/9/6

2010/10/8

25d

Writing chapters on theory and model

2010/10/11

2010/10/15

5d

Making concept writing and supervisor
feedback changes

2010/10/18

2010/10/26

7d

Preparatory research

2010/10/27

2010/10/29

3d

2010/11/1

2010/12/17

35d

2010/12/20

2010/12/24

5d

2011/1/3

2011/1/7

5d

2011/1/10

2011/1/14

5d

2011/1/17

2011/1/28

10d

2011/2/14

2011/3/4

15d

2011/3/7

2011/3/18

10d

2011/3/21

2011/4/1

10d

2011/4/4

2011/4/22

15d

2011/4/25

2011/4/29

5d

Studying selected literature

Gathering research material
Writing chapters on practical analysis
Supervisor feedback changes
Writing chapters on SWOT-analysis and
industry overview
Making concept writing and supervisor
feedback changes
Empirical surevy
Developing further strategic options
Writing final draft report
Making concept writing and supervisor
feedback changes on the final report
Prepare presentation
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Part I: Literature study
In part I, the literature related to this projected will be studied and aim to solve one of
the research objective which is “To get insight into which corporate strategy theory,
Resource-based theory or Blue Ocean Strategy, are more suitable for the case
MinXiong under its strategic capability and the current situation of Chinese feed
industry”.
In chapter 2, the knowledge useful for industry analysis will be introduced. Blue
Ocean Strategy and Resource-based Theory will be studied and discussed respectively
through chapter 3 and 4. In chapter 5, the researcher will try to compare the strategic
essence of Blue Ocean Strategy and Resource-based Theory to find which one is more
suitable for Minxiong‟s case, and then the theoretical framework will be drawn.
The given answer to this objective is derived from eight sub research questions.
1. What is business environment, how can it be analysis and what are the criteria?
2. What is supply chain, how can it be descript and what are the criteria?
3. What is the market strategy profile, how can it be analysis and what are the
criteria?
4. What relevant information can be extracted from the scientific literature on blue
ocean strategy?
5. What relevant information can be extracted from the scientific literature on
competitive strategy, especially the resource-based theory?
6. What are the similarities and differences between competitive strategy and blue
ocean strategy?
7. Which main elements should be extracted from the Blue Ocean Theory and the
Resource-Based Theory to derive the theoretical framework?
8. What data sources and what methods will be necessary for the empirical analysis?
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Chapter 2: Industry analysis
1. Introduction
Following in the introduction as provide in chapter one, the research starts with
working out the theory part on which the empirical data gathering will be based. In
order to make an overall picture of Chinese feed industry, it is also necessary to
conduct the analysis of the industry situation. Chapter 2 focuses on the theory of
industry analysis with the purpose to answer the first, second and third theoretical
sub research question:
“What is business environment, how can it be analysis and what are the criteria?”
“What is supply chain, how can it be descript and what are the criteria?”
“What is the market strategy profile, how can it be analysis and what are the
criteria?”
Therefore, three types of analysis will be conducted which are (1) the environment
analysis, (2) supply chain analysis, and (3) market profile analysis. Through these
analyses some useful information that will be used to Blue Ocean Strategy or
Resource-based Theory is also prepared.
In the second paragraph, the macro-environment analysis and Porter‟s five forces
analysis used to investigate macro-environment and industry environment will be
presented. The concepts of supply chain and supply chain management will be
discussed in the third paragraph. Since this research concerned about the strategic
management issue, enhance only the method can be used for the description of supply
chain profile is introduced. The tool that according to this purpose is Porter‟s value
chain analysis. At last, some useful tools for market profile analysis will be discussed
in the last section. These tools are the identification of key successful factors and the
strategic canvas.

2. Environment analysis
2.1.Macro-environment analysis
The macro-environment encompasses those factors outside the control of both the firm
and its industry, or stated another way, the external factors unrelated to the product‟s
customers and competitors that affect marketing strategies (Lehmann and Winer, 2008).
The vulnerability of a product category to changes in the environment is an unattractive
characteristic, but virtually all product managers must deal with it. Categories that are
well positioned to take advantage of environmental changes may prosper, as can
managers who view these changes as opportunities to gain competitive advantage
(Lehmann and Winer, 2008).
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Environmental factors fall into six groups: political, economic, social, technological,
environmental, and legal. That is so call the PESTEL framework. According to
Johnson, Scholes and Whittington (2008) and "PESTEL analysis of the
macro-environment"(www.oup.com/uk/orc/bin/9780199296378/01student/additional/
page_12.htm) pressed by Oxford University, the PESTEL framework is presented as
follow.
Political factors highlight the role of governments. They are how and to what degree a
government intervenes in the economy. More specifically, political factors include
areas such as political stability, taxation policy, labor law, environmental law, trade
regulation, tariffs, and social welfare policy. Political factors may also include goods
and services which the government wants to provide or be provided (merit goods) and
those that the government does not want to be provided (demerit goods or merit bads).
Furthermore, governments have great influence on the health, education, and
infrastructure of a nation.
Economic factors refer to macro-economic factors such as economic growth rate,
exchange rates, interest rates, the inflation rate and business cycles. These factors have
major impacts on how businesses operate and make decisions. For example, higher
interest rates may deter investment because it costs more to borrow; a strong currency
may make exporting more difficult because it may raise the price in terms of foreign
currency; inflation may provoke higher wage demands from employees and raise costs;
higher national income growth may boost demand for a firm's products.
Social factors include cultural aspects and include demographics, lifestyle changes,
income distribution, social mobility, attitude to work and leisure, consumerism, and
level of education. Changes in social trends can affect the demand for a company's
products and how that company operates.
Technological factor refers to innovations such as Internet, nanotechnology or the rise
of new composite materials, firm‟s R&D activity, automation, technology incentives
and the rate of technological change. They can reduce costs, improve quality and lead
to innovation. These developments can benefit consumers as well as the organizations
providing the products.
Environmental stands specifically for „green‟ issues, such as pollution and waste; they
also include ecological and environmental aspects such as weather, climate, and climate
change, The growing desire to protect the environment is having an impact on many
industries such as the travel and transportation industries (for example, more taxes
being placed on air travel and the success of hybrid cars) and the general move towards
more environmentally friendly products and processes is affecting demand patterns and
creating business opportunities. Moreover, growing awareness of the potential impacts
of climate change is affecting how companies operate and the products they offer, both
creating new markets and diminishing or destroying existing ones.
Legal factors are related to the legal environment in which firms operate. Legal
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embraces legislative constraints or changes, such as health and safety legislation or
restrictions on company mergers and acquisitions. Different categories of law include
consumer laws, competition laws, employment laws, health and safety legislation, and
antitrust laws.
For managers, it is important to analyze how these factors are changing now and how
they are likely to change in the future, drawing out implications for the organization.

2.2.Five forces framework
Porter‟s five forces framework was originally developed as a way of assessing the
attractiveness of different industry. The five forces constitute an industry‟s structure,
and it is very useful for generate the overall picture of an industry and for the latter
strategy formulation. “Although initially developed with business in mind, industry
structure analysis with the five forces framework is of value to most organizations. It
can provide a useful starting for strategic analysis even where profit criteria may not
apply: in most parts of the public sector, each of the five forces has its equivalents.”
(Johnson, Scholes and Whittington, 2008)
According to Porter (1980), the five forces are: the threat of entry into an industry; the
threat of substitute to the industry‟s products or services; the power if buyers of the
industry‟s products or services; the power of suppliers into the industry; and the extent
of rivalry between competitors in the industry (see figure 2-1).
Figure 2-1 Industry five forces

Source: Porter (1980)
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3. Supply chain analysis
According to Chopra and Meindl (2001), “a supply chain consists of all parties
involved, directly or indirectly, in fulfilling a customer request. The supply chain
includes not only the manufacture and suppliers, but also transporters, warehouses,
retailers, and even customers themselves.” Within each organization, such as a
manufacturer, the supply chain includes all functions involved in receiving and filing
a customer request. These functions include, but not limited to, new product
development, marketing, operations, distribution, finance, and customer service
(Chopra and Meindl, 2001).
“Production, processing, distribution and consumption used to be viewed as
individual processes with profit maximization at the firm level. Nowadays, the supply
chain is rapidly becoming an interconnected system of highly varied processed
performed by firms with complex relationships” (Folkerts and Koehorst, 1997). A
supply chain approach as main strategy can be used to overcome the insufficiency of
individual enterprise management modes in which objectives, administrative
procedures, communications and positioning are established (Folkerts and Koehorst,
1997).
The objective of every supply chain should be to maximize the overall value
generated. The value (also known as supply chain surplus) a supply chain generates is
the difference between what the final product is worth to the customer and the costs
the supply chain incurs in filling the customer‟s request.
Supply chain management is “a set of approaches utilized to efficiently integrate
suppliers, manufacturers, warehouses, distributors and retailers so that goods are
produced, distributed and delivered at the right quantities to the right places and at
the right time” (Simichi-Levi et al, 2003). Thus, supply chain management is logistics
taken to a higher level of sophistication, which involves the movement of goods not
just from one place to another but from the ultimate origin to the ultimate destinations
(Simichi-Levi, 2001).
In supply chain management, supply chain partners join as a strategic alliance to share
risk and benefit to supply each other to meet customer‟s needs, reduce costs more
efficiently and improve the whole competitive advantage of supply chain. Cost
savings through reducing inventory levels and premium freight cost may allow a
company to provide more favorable prices to customers. Likewise, effective planning
and execution can help a company and its customers adapt to the market‟s demand
shift. When the company can purchase, produce and distribute the right products to
the right channels in the right quantities at the right time, both supplier and customer
will increase revenue capture by channel. Therefore, the reasons why some companies
focus on supply chain management is because there are benefits of supply chain
(Long 2003; Poirier and Quinn, 2004), such as reduce risk (e.g. risk on lack of raw
material supply), improve the efficiency of the overall logistics process, eliminate
waste and redundancy (e.g. large inventories and time), reduce cost, and increase
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customer satisfaction, profits and competitiveness.
As we can see, improve the efficiency of a supply chain, of cause, it is very important
for a company‟s performance. However, this research serves the objective that giving
a recommendation of further corporate strategic option. It concerns more about the
strategic management issues and focuses more on the strategy formulation phase. The
supply chain analysis here is aim to depict the profile of Chinese feed supply chain,
and furthermore providing useful information for feed industry overview and strategy
formulation.
Therefore, this research will try to apply the tools and methods can be used for supply
chain situation description rather than for supply chain design and supply managing.
As a result, Porter‟s value chain analysis is decided to be used in this research.
Value chain analysis
Porter (1985) developed the most famous generic value chain. Most products or
services are produced through a series of vertical business activities. The set of
vertically related business activities is called product‟s value chain. The value chain
describes the categories of activities within and around an organization, which
together create a product or service (Porter, 1985). This value chain, presented in
Figure 2-2, divides value creating activities into two large categories: primary activities
and support activities (Porter, 1985). According to Johnson, Scholes and Whittington
(2008), the concept of these two activities are presented as follows.
Figure 2-2 Value Chain Analysis

Source: Porter (1985)

Primary activities are directly concerned with the creation or delivery of a product or
service. These activities are inbound logistics, operations, outbound logistics,
marketing and sale, and service.
Support activities include procurement, technology development, human resource
management, and infrastructure. These activities help to improve the effectiveness or
efficiency of primary actives.
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By applying Porter‟s value chain analysis the profile of a supply chain can be depicted
and the relationship between competitive and supply chain strategies can be showed.
It‟s also getting clear that in several activities competitive advantage can be reached, in
other activities competitive parity may be reached, while competitive disadvantage
may result in some activities (Barney, 2001a). One may thereby recognize what
activities to invest in and where to cut costs.

4. Marker profile analysis
The analysis of market profile contains the analysis of three factors: the strategy
profile of an industry, the strategic profile of current and potential competitors, and
the strategic profile of the company itself. All of these three factors can be illustrated
through the identification of the key competing factors (critical success factors) of the
industry and the drawing of strategic canvas. For the analytical tools strategic canvas,
the researcher already introduced in the literature study of BOS (see page). Therefore,
in the following part, the concept of key competing factors of the industry will be
presented.
Critical success factors
To develop an appropriate strategy, understanding customer needs and how they differ
between segments is crucial. Since customers will value many product or service
features to a greater or lesser degree, it is valuable to understand which features are of
particular important to a group of customers (market segment). These are known as
the critical success factors. “Critical success factors are those product features that
are particularly valued by a group of customers and, therefore, where the
organization must excel to outperform competition” (Johnson, Scholes and
Whittington, 2008). Critical success factors are also an indispensable instrument for
drawing the strategic canvas.

5. Chapter summary
In this chapter, the knowledge which is necessary for industry situation analysis was
prepared. This knowledge contains the industry environment analysis, supply chain
analysis, and market profile analysis.
The analysis of industry environment is fulfilled by two analytical tools: PESTEL
framework for macro-environment analysis and five forces framework for industry
situation analysis. The supply chain analysis in this project will only focus the
description of supply chain profile, enhance Porter‟s value chain analysis which can
fulfilled this goal was introduced. The market profile is illustrated by the
identification of the key competing factors and drawing the strategic canvas.
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Chapter 3: Blue Ocean Strategy
1. Introduction
Blue Ocean Strategy (BOS) is a strategic management tool used to find new business
opportunities and value propositions. It is a framework developed by Kim and
Mauborgne to create new market space and new demand through the simultaneous
pursuit of higher value and lower cost. It is called Blue Ocean because it is about the
creating “unknown market space” where you do not compete head-to-head against the
competition but rather out compete them by creating new markets where no
competition exists.
In this literature study of BOS, the concept and logic of BOS will be introduced briefly
by reviewing the related publications of Kim and Mauborgne, with a focus on the
2005-book entitled „Blue Ocean Strategy‟. After the literature study of this chapter
the theoretical sub research question 4 will be answered:
“What relevant information can be extracted from the scientific literature on blue
ocean strategy?”
This literature study of Blue Ocean Strategy will provide a basic introduction to the
concept, tools, and methodologies behind BOS. More specifically, firstly, the Blue
Ocean Strategy theory and its underlying strategic logic - Value Innovation will be
introduced. Secondly, the Blue Ocean Strategy tool box of analytical tools, frameworks,
and methodologies will be presented.

2.

Concept of Blue ocean versus Red ocean

To understand blue ocean strategy, firstly we need to know what is red ocean and what
is blue ocean. In brief, Red Ocean is “the known market space” which represents all the
industries in existence today (Kim and Mauborgne, 2004a). Blue Ocean is “the
unknown market space” which denotes all the industries not in existence today (Kim
and Mauborgne, 2004).
In red oceans the industry boundaries are defined and accepted, and the competitive
rules of the game are known (Kim and Mauborgne, 2004a). Companies try to
outperformance their rivals to gain a greater share of existing demand. As the market
space gets more and more crowed, the prospects for profits and growth are reduced
(Kim and Mauborgne, 2004).
Blue ocean, in contrast, are untapped market space with demand creation and
opportunity for highly profitable growth (Kim and Mauborgne, 2004a). Blue ocean is
not equal than a brand new market space, most of them are created from within red
oceans by expanding existing industry boundaries (Kim and Mauborgne, 2004a).
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Figure 3-1 The Profit and Growth Consequences of Creating Blue Oceans

Source: Kim and Mauborgne (2004a)

Although it will always be important to performance successfully in red ocean by
outcompeting rivals, whereas with supply exceeding demand in more and more
industries, competing for a share of contracting market, while necessary, will not be
sufficient to sustain high performance (Kim and Mauborgne, 2004a). In contrast, the
performance benefits of creating blue oceans are evident (See figure 3-1). Companies
need to go beyond competing and to seize new profit and growth opportunities. Figure
3-2 outlines the key defining features of red and blue ocean strategy.
Figure 3-2 Red Ocean versus Blue ocean Strategy

Source: Kim and Mauborgne (2004a)

3. Value innovation: the cornerstone of blue ocean strategy
Value innovation is the cornerstone of blue ocean strategy. Instead of focusing on
beating the competition and using the competition as their benchmark, value
innovation focus on making the competition irrelevant by creating a leap in value for
buyers and your company, thereby opening up new and uncontested market space
(Kim and Mauborgne, 2005a).
The companies caught in red ocean usually followed Competitive strategy (CS) which
is beating the competition by building a defensible position within the existing
industry order (Porter, 1980). According to this approach, companies can either create
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greater value to customers at a higher cost or create a reasonable value at a lower cost.
In other words, it is the trade-off between value and cost (Porter, 1980). However,
value innovation create a new way of thinking about and executing strategy, defies
this most commonly accepted dogmas of competition-based strategy. Here “strategy is
no longer seen as making choice between differentiation and low cost, but seek to
create blue oceans pursue differentiation and low cost simultaneously” (Kim and
Mauborgne, 2004b).
Figure 3-3 illustrates the differentiation-low cost dynamics underpinning value
innovation. According to Kim and Mauborgne‟s (2005a) point of view, value
innovation is created in the region where a company‟s actions positively affect both
its cost structure and its value proposition to buyers. A blue ocean strategy will
become valid through only when the value innovation is achieved. Therefore, the
process of creating Blue Ocean is also the process of seeking way to drive cost down
while simultaneously drive value up for buyers. In addition, because the value of
company comes from prices and cost structure, and buyer value comes from the utility
and price that the company offers to buyers (Kim and Mauborgne, 2004b), to achieve
value innovation, the whole system of the company‟s utility, price and cost activities
need to be aligned properly (Kim and Mauborgne, 2005a). The tool used to create
value innovation is so called “Four-action framework” which will be introduced latter
in this chapter.
Figure 3-3 Value Innovation: The Cornerstone of Blue Ocean Strategy

Source: Kim and Mauborgne (2005a)

Moreover, Kim and Mauborgne (2005a) emphases that value innovation is more than
innovation, it is about strategy that embraces the entire system of a company‟s
activities. Innovation without value tends to be technology-driven, market pioneering,
or futuristic, often goes beyond what buyers are ready to accept and pay for (Kim and
Mauborgne, 2004a). In this sense, value innovation requires companies to orient the
whole system toward achieving a leap in value for both buyers and themselves.
25

Absent such an integral approach, innovation will still become far from the core of
strategy (Kim and Mauborgne, 2005a).
Through the introduction of value innovation the logic of BOS can be understood,
unlike the old logic of benchmarking competitors in the existing field and choosing
between differentiation and cost leadership, this logic begins by changing the strategic
focus from competitors to alternatives, and from customers to noncustomers of the
industry, and then pursues both the value and cost (Kim and Mauborgne, 2005a). When
company shift the strategic focus from current competition to alternatives and
noncustomers, it will gain insight into how to redefine the problem the industry focus
on and thereby reconstruct the buyer value elements which reside across industry
boundaries.

4. Analytical tools and frameworks
The objective of this research is to give a recommendation of further corporate
strategic options for a Chinese feed producer, which is only concerned about how to
formulate blue ocean strategy, instead of how to execute blue ocean strategy. Therefore,
in this section, only the analytical tools and frameworks used throughout the
formulation of blue ocean strategy will be presented.
4.1.Strategy canvas
The strategy canvas is both a diagnostic and an action framework for building a blue
ocean strategy. It is central to value innovation and the creation of blue oceans (Kim
and Mauborgne, 2004a). The canvas is a simple but useful way of comparing
competitor‟s position in a market and potential in different segments, and capturing the
current state of play in the known market space (Johnson, Scholes and Whittington,
2008). By using the strategy canvas where the competition is currently investing, the
factors the industry currently competes on in products, service and delivery, and what
customers receive from the existing competitive product on the market will be
understood.
Before drawing the strategy canvas it is necessary for companies to understand which
features are essential to the industry and of particular importance to a group of
customer (Johnson, Scholes and Whittington, 2008). These are known as critical
success factors, or key competing factors (Kim and Mauborgne, 2004a). The vertical
axis of the strategy canvas captures the offering level that buyers receive across all
these key competing factors (Kim and Mauborgne, 2004a). A high score means that a
company offers buyers more, and hence invests more in that factor. In the case of price,
a higher score indicates a higher price. By plotting all these key competing factors, the
strategy profiles, or value curves, which is the basic component of the strategy canvas
and a graphic depiction of a company‟s relative performance across its industry‟s
factors of competition, can be understand (Kim and Mauborgne, 2004a).
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Through drawing the current strategy canvas the overall dynamics of the industry can
be realized, the current strategy position of company and its competitors can be
visualized (Kim and Mauborgne, 2004a). More specifically, through strategy canvas
(1) the strategy profile of an industry can be showed afterward to depict clearly the
factors that affect competition among industry players (Kim and Mauborgne, 2004a);
(2) the strategic profile of current and potential competitors can be showed afterword
to identify which factors they invest in strategically (Kim and Mauborgne, 2004a); and
(3) the company‟s strategic profile or value curve can be showed afterward to depict
how it invests in the factors of competition (Kim and Mauborgne, 2004a).
To create a blue ocean, Kim and Mauborgne (2004b) advises companies to draw a
value curves different from other competitors in the industry. Because a homogeneous
value curve will bring some defects in the company‟s strategy, such like lack of focus,
similar to the competitors, or invest in diverse and numerous valueless factors. To
fundamentally shift the strategy canvas of an industry, the logic of blue ocean strategy
is essential to be followed (see the value curve of “yellow tail” wine in figure 3-4).
Figure 3-4 The Strategy Canvas of “yellow tail” Wine

Source: Kim and Mauborgne (2004a)

4.2.Six-path framework
According to the logic of BOS presented in previous section, benchmarking current
competitors is not likely to generate idea for Blue Oceans. “While benchmarking is an
appropriate value renovation tactic, it does not lead to value innovation.” (Kim and
Mauborgne, 2004a) To avoid this benchmarking-perspective company should try to
reposition their strategic focus from current competition to alternatives and
noncustomers, try to break out of the accepted boundaries which define how they
compete, and try to look across systematically across these boundaries by using the
“six-path framework”.
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Path 1: Look across alternative industries
Before company trying to look across industry boundaries through this path, they must
figure out what is the alternative of their products or services. Therefore, firstly, the
definition of alternative will be introduced.
The concept of alternatives is broader than substitutes. Products or services which have
different forms but offer the same functionality or core utility are often substitutes for
each other (Kim and Mauborgne, 2004a). In contrast, alternatives include products or
services which have different forms and functions but the same purpose (Kim and
Mauborgne, 2005a). By using the theory of “Competition Level” the concept of
substitutes and alternatives can also be explained. Substitutes are products or services
compete within the level of “generic”. Alternatives are products or services compete
within the level of “generic” and “budget”. At “generic level”, competition is defined
as consisting of those products and services fulfilling the same customer need
(Lehmann and Winer, 2008). At “budget level”, all the products and services compete
for the same customer dollar as forming a market (Lehmann and Winer, 2008).
For example, when traveling from one place to another, people can drive there by
themselves, travel by air, or take the train. The car, plane and train are substitutes for
each other. They have very different forms but serve the same function: transportation.
In contrast, products or services can take different forms and perform different
functions but serve the same objective. Consider cinemas versus cafes. Cafes have few
physical features in common with cinemas and serve a distinct function. Cafes provide
conversational and gastronomical pleasure which is a very different experience from
the visual entertainment offered by cinemas. Despite they are different in form and
function, however, people go to a cafe and go to the movies for the same objectives: to
enjoy a night out. There are not substitutes, but alternatives to choose from.
When companies try to find Blue Ocean through this path, it should answer “What are
the alternative industries to your industry? Why do customers trade across them? ”
(Kim and Mauborgne, 2004a). By focusing on adding or creating the key factors that
lead buyers to trade across alternative industries and eliminating or reducing
everything else, the value innovation can be created (Kim and Mauborgne, 2004a)
Path 2: Look across strategic groups within industries
Strategic groups are organizations within an industry with similar strategic
characteristics, following similar strategies or competing on similar bases (Johnson,
Scholes and Whittington, 2008). These characteristics are different from those in other
strategic groups in the same industry (Johnson, Scholes and Whittington, 2008).
Strategic groups can generally be ranked in a rough hierarchical order built on two
dimensions: price and performance (Johnson, Scholes and Whittington, 2008). Each
jump in price tends to bring a corresponding jump in some dimensions of performance
(Kim and Mauborgne, 2004a). This searching path requires companies understand
which factors determine customers‟ decisions to trade up or down from one group to
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another, instead of just focusing on improving their competitive position within a
strategic group (Kim and Mauborgne, 2004a). Therefore company apply this path need
to answers on the following questions: “What are the strategic groups within the
industry? “Why do consumers choose for the higher group, why for the lower group?”
(Kim and Mauborgne, 2004a).
Path 3: Look across the chain of buyers
Companies in the Red Ocean typically deliver to homogenized, commonly defined
buyer groups. In reality, there is a chain of “buyers” who are directly or indirectly
involved in the buying decision (Kim and Mauborgne, 2004a). For most industrial
goods and many consumer products, the “buyers” must be broken into several
different entities within the organization or household, including the following:
initiator, influencer, decider, purchaser, and user (Lehmann and Winer, 2008). The
distinction between buyers, user, and other purchase influencers is particularly
important for industrial products. The purchasers who pay for the product or service
may different from the actual users, and in some case there are important influencers
as well. Although these buyer groups may overlap, they are often different. When they
purchase something, they frequently hold different definitions of value (Lehmann and
Winer, 2008). For example, the corporate purchasing agent may be more concerned
about costs than the corporate user, who is likely to be far more concerned with ease
of use. Similarly, a retailer may value a manufacturer‟s just in time stock
replenishment. But consumer purchasers, while strongly influenced by the channel, do
not value these things.
Although individual companies may target different customers segments in an
industry, they often only converges on a single buyer group (Kim and Mauborgne,
2004a). For example, the pharmaceutical industry focuses overridingly on influencers:
doctors. The office equipment industry focus heavily on purchasers: corporate
purchasing departments. Kim and Mauborgne (2004a) recommends company to look
across the whole consumer chain and to search for non-served costumers or consumers,
and answer the following questions: “What are the potential buyer groups in the
industry? On which group is the industry focused on? How can a new buyer group
create new revenue?”
Path 4: Look across complementary product and service offerings
“Few products and services are used in a vacuum. In most cases, other products and
services affect their value” (Kim and Mauborgne, 2004a). In other words, the
complementary products and services can add value to customer. Take airline service.
When passengers arrive, the convenience and cost of transfer with ground
transportation affect the perceived value of customer needs. “But in most industries,
rivals converge within the bounds of their industry‟s product and service offerings”
(Kim and Mauborgne, 2004a).
Kim and Mauborgne (2004a) recommends companies to define the total solution
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buyers seek when they choose a product or service, and think about what happens
before, during and after your product is used. For example, Babysitting and parking
the car are needed before people can go to the movies. Operating and application
software are used along with computer hardware. In the airline industry, ground
transportation is used after the flight but is clearly part of what the customer needs to
travel form one place to another.
By understanding the context in which your product or service is used and figuring
out what happens before, during, and after the purchasing behavior, the weak points
can be identify (Kim and Mauborgne, 2004a). Then how can you eliminate these pain
points through a complementary product or service offering it is the key to follow this
path to create blue oceans (Kim and Mauborgne, 2004a).
Path 5: Look across functional or emotional appeal to buyers
Kim and Mauborgne (2004a) argued that most industries are either
functionally-oriented or emotionally-oriented. According to their points of view, some
industries principally compete on price and function largely on calculations of utility;
their appeal is rational. Other industries compete largely on feelings; their appeal is
emotional. Over time, functionally oriented industries become more and more
functionally oriented; emotionally oriented industries become more and more
emotionally oriented (Kim and Mauborgne, 2004a). This searching path requires
company to challenge the functional-emotional orientation of their industry.
Since some emotionally oriented industries offer many extra attributes that add price
without enhancing functionality, Kim and Mauborgne (2004a) recommends to strip
away those attributes to create a fundamentally simpler, lower-priced, lower-cost
business model that customers would welcome. In contrast, by adding a dose of
emotion functionally oriented industries can often infuse commodity products with
new life and stimulate new demand (Kim and Mauborgne, 2004a). Two well-known
examples are Swatch, which transformed the functionally driven budget watch
industry into an emotionally driven fashion statement, and The Body Shop, which did
the reverse, transforming the emotionally driven industry of cosmetics into a
functional, no-nonsense cosmetics house (Kim and Mauborgne, 2004a).
When companies try to following this path to define a blue ocean, firstly, the appeal
of products or services need to be figured out, it‟s functionality or emotionality? If
company competes on emotional appeal, it need know what elements it can strip out
to make the product functional? If company competes on functionality, it need know
what elements can be added to make the product emotional (Kim and Mauborgne,
2004a)?
Path 6: Look across time
Since all industries are subject to external trends that affect their businesses overtime,
for example, the rapid rise of the Internet or the global movement towards protecting
the environment, therefore looking at these trends with the right perspective is also
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useful for creating blue ocean opportunities (Kim and Mauborgne, 2004a). The related
questions are: “Which trends will influence the industry? In which way will these trends
influence the industry? How can the company deliver a value on this basis?” (Kim and
Mauborgne, 2004a). This searching path it is the most difficult one in finding a Blue
Ocean, since the external trends is not very easy to detected (Kim and Mauborgne,
2004a).
Three principles are critical to assessing trends across time: “1) these trends must be
decisive to your business, 2) they must be irreversible, 3) they must have clear
trajectory” (Kim and Mauborgne, 2004a). For many of industries, although it may be
possible to see their trends or major event, it is very hard to predict its direction.
Therefore it would be a risky enterprise to envision a blue ocean strategy that might
result from it (Kim and Mauborgne, 2004a).
For example, the economic crisis was an important trend certain to have a big impact
on financial service industry. But it was impossible to predict the direction that trend
would take (Kim and Mauborgne, 2004a). In contrast, the euro had been evolving
along a constant trajectory as it has been replacing Europe‟s multiple currencies. This
is a decisive, irreversible, and clearly developing trend in financial service industry
upon which blue ocean can be created as the European Union continues to enlarge
(Kim and Mauborgne, 2004a).
Summary of the six-path framework
Table 3-1 Reconstruction of Market Boundary

Source: Own creation on the basis of Kim and Mauborgne (2004a)
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4.3.The four actions framework
To break the trade-off between differentiation and low cost and to create a new value
curve has value innovation, Kim and Mauborgne (2004a) developed the Four Actions
Framework (FAF) with a supplementary analytic tool called the
Eliminate-Reduce-Raise-Create grid (see figure 3-6).
The FAF (figure 3-5) implicates four possible applications to create new value for the
company itself and to increase the buyer utility (Kim and Mauborgne, 2005a). The
following questions should be asked and afterwards be answered to create value
innovation and come up with a new value curve.


Which of the factors that the industry takes for granted should be eliminated?



Which factors should be reduced well below the industry‟s standard?



Which factors should be raised well above the industry‟s standard?



Which factors should be created that the industry has never offered?

Figure 3-5 The Four Actions Framework

Source: Kim and Mauborgne (2004a)

In the action of “Eliminate”, the factors that companies in its industry have long
competed on need to consider eliminating. Often those factors are taken for granted
even though they no longer have value or may even detract from value (Kim and
Mauborgne, 2004a). The elimination of factors is necessary when the buyer behavior
changes and these taken for granted factors deliver no more added values (Kim and
Mauborgne, 2004a).
The “Reduce” action advises company to determine whether products or services have
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seen overdesigned in the race to match and beat the competition (Kim and Mauborgne,
2004a). In this case, customers have been overserved, and the investment of those
factors will only increase company‟s cost structure for no gain (Kim and Mauborgne,
2004a). Business factors are reduced, when they still influence the new business but not
with a lower influence as for the old business (Kim and Mauborgne, 2004a).
The action of “Raise” pushes company to uncover and eliminate the compromises your
industry forces customers to make (Kim and Mauborgne, 2004a). These are the taken
for granted business factors which are actually low valued by the industry but which
have a high influence on the buyer utility (Kim and Mauborgne, 2004a).
The action of “Create” helps company to discover entirely new sources of value for
buyers and to create new demand and shift the strategic pricing of industry (Kim and
Mauborgne, 2004a).
By using the first two actions (Eliminate and Reduce), company will gain insight into
how to drop its cost structure. The second two actions, by contrast, provide company
with insight into how to lift buyer value and create new demand (Kim and Mauborgne,
2005a). Through this four actions framework company can systematically explore how
they can reconstruct the elements of buyer value across the “six-path” (see six-path
framework) to offer buyers an entirely new experience, while simultaneously keeping
their cost structure low. Among these four actions, the Eliminate and Create action are
most crucial (Kim and Mauborgne, 2005a). They push companies to go beyond value
maximization exercises with existing factors of competition and change the factor
themselves, hence making the existing rules of competition irrelevant.
The Eliminate – Reduce – Raise – Create Grid
The Eliminate – Reduce – Raise – Create Grid (ERRC) is an addition to the FAF and a
control instrument. In the Eliminate-Reduce-Raise-Create grid, company will not only
to ask all four questions in the four action framework but also to act in all four to create
a new value curve (Kim and Mauborgne, 2004a). It is important to emphasis that,
value innovation will achieve only when all the four actions, eliminated, reduced,
raised, and created, work together. As Kim and Mauborgne (2004a) stated, by driving
the company to fill in the grid, four immediate benefits will be gain:
It pushes them to simultaneously pursuer differentiation and low cost to break
value-cost trade-off.
It reminds companies don‟t just focus only on raising and creating and thereby lifting
their cost structure and often overengineering products and services.
It is easily understood by managers at any level, creating a high level of engagement in
its application.
It drives companies to critically scrutinize every factor the industry competes on, since
completing the grid is a challenging task.
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Figure 3-6 Eliminate-Reduce-Raise-Create Grid: The Case of “yellow tail” Wine

Source: Kim and Mauborgne (2004a)

5. Discussion
When companies try to formulate a strategy for a new market discovered by following
the logic of BOS, the concept of “value innovation” should bear in their minds at
constantly. A successful BOS is not easy to achieve, only when the value of buyer and
company itself are leaped simultaneously can it become valid.
However, there was no control group used by Kim and Mauborgne in BOS. Examples
in their book were selected to just tell a winning story, and there is no data to show
how many companies using a BOS failed at the end. In my point of view, one reason
to make a BOS lose is because the failure of value innovation. Although one follow
the logic of BOS, try to move their strategy focus from competition to customer and
look across industry boundaries, the failure in achieving value innovation, especially
ignoring the cost structure, will make the action end up with a simple differentiation
strategy or customer-oriented strategy. When the differentiation strategy create some
features beyond the adoptability of buyers, or the customer-oriented strategy result
customization of offering but create too-small target market, the utility of buyer will
still have no boost, and the cost structure of company might even become worse. Take
LG Electronics as an example. LG Electronics is a South Korea‟s manufacture of
television sets and mobile phone whom used BOS as the basics of its strategic
management (Lang, 2008 (Chinese literature)). In 2006, LG issued a BOS in TV set
market through a high-tech TV set, named “XCANVAS”. Beside the feature of larger
LCD and high quality image, this new TV set also add an unique technology called
“time your time”. By using this function with a inside HD, users can pause a program
and then replay it at any time when they watching TV. “XCANVAS” tried to make its
user treat TV set like the way they treat magazine and newspaper, make them watch
TV at any time and on any way they want. However, this high-tech TV set didn‟t
create the expectant profit they want and fail in increasing the market share of LG in
the next coming year. It can be claimed that the BOS about “XCANVAS” is failed at
the end.
There are several reasons for the failure of this BOS. Among them, the most fatal one
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is because this BOS didn‟t create valid value innovation. LG ignored to improve its
cost structure (inside HD, big LCD and high quality image all increase the cost of its
product), and make its BOS end up with a simple differentiation strategy. Moreover,
the differentiation factors also go beyond the adoptability of customers. Although the
new feature – “time your time” increase customer‟s initiative to use TV set, in reality,
customer seldom use this function but need to pay more for having this feature. In
other words, this so called high-tech feature does not bring the leap to its buyer‟s
value. Therefore, when formulate a BOS more attention should be paid to how to
diving the cost down and improve company‟s cost structure. Otherwise, your BOS
would end up with a differentiation strategy or a customer-oriented strategy, it cannot
be called as blue ocean strategy.

6. Chapter summary
In this chapter, the literature study of BOS was conducted
Blue Ocean Strategy (BOS) is a strategic management tool used to find new business
opportunities and value propositions. Creating competitive advantage is the primary
objective that every strategic movement based on CS framework need to concern
about. Such strategic movement to achieve competitive advantage under the concept
of CS is so called cost-differentiation trade-off. However, BOS seeks to turn strategic
movement on its head by replacing „competitive advantage‟ with „value innovation‟ as
the primary objective where firm must create consumer demand and exploit untapped
market.Value innovation is the strategic move allowing companies to create a Blue
Ocean (Kim & Mauborgne, 2004). Value innovation is the simultaneous pursuit of
differentiation and low cost. Hereby, a giant leap in value provided to the customers is
reached (Leavy, 2005). The value innovation changes the rules of the game and makes
the competition irrelevant.
The application of the approach Kim and Mauborgne (2004) designed to formulate
Blue Ocean Strategy leads to the identification of a Blue Ocean which is a product or
service fulfilling the criteria of a value innovation. The formulation approach consists
of three elements; (1) Strategic Canvas, (2) Six Searching Paths Framework, and (3)
Four-Actions-Framework.
First, the taken for granted business competing factors have to be identified for drawing
the strategic canvas with the old value curve. Second, business analysis on the six
searching paths identifies the paths with the highest potential to identify a Blue Ocean.
Afterwards, the new value curve, the product or service, is derived by applying the
Four-Actions-Framework on the strategic canvas with the old value curve by having the
new product or service in mind.
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Chapter 4: Resource-based Theory
1. Introduction
The resource-based theory (RBT), or the resourced-based view (RBV) of firm, is a
business management tool used to determine the strategic resource available to a firm.
It is an approach that has a long provenance, but that came into prominence in
strategic thinking as the dominant strategy paradigm of the 1990s (Segal-Horn, 1998).
There are three key concepts that underpin RBT. The first is the principle of „resource
heterogeneity‟, which assumes that firms are not identical, but consist of a unique
cluster of resources, both tangible and intangible, and capabilities (Barney, 1991).
These will differ between firms in the same industry and will make possible different
strategies and different performance (Barney, 1991). The second is that resource can
be difficult for one organization to obtain or copy the capabilities of another (Johnson,
Scholes and Whittington, 2008). The third is that an organization will achieve
competitive advantage when it has capabilities that its rivals do not have or have
difficulty in obtaining (Johnson, Scholes and Whittington, 2008).
By using RBT how some firms are able to achieve superior performance compared
with others can be explain. That‟s because they have “capabilities that permit them to
produce at lower cost or generate a superior product or service at standard cost in
relation to other organizations with inferior capabilities” (Johnson, Scholes and
Whittington, 2008). The RBT places the firm rather than the industry at the centre of
strategy formulation and strategy decision-making (Segal-Horn, 1998). Unlike
Michael Poter‟s analysis of industry structure and competitive positioning which
focus upon the link between strategy and the external environment, RBT link strategy
with the firm‟s resources and competence (Robert, 2001).
This chapter gives an in-depth view into the Resource-based theory. The answer to
theoretical sub research question 5 is given:
“What relevant information can be extracted from the scientific literature on
competitive strategy, especially the resource-based theory?”
In this literature study of RBT, firstly, some fundamental definitions of RBT will be
introduced briefly, which contain the concept of “resource”, “competence”, “strategic
capability” of a firm, and the definition of “competitive advantages” and “sustained
competitive advantage” in RBT. Secondly, the concept of RBT will be presented,
especially the two basic assumptions and the four resources attributes as derived from
Barney‟s and Clark‟s model: value, rareness, inimitable and organization (VRIO). At
last, the analytical tools can be used to formulate this theory will be introduced.

2. Key definitions
Because resource-based theory is a theory, it is important to begin by defining some
36

of its critical terms. Therefore, before the introduction of resource-based theory, some
fundamental and key definitions are needed. These definitions contain the concept of
“resource”, “competence”, “strategic capability” of a firm, and “competitive
advantage” in RBT.
2.1.What constitute “resource” and “competence”?
Through the 1990s, various authors have tried to develop typologies of the tangible
and intangible assets in an effort to suggest that different types of assets can have
different competitive effects of firms (Peteraf and Barney, 2003). Currently, the term
resource is suggested to use the following definition by many authors (e.g., Wernerfelt,
1984; Rumelt, 1984; Barney, 1991b; 2001a):
“Resources are the tangible and intangible assets firms use to conceive of and
implement their strategies.”
In this most basic concept of resources. Tangible resources are the physical assets of
an organization such as plant, people and finance (Johnson, Scholes and Whittington,
2008). Intangible resources are non-physical assets such as information, reputation
and knowledge (Johnson, Scholes and Whittington, 2008). By combining the point of
Peteraf and Barney (2003) and Johnson, etc. (2005), an organization‟s resources can
be considered under the following four broad categories:


Physical capital resources (Peteraf and Barney (2003) conform to Williamson,
1975) – such as the physical technology used in a firm, a firm‟s plant and
equipment, its geographic location, and its assess to raw materials. The nature
of these resources, such as the age, condition, capacity and location of each
resources, will determine the usefulness of such resources.



Financial capital resources (Peteraf and Barney (2003) conform to Becker,
1964) – such as a firm‟s main revenues, capital, cash, equity, debtors and
creditors, retained earnings and suppliers of money (shareholders, bankers,
etc.)



Human capital resources(Peteraf and Barney (2003) conform to Becker,
1964) – including the training, experience, judgment, intelligence,
relationships, and insight of individual managers and workers in a firm.



Organization capital resources (Peteraf and Barney (2003) conform to Tomer,
1987) – including attributes of collections of individuals associated with a firm,
such as a firm‟s culture, its formal reporting systems, its formal and informal
planning, controlling, and coordinating systems, as well as informal relations
among groups within a firm and between a firm and those in its environment.
A firm‟s intellectual capital is also involved in this kind of resources.
Intellectual capital (Johnson, Scholes and Whittington, 2008) – as intangible
resources – includes patents, brands, reputation in the market, business systems
and customer databases. An indication of the value of these is that when
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business is sold, part of the value is „goodwill‟.
According to the level of importance of firm‟s resources (Johnson, Scholes and
Whittington, 2008), resources can also be classified into threshold resources and
unique resources.


Threshold resources are the resources needed to meet customers‟ minimum
requirements and therefore to continue to exist.



Unique resources are the resources that underpin a firm‟s competitive
advantage and are difficult for competitor to imitate or obtain – a
long-established brand.

Such resources are certainly important, but what an organization and how it employs
and deploys these resources matter as much as what resources it has. This is so called
the competences of a firm. The definition of competence is as follow:
“Competences are the skills and abilities by which resources are deployed
effectively through an organization‟s activities and processes.” (Johnson,
Scholes and Whittington, 2008)
According to the level of importance of firm‟s competences (Johnson, Scholes and
Whittington, 2008), competences can also be classified into threshold competences
and core competences.


Threshold competences is the activities and processes need to meet customers‟
minimum requirements and therefore to continue to exist.



Core competences are the “skills and abilities by which resources are deployed
through an organization‟s activities and processes such as to achieve
competitive advantage in ways that others cannot imitate or obtain.”

2.2.What constitute a “strategic capability”?
In 1992, Stalk, Evans, and Shulman argued that there was a different between
competences and capabilities, and thus this term (capabilities) was added to the
terminological fray. From then on, different writers, managers and consultants use
different terms and concepts in explaining the importance of strategic capability.
Overall, “strategic capability can be defined as the resources and competences of an
organization needed for it to survive and prosper.” (Johnson, Scholes and Whittington,
2008)
According to the suggestion of Johnson, etc., (2008) a distinction also needs to be
made between capabilities (resources or competences) that are at a threshold level and
those that might help the organization achieve competitive advantage and superior
performance.


Threshold capabilities are those needed for an organization to meet the
necessary requirements to compete in a given market. These capabilities could
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be the threshold resources required to meet minimum customer requirements
or the threshold competences required to deploy resources so as to meet
customers‟ requirements and support particular strategies.


Capabilities for competitive advantage are those help the organization create
competitive advantage or the basis of superior performance. These are
dependent on an organization having distinctive or unique capabilities that
competitors will find difficult to imitate. This could be because the
organization has unique resources or core competences which we discussed in
the previous section.

An organization‟s strategic capability is dependent on the resources and competences
it has. These must reach a threshold level in order for the organization to survive. The
further challenge is to achieve competitive advantage (Johnson, Scholes and
Whittington, 2008). This requires it to have strategic capabilities that its competitor
find difficult to imitate or obtain. These could be unique resources but are more likely
to be the core competence of the organization (Johnson, Scholes and Whittington,
2008).
2.3.“Competitive advantage” in resource-based theory
Competitive advantage can be defined as follows:
“An enterprise has Competitive Advantage if it is able to create more economic
value than the marginal (break even) competitor in its product market.” (Peteraf
and Barney, 2003)
According to this definition, the precise meaning of competitive advantage depends
on a clear definition of what it means to „create economic value‟. Thus „economic
value‟ is defined in concert with the definition of competitive advantage.
“The Economic Value created by an enterprise in the course of providing a good or
service is the difference between the perceived benefits gained by the purchasers of
the good and the economic cost to the enterprise.” (Peteraf and Barney, 2003)
Taken together these two definitions of competitive advantage and economic value, a
precise picture of what a competitive advantage consists, as well as how it may be
achieved, in the most general term is provided.
Traditionally, most research in strategic resource has focused on the ability of resource
to add economic value to a firm by either reducing a firm's costs or differentiating its
products or services (Peteraf and Barney, 2003). Because competitive advantage is
expressed in terms of the ability to create relatively more economic value. To create
more value than its rivals, an firm must produce greater net benefits, through superior
differentiation and/or lower costs (Peteraf and Barney, 2003).
2.4.“Sustained competitive advantage” in resource-based theory
Mata, Fuerst and Barney (1995) argue that, in a wide variety of circumstances, resource
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can add value to a firm. However, resource adding value to a firm-by reducing costs
and/or increasing revenues is not the same as resource being a source of sustained
competitive advantage for a firm. As important as it is to explain the existence of
competitive advantages among firms, the sustainability of these advantages is also
important (Barney, 2001a).
In resourced-based view, a firm is said to have a sustained competitive advantage when
“it is creating more economic value than the marginal firm in its industry and when
other firms are unable to duplicate the benefits of this strategy” (Barney, 2001a).
Barney (2001a) emphasis that the sustainability of a competitive advantage ultimately
depends on what might be called the „condition of duplication‟. If current and
potential competitors are unable to duplicate the competitive advantage of a
successful firm, that firms‟ competitive advantage is sustained.
For example, when WalMart adopted its purchase/inventory/distribution system, it
gained a competitive advantage over its closest rival, K-Mart. However, if K-Mart is
able to develop its own similar system which can be applied it like WalMart has,
WalMart's system will have been only a source of temporary, but not sustained,
competitive advantage (Mata, Fuerst and Barney, 1995). In other words, WalMart's
purchase/inventory/distribution system would have been valuable, however, the value
is a necessary but not sufficient condition for a sustained competitive advantage
(Barney, 1994).
More generally, Mata, Fuerst and Barney (1995) defined the four level of competitive
advantage:


Sustained competitive advantage: a firm is said to have a sustained competitive
advantage when it is implementing a strategy not simultaneously implemented
by many competing firms and where these other firms face significant
disadvantages in acquiring the resources necessary to implement this strategy.



Temporary competitive advantage: a firm has a temporary competitive
advantage when it is implementing a valuable strategy currently pursued by few
competing firms, but where these competing firms do not face significant
disadvantages in acquiring the resources necessary to implement this strategy.



Competitive parity: a firm experiences competitive parity when it is
implementing a valuable strategy being simultaneously implemented by several
competing firms.



Competitive disadvantage: a firm is at a competitive disadvantage when it is
implementing a strategy that is not valuable, i.e., a strategy that does not reduce
its costs or increase its revenues.

However, a firm has a sustained competitive advantage does not mean that its
competitive advantage will last forever. Changes in technology, demand, and the
broader institutional context within which a firm operates can all make that used to be a
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source of sustained competitive advantage no longer valuable (Barney, 1991a).

3. Concept of resource-based view of the firm
3.1.Assumptions of resource-based theory
Like all theories, Resource-based theory has several assumptions. Many of these
assumptions are consistent with other theories of persistent superior firm performance
(Barney, 1991a), and thus will not be discussed here. For example, resource-based
logic adopts the assumption that firms are profit-maximizing entities and that
managers in firms are boundedly rational (Barney, 1991a). Over and above these basic
assumptions, the resource-based view of the firm is based on two underlying
assumptions that distinguish it from other strategic management theories: the
assumption of resource heterogeneity and the assumption of resource immobility
(Barney, 1991a). These assumptions are:


Resource heterogeneity: the resources and capabilities possessed by competing
firms may differ.



Resource immobility: the resources and capabilities may not be perfectly
mobile, and thus these differences can be long lasting.

In resource-based view, firm wants to creating and sustaining competitive advantage.
Only when competing with heterogeneity and immobility resources, the sustained
competitive advantage can be achieved (Barney, 1991a). These two conditions are
connected to sustained competitive advantage in the following way.
According to the assertion of resource heterogeneity, only when a firm possesses a
resource or capability that is not currently possessed by competing firms, the condition
of resource heterogeneity is met, and a firm may obtain at least a temporary competitive
advantage (Barney, 1991a). In contrast, common resources which possessed by
numerous other competing firms cannot be a source of competitive advantage, and
thus are, at best, sources of competitive parity (Barney, 1989).
The second assumption, the resource immobility, is important in understanding when
a firm‟s resources and capabilities will be sources of sustained competitive advantage.
Barney (1991a) assume an industry where strategic resources and firm‟s capabilities
are highly mobile. This condition make firms without a resource (or capability) face
no cost disadvantage in developing, acquiring, and using that resource compared to
firms that already possess and use it. Under this condition, even though these resources
(or capabilities) are heterogeneity, it can only be a source of temporary competitive
advantage at best (Mata, Fuerst and Barney, 1995). Therefore, if a firm, which already
possessed a resource or capability, is able to built a cost disadvantage when its current
and potential competitor want to obtain, develop, and using it, then the sustained
competitive advantage can be achieved (Barney, 1991a). According to the theory
developed by Poter (1980) and Barney (1995), a wide range of strategies, including
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cost leadership, product differentiation, strategic alliance strategies, diversification
strategies, vertical integration strategies, mergers and acquisitions, can be
implemented to help build the cost disadvantage against firms without a resource and
capability.
In generally, if resources are heterogeneously distributed across competing firms, and
if firms without these resources find it more costly to develop, acquire, and use them to
implement a strategy than firms that have already used them to implement that strategy,
these resources can be a source of sustained competitive advantage (Mata, Fuerst and
Barney, 1995).
3.2.Firm resources and sustained competitive advantage
In order to understand sources of sustained competitive advantage, Barney (1991a)
develop a theoretical model that begins with the assumption that firm resources may
be heterogeneous and immobile. According to this model, not all firm resources hold
the potential of sustained competitive advantages. To have this potential, a firm
resource must have four attributes: (a) it must be valuable, in the sense that it exploits
opportunities and/or neutralizes threats in a firm‟s environment, (b) it must be rare
among a firm‟s current and potential competition, (c) it must be imperfectly imitable,
and (d) it must be able to be exploited by a firm‟s organizational processes. By using
these four attributes, the question about under what conditions will a firm‟s
heterogeneously distributed resources and capabilities be a source of sustained
competitive advantage can be answered. Each of these attributes is introduced briefly
below.
Valuable resources
Barney (1991a) emphasizes that if an organization seeks to build competitive
advantage it must asked itself does a particular resources (or capabilities) add value to
the firms and its customers, does its usage reduce a firm‟s cost below and/or increase
its revenues above what would have been the case if these resources (or capabilities)
were not used? In other words, firm resources (or capabilities) can only be a source of
competitive advantage o sustained competitive advantage when they are valuable
(Barney, 1991a). Barney (1991a) stated that there are several characteristics of a firm
attributes, such as rarity, inimitability, and organizational abilities/processes, could
qualify them as resources of competitive advantage, but “these attributes only become
valuable resources when they exploit opportunities or neutralize threats in a firm‟s
environment”. However, as suggested previously, resource value is a necessary but not
sufficient condition for competitive advantage, firms with valuable resources and
capabilities may gain at least competitive parity from exploiting these resources (Mata,
Fuerst and Barney, 1995).
Rare resources
Obviously, if the valuable firm resources (or capabilities) possessed by many
competing or potentially competing firms, they cannot be the sources of either a
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competitive advantage or a sustained competitive advantage (Barney, 1991a). As
suggested previously, common resources which possessed by numerous other
competing firms cannot be a source of competitive advantage, they can only help
ensure a firm‟s survival when they are exploited to create competitive parity in an
industry (Barney, 1989). Only when a firm possesses a unique or rare resources (or
capabilities), it might achieve at least a temporary competitive advantage (Barney,
1991a). For example, some libraries have unique collections of books unavailable
elsewhere; retail stores may have prime locations; a company may have a powerful
brand and patented products.
How rare a valuable firm resources (or capabilities) must be in order to have the
potential for generating a sustained competitive advantage? In other words, the extent
to which rarity of resources (or capabilities) might provide sustained competitive
advantage? To answer these two question, Johnson, Scholes and Whittington (2008)
suggest that three important points need to bear in mind.


Ease of transferability. Rarity may depend on who owns the resources (or
capabilities) and how easily transferable it is.



Sustainability. Rarity could be temporary. If an organization is successful on
the basic of a unique set of resources (or capabilities), then competitors will
seek to imitate or obtain those competence. So it may be necessary to consider
other bases of sustainability.



Core rigidities. Rare capabilities may become „core rigidities‟ which is
difficult to change and therefore damaging to the organization. Managers nay
be so wedded to these bases of success that they perceive them as strengths of
the organization and „invent‟ customer values around them.

Imperfectly imitable resources
It is obviously that valuable and rare organizational resources (or capabilities) may be
a source of competitive advantage. However, if firms want these resources (or
capabilities) to become sustained competitive advantage, they must build a cost
disadvantage in imitating such resources (or capabilities) to avoid current competitors
or potential competitors obtain them by direct duplication or substitution (Barney,
1991a). Three reasons can make firm resources become imperfectly imitable or costly
to imitate: (a) unique historical conditions, (b) causally ambiguous, and (c) social
complexity. Each of these reasons of the imperfect imitability of firm resources (or
capabilities) is examined blow.
Unique historical conditions
There are at least two ways that unique historical conditions can give a firm a
sustained competitive advantages. First, it may be that a particular firm recognize and
exploit opportunity in the “right place at the right time” in an industry‟s history. As
history moves on, these opportunities can only be recreated at very high cost (Mata,
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Fuerst and Barney, 1995). Second, the events earlier in the evolution of a process have
significant effects on following events, which so called path dependence (Barney,
1991a). “Path dependence allows a firm to gain a competitive advantage in the
current period based on the acquisition and development of resources in earlier
periods” (Barney, 1991a).
Causal ambiguity
“Causal ambiguity exists when the link between the resources controlled by a firm and
a firm‟s sustained competitive advantage is not understood or understood only very
imperfectly” (Barney, 1991a).
There are at least three reasons why causal ambiguity about the source of a firm‟s
sustained competitive advantage might exist. First, the resources and capabilities may
be taken-for-granted organizational characteristics or invisible assets, such as
teamwork among top managers, organizational culture, operational routines, standard
operating procedures, relationship with suppliers and customers (Barney (1991a) after
Itami 1987). Second, because of the exist of linkage ambiguity, it is unable to evaluate
which of the resources and capabilities, alone or combination, actually create the
competitive advantage (Barney, 1991a). Third, the exist of interconnectedness of asset
stocks and asset mass efficiencies. In other words, the resources and capabilities are
complex networks of relationships between individuals, groups, and technology
(Barney (1991a) after Diericks and Cool 1989). For example, a firm‟s competitive
advantage may depend on a large number of small decisions and actions in a firm,
rather than on a few large decisions. Only by duplication the hundreds of thousands of
little decisions in a firm can complete imitation occur.
Social complexity
The third reason that it will be very costly for a firm to imitate a particular capability
is that capability is socially complex in nature and beyond the ability of firms to
systematically manage and influence (Barney, 1999). Firm attributes such as an
organization‟s culture (Barney, 1986), its reputation among customers and suppliers
(Klein, et al., 1978), its trustworthiness (Barney 1994), and so forth are difficult for
firms without these resources and capabilities to conceive of, let alone implement,
these same strategies. However, although it is possible to specify how these social
complex resources add value to a firm, and there is little or no causal ambiguity
surrounding these resources, it may be still be very difficult for a firm without these
resources and capabilities to create them (Barney, 1991a). That‟s because socially
complex resources and capabilities are generally beyond the ability of managers to
change in the short term (Barney (1999) after Porras and Berg 1978).
Organization
To make the valuable, rare, and imitable resources become a source of sustained
competitive advantage a firm need to be organized to exploit the potential offered by
these resources (Barney, 1991a). This is so called the organizational processes that
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provide the fourth condition necessary for realization of sustainable competitive
advantage.
Numerous components of a firm‟s organization, such as the formal reporting structure,
the explicit management control system, and the compensation policies, are able to
influence a firm‟s ability to exploit the full competitive potential of its resources and
capabilities (Barney, 1991a). “These components are often called complementary
resources and capabilities as they have limited ability to generate competitive
advantage in isolation” (Barney, 1991a).

4. Analytical tools and frameworks
As the introduction presented before, RBT hold the point that the possession of
specific resources is very crucial to lead to a competitive advantage. Therefore, it is
necessary to presents some analytical tools helpful in analyzing the potential of a broad
range of firm resources to be sources of sustained competitive advantage.
In the following paragraphs two analytical tools used to identify resources and
capabilities that have the potential to create competitive advantage are present. They
are the Value Chain-analysis and the VRIO-framework.
4.1.Value Chain Analysis
If organizations are to achieve competitive advantage by delivering value to customers,
managers need to understand which activities they undertake are especially important
in creating in creating that value and which are not, and, more important, which
resources or competences are applied to support these activities and make competitive
advantage sustained (Porter, 1985).
One way to identify resources and capabilities that have the potential for creating
competitive advantage for a firm is to engage in value chain analysis. Most goods or
services are produced through a series of vertical business activities (Barney, 1997).
This set of vertically related business activities is a product‟s value chain. Each stage in
a product‟s value chain typically has physical, financial, human, intellectual, and
organizational resources around it (Barney, 1997). Different firms can choose to focus
on different activities of a particular product‟s value chain. A firm‟s choice about those
activities in a value chain that it will focus on can have significant impacts on the kinds
of resources and capabilities it will control (Barney, 1997). Therefore, understanding
which activities in a product‟s value chain a firm operates in can be helpful in
identifying the types of physical, financial, human, intellectual, and organizational
resources a firm likely to control (Barney, 1997). The ability of these resources and
capabilities to generate competitive advantages can then be analyzed.
Through value chain analysis, firm resources and capabilities can be think about at a
very micro level. Barney hold the opinion that “it is usually more helpful to think about
how each of the activities a firm engages in affects the physical, financial, individual
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and organizational resources in a firm.” As a result, with this analysis, it is possible to
begin to understand potential sources of competitive advantage for a firm in a much
more detailed way. Moreover, based on value chain analysis Barney (1997) also
suggest that firms simultaneously gain competitive advantages in some value-chain
activities, competitive parity in other activities, and even competitive disadvantages in
other activities. As a result, not only should a firm‟s resources and capabilities be
understood at a micro level, but also the concept of competitive advantage can also be
applied at this level (Barney, 1997). This can lead to a much richer and complex
understanding of a firm‟s overall competitive position in an industry.
Because value chain analysis can be so helpful to identifying the physical, financial,
human, intellectual, and organizational resources and capabilities controlled by a firm,
several generic value chains for identifying firm resources and capabilities have been
developed. Among them the most famous one is the concept developed by Porter in
1985. The detail introduction of Porter‟s value chain analysis is presented in Chapter
two.
4.2.VRIO-framework
The definition of a firm‟s resources and capabilities, and the two assumptions of
resource heterogeneity and resource immobility, are quite abstract and not directly
amenable to the analysis of a firm‟s strengths and weaknesses. Therefore, Barney
(1991a) developed a framework, based on this definition and on these two
assumptions that is more generally applicable. This framework is called the VRIO
framework. It is structured in a series of four questions to be asked about the business
activities a firm engages in (Barney, 1991a):


The question of value: Do firm‟s resources and capabilities enable the firm to
respond to environmental threats and opportunities?



The question of rarity: Is a resource currently controlled by only a small number of
competing firms?



The question of imitability: Do firms without a resource face a cost disadvantage
in obtaining or developing it?



The question of organization: Are a firm‟s other policies and procedures organized
to support the exploitation of its valuable, rare, and costly to imitate resource?

The answers of these questions determine whether a particular firm resource or
capability is strength or a weakness.
The questions of value, rarity, imitability, and organization can be brought together
into “a single framework to understand the return potential associated with exploiting
any of a firm‟s resources or capabilities” (Barney, 1991). This is presented in Figure
4-1. The relationship of the VRIO framework to strengths and weakness is also
presented in Figure 4-1.
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Figure 4-1 VRIO framework

Source: Barney (1991a)

“If a resource or capability controlled by a firm is not valuable, that resource will
not enable a firm to choose or implement strategies that exploit environmental
opportunities or neutralize environmental threats” (Barney, 1991a). It will be costly
for firms to exploit this resource, and put themselves at a competitive disadvantage
compared to firms that don‟t use these nonvaluable resources.
Exploiting the resource or capability which is valuable but not rare in conceiving and
implementing strategies will make firms generate competitive parity and normal
economic performance (Barney, 1991a).
A firm exploiting a resource or capability which is valuable and rare but not costly to
imitate will gain a first-mover advantage, since it is the first firm that is able to exploit
a particular resource, and then generate a temporary competitive advantage and
above-normal economic profits (Barney, 1991a).
If a resource or capability is valuable, rare, and costly to imitate, firms exploiting this
resource will generate themselves a sustained competitive advantage and
above-normal economic profits (Barney, 1991a). In this case, competing firms face a
significant cost disadvantage in imitating a successful firm‟s resources and
capabilities, and thus cannot imitate this firm‟s strategies (Mata, Fuerst and Barney,
1995). The related analysis is suggested earlier in this chapter.
The question of organization plays as an adjustment role in the VRIO framework. As
explained earlier in this chapter, poor organization would lead a firm that has the
potential for competitive advantage to obtain only competitive parity or even
competitive disadvantages (Barney, 1991a).
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5. Discussion
To understand the concept of RBT more easily and clearly, try to consider the
example of Dell Computer. Dell is in the highly competitive personal computer (PC)
business, with 1999 sales of $ 25.3 billion. When analyzing the environment of PC
industry through Porter‟s five-force model, numerous threats and relatively few
opportunities are revealed. The level of rivalry in this industry is very high. Hundreds
of electronics firms around the world and sell PC for the home and business. Fierce
price competition periodically erupts in the industry. Large corporate buyers are able
to use their volume to leverage ever-lower prices from PC makers, and critical
suppliers to the industry, including Intel and Microsoft, have enormous power and
influence. Only the threat of substitutes is moderate in this industry, as few obvious
substitutes for personal computers exist. However, under this situation Dell computer
has still earned very high levels of profitability. Dell is not the only firm that has been
able to obtain high levels of economic performance, despite conducting business in a
very competitive industry. Wal-Mart operates succeed in the highly competitive
discount retail sale industry where has consistently experienced price competition and
margin erosion. Southwest Airlines has highly performance in the airline business
where racked by profit-destroying competition.
Given these industry environments, it is not surprising that many companies have
found it difficult to remain profitable, so how such highly performance is achieved by
Dell, Wal-Mart, and Southwest Airline? According to Barney (1991a), RBT is used to
explain their successes. Barney (1991a) hold the opinion that the highly performance
of some firms in industries with so many threats and few opportunities reminds us that
the competitive environment outside a firm is not the only determinant of the profit
potential. Firm‟s internal skills and capabilities are also very crucial for maintaining
highly performance. Some firms are able to develop and implement strategies that
generate high levels of profit in competitively difficult industries. Other firms conduct
business in industries with relatively few threats and enormous opportunities, only to
choose and implement strategies that generate below-normal economic performance
(Barney, 2002). It is very necessary to look beyond the analysis of threats and
opportunities exist in a firm‟s environment and examine the unique strengths and
weaknesses that a firm might possess (Barney, 2002).
According to Hofer and Schendel (1978), strategy is defined as “the match an
organization makes between its internal resources and skills ... and the opportunities
and risks created by its external environment”. The prominent example of strategy
analysis focused upon the link between strategy and the external environment are
Michael Porter‟s competitive strategy framework, which is also named as the market
driven perspective by Rivard et al. (2006). The resource-based view of the firm,
which conceptualizes the enterprise as a „bundle of unique resources‟, is used to
analyze firm‟s internal capabilities. To formulate a strategy, both these two
perspectives on strategic management should be taken into account. On one hand, a
strategy only concerned about the market environment without enforce firm‟s internal
48

capabilities will often be imitated very easy by competitors. Such strategy lays the
eggs that other companies hatch. On the other hand, a strategy only concerned about
company‟s internal capabilities without the industry situation often make one invest
too much on the quest for productivity, quality and speed, but frustrate by their
inability to translate those gains into sustainable profitability (Porter, 1996). Such
strategy makes „operational effectiveness and management tools‟ take the lead. “As
managers push to improve on all fronts, they move farther away from viable
competitive positions” (Porter, 1996).
In consequence, RBT provide company many useful tools and frameworks can be
used to achieve competitive advantage. It places the firm rather than the industry at
the center of strategy formulation and strategy decision-making, and emphasis the
importance of the relationship between firm‟s resources (or competences) and
competitive advantage. However, to formulate a strategy, RBT is not enough. A valid
strategy should take into account both the environment and the firm itself, in other
words, both the market driven perspective and resource-based view need to be
considered.

6. Chapter summary
In this chapter, the literature study of RBT was conducted.
By using RBT how some firms are able to achieve superior performance compared
with others can be explain. That‟s because they have “capabilities that permit them to
produce at lower cost or generate a superior product or service at standard cost in
relation to other organizations with inferior capabilities” (Johnson, Scholes and
Whittington, 2008). The RBT places the firm rather than the industry at the centre of
strategy formulation and strategy decision-making (Segal-Horn, 1998). Unlike
Michael Poter‟s analysis of industry structure and competitive positioning which
focus upon the link between strategy and the external environment, RBT link strategy
with the firm‟s resources and competence (Robert, 2001).
There are three key concepts that underpin RBT. The first is the principle of „resource
heterogeneity‟, which assumes that firms are not identical, but consist of a unique
cluster of resources, both tangible and intangible, and capabilities (Barney, 1991).
These will differ between firms in the same industry and will make possible different
strategies and different performance (Barney, 1991). The second is the principle of
„resource immobility‟, which assumes that the resources and capabilities may not be
perfectly mobile, and can be difficult for one organization to obtain or copy the
capabilities of another (Johnson, Scholes and Whittington, 2008). The third is that an
organization will achieve competitive advantage when it has capabilities that its rivals
do not have or have difficulty in obtaining (Johnson, Scholes and Whittington, 2008).
The possession of valuable, rare, imperfectly imitable, and organizationally exploited
resources and capabilities lead to sustained competitive advantage. For analyzing
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resources leading to competitive advantage, it is necessary, first, to identify the
resources and capabilities, on which the product or service is rooted. The
VRIO-framework and Porter‟s Value Chain Analysis support the identification of
resources and capabilities fulfilling those criteria at best.
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Chapter 5: Blue Ocean Strategy versus Resource-based Theory
1. Introduction
Chapter 3 and Chapter 4 described the two theories, Blue ocean strategy and the
Resource-based theory, which will be used in this project. Chapter 5 deals with the
answer to theoretical sub research question 6 and 7:
“What are the similarities and differences between competitive strategy and blue
ocean strategy?”
“Which main elements should be extracted from the Blue Ocean Theory and the
Resource-Based Theory to derive the theoretical framework?”
To make the comparison of BOS and RBT, firstly, the relationship among
resource-based view of the firm (RBV), Porter‟s market driven perspective (named
market-based view (MBV) in this project) and competitive strategy (CS) will be
discussed. Secondly, through the discussion among these three perspectives the
conclusion that CS is defined as a competing view contains both the RBV and RBV is
drawn. Therefore, the comparison between BOS and RBT will be made based on the
understating of different strategic essence of CS and BOS. At last, the theoretical
framework will be drawn.

2. Resource-based view versus Market-based view
As we mentioned in the last chapter, RBT is not enough for strategy formulation.
Companies need to concern about both the environment of an industry and its internal
resources and competences. It‟s very important to understand the strategy as “the
match an organization makes between its internal resources and skills ... and the
opportunities and risks created by its external environment” (Hofer and Schendel,
1978). Therefore, CS as a kind of management strategy, it is necessary to consider
both the industry structure and firm‟s internal ability during the formulation section.
Moreover, along with the development of strategic management theory, it is one-sided
to nearly understand CS as Porter‟s competitive strategy framework which underlines
a market power imperative and more a market driven perspective. Since CS refers to
how a company competes in a particular business, in this research the term of CS is
broadened to a strategy with how a company can gain a competitive advantage
through a distinctive way of competing. CS is no longer just equal than Porter‟s
market driven perspective. Under this definition, two research perspectives, Porter‟s
framework of competitive strategy and the more recent resource-based view of the
firm, need to be considered.
A valid CS should be built upon the complementarily between RBV and MBV. In
strategy research, some authors have already proposed that the two perspectives are
complementarily rather than being opposed (Rivard et al., 2006). To illustrate this
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complementarily, the SWOT framework has been used. “The market-based
perspective providing the analysis related to opportunities and threats, and the
resource-based view corresponding to the strengths and weakness component of
SWOT” (Rivard et al. (2006) conform to Spanos and Lionkas, 2001). Moreover, a
composite model (see figure 5-1) is also developed by Spanos and Lionkas (2001) “to
identify the relative impact of industry vs. firm specific factors on firm performance”.
Figure 5-1 Resourced-based view and Market-based view – an integrated model

Source: Spanos and Lioukas (2001)

According to Spanos and Lionkas (2001), this model illustrate three effects: (1)
strategy (or “utility”) effects that constitute the necessary condition for above average
performance, (2) industry and (3) firm specific effects that provide the sufficient
conditions for the sustainability of performance.
The first type, strategy effects, is acknowledged by both RBV perspective and MBV
perspective; it consists in the direct effects of strategy on performance (path γ3 on Fig.
1). Here, the model shows that when a firm creates value for buyers, either via
differentiation or cost leadership, this will impact its performance. The second type of
effects, industry effects (paths γ1 and γ2) constitutes the competitive strategy
perspective component of the model. These effects are depicted as direct industry
(path γ2) effects and indirect industry effects (path γ1*γ2). More specifically: Path γ2
shows the specific industry effects to performance when a firm has chosen a defensive
type of positioning. This position would aim toward protecting the firm against the
competitive forces. Indirect industry effects (path γ1) on the other hand are those that
could result from “offensive” strategic moves; in Spanos and Lioukas‟ (2001) terms,
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“under the offensive type of positioning, strategy influences the relative balance of the
competitive forces the firm confronts”. The third type of effects, named firm assets
effects, relate to a resource-based view of the firm. On one hand, path γ4 represents
the efficiency type effect which is a direct effect between firm assets and performance.
It denotes the direct influence on performance resulting from the possession of. On
the other hand, path γ5 shows the impact of firm assets on strategy. That is “the
presence of resources will enhance the firm‟s ability to design competitive strategies,
be they of a cost leadership or of a differentiation type a superior stock of available
resources” (Rivard et al. (2006) conform to Mata et al., 1995). As a result, there exists
“a combined influence on performance resulting from the firm‟s ability to develop
and/or modify its strategy posture, which ability is a consequence of available stock of
resources” (path γ4*γ5) (Spanos and Lionkas, 2001).
According to this model, the two perspectives, Porter‟s MBV and RBV, are
established on different premise. The former is based on a market power imperative
and considers industry structure as the primary cause of strategy and performance; the
latter emphasizes the importance of firm-specific capabilities and posits that the
necessary condition for a firm‟s success is its ability to create distinctive capabilities.
Whereas, both the MBV and RBV acknowledge the importance of an attractive
strategic position (i.e., competitive advantage) viewed as an objective of firm strategy
activities (Spanos and Lionkas, 2001). For both, the central issue is the creation of
value for buyers, either in the form of differentiated product, or one produced with
lower costs (Spanos and Lionkas, 2001). That is so called the trade-off between cost
and differentiation.
More specifically, when ask the question why does a company want to apply RBV or
MBV? Someone may answer that that‟s because a company wants to understand the
opportunities and threats of the industry, or the strengths and weakness of itself.
However, this is not the ultimate objective. In my points of view, no matter which
perspective, RBV or MBV, they choose and what kinds of information they want to
know, they are going to create value through the achievement of competitive
advantage. In other words, although the start point is different for RBV and MBV (the
former start from analyzing the outside market structure, the latter start from
analyzing company‟s internal resources and competences), same ultimate objective is
fulfilled. In addition, their central issues are also the same that is the creation of value
for buyers, either via differentiation or cost leadership.
In consequence, when considering the strategic essence (i.e., strategic objective) of
CS, RBV and MBV follow the logic discussed in the previous paragraph, we can
claimed that they are the same. The essence is to achieve competitive advantage
through cost-differentiation trade-off.
In the next section, the comparison between BOS and RBT will be made based on the
understating of different strategic essence of CS and BOS. In the master thesis of Simon
Düsseldorf (2009), he also conducted a comparison for BOS and RBT, the differences
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is described as follow: the RBT is an inside-out approach, and it is reactive because the
firm should possess resources and capabilities to respond to environmental threats and
opportunities. In contrast, the BOS embodies the outside-in approach where the
opportunities and threats are taken as a chance to deliver a new strategy. However, in
my opinion, this difference is the outward appearance of these two theories, and it is not
enough to explain the distinction between them. Porter‟s market driven perspective
(MBV) is also defined as an outside-in approach, whereas, can we claim that BOS is the
same as MBV? Obviously, the answer is negative. In other words, when make the
comparison for BOS and RBT, Simon firstly ask the question “How to apply BOS and
RBT respectively?”, then through comparing the answer of these two questions he drew
this conclusion. In contrast, in my opinion, answering the question “Why does one
apply BOS and RBT?” is more important than answering the question “how”. It will be
easier for us to make the distinction of BOS and RBT when the difference of their
strategic essence (i.e., objective) is figured out.

3. Blue Ocean Strategy versus Resource-based Theory
In my points of view, to formulate a strategy at least three procedures should be
considered, (1) strategy positioning, (2) making choice among different strategy
alternatives, and (3) strategy sustainable, without excepting RBT and BOS. However,
these two strategic management theories fulfill different strategic essence (i.e.,
objective) in the first two procedures make them distinguish between each other.
In the last section, the discussion about the strategic essence of CA, RBV, and MBV
has been presented. Although there are some differences come from answering the
question “how to apply them”, they share the same strategic essence – achieving the
competitive advantage. As a result, the comparison between RBT and BOS will focus
on explaining the different strategic essence of CS and BOS in the first two strategic
procedures (strategic positioning and strategy alternatives).
3.1.Difference on strategic positioning
According to the point Porter (1996) mentioned in the article “What is Strategy?”,
competitive strategy is about different, it is about outperformance rivals by providing
customers with what they want, or need, better or more efficiently. Therefore,
choosing to performance activities differently than rivals do is essence when company
positioning their strategy based on this objective. As a result, the strategic positioning
in CS is about benchmark the competitors within the boundary of an industry, then try
to create a different strategic position from them and make the company strategy
distinguish from others competitors‟.
The same as CS, to apply BOS, the first question company need to consider is how to
positioning themselves. However, in contrast with CS in which positioning is still
limited to the boundary of its current industry, company need to break out of the
accepted industry boundaries which define how they compete and position
54

systematically across them to create a blue ocean. That‟s because if company still try
to positioning in the boundary of a known industry where flooded with numerous
kinds of competitors, even a new segment is difficult to find out, to say nothing of
blue oceans. In addition, strategic positioning overfocus on the existing customers
within the industry boundary, often lead to finer segmentation and greater tailoring of
offerings to better meet customer preferences, and risk creating too-small target
market which lake of profitability (Kim and Mauborgne, 2004).
3.2.Difference on strategy alternatives
In CS, when companies make decision about what kinds of strategy options is needed,
their objective is the achievement of one of the two kinds of competitive advantage:
cost leadership or differentiation. In contrast, the strategy objective followed in BOS
is the achievement of so-called value innovation.
Strategy alternatives in CS
In CS, after company set its defense position, there is an essential to make choice
between cost and value for the strategy formulation (Porter, 1985). According to this
approach, companies can either create great value to customers at a higher cost or
create a reasonable value at a lower cost. More specifically, Porter (1985) proposed
three different „generic‟ strategies by which an organization could achieve competitive
advantage: “overall cost leadership”, “differentiation” and „focus‟, and argue that a
company‟s strategy is the choice among these three „generic‟, whenever one choice is
made, the other two needs to be given up. Similarly, Treacy and Wiersema (1993)
developed the three value disciplines, “operational excellence”, “customer intimacy”,
“and product leadership”, also giving the argument that companies that have taken
leadership positions in their industries typically have focused on delivering superior
customer value in line with one of these three value disciplines.
In my points of view, no matter which approach (Porter‟s three strategy generic or
Treacy and Wierserna‟s three value disciplines) company followed to decide the
strategy alternatives, it is the trade-off between cost and differentiation. Taken the
three value disciplines as an example (the trade-off between cost and differentiation is
more clear and easy to understand in Porter‟s three generic than the three value
disciplines, therefore the explanation about three value disciplines is given). On one
hand, the term of “operational excellence” is very similar as “cost leadership” strategy.
Since both of these two descriptions have the objective to provide customer with
reliable products or services at competitive prices and delivered with minimal
difficulty or inconvenience, and both of them emphasis on seeking ways to manage
cost efficiently, such as through minimizing overhead cost, eliminating intermediate
production steps, reducing transaction cost, or optimizing supply chain and business
processes. On the other hand, the value disciplines “customer intimacy” and “product
leadership”, in my opinion, can be described as the two different methods of
achieving product or service differentiation. That‟s because company who choice
these two different value disciplines share the same objective – make the product or
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service different from others‟ in order to raise the value proposition to buyers.
However, the difference between them is: those who pursuing the former discipline
(customer intimacy) achieving differentiation through continually tailoring and
shaping products and services for the increasingly fine definition of the customer;
those who pursuing the latter discipline (product leadership) achieving differentiation
through striving to produce a continuous stream of state-of-the-art products and
services. In brief, the value of buyers can be leaped through both “customer intimacy”
strategy and “product leadership” strategy. The former focuses on product
customization and special requests fulfillment, and the latter focuses on product and
technology innovation.
The arguments developed by Porter (1996), Barney and Hesterly (2008), and Treacy
and Wierserna (1993) suggest that cost leadership and product differentiation, or the
three value disciplines, under certain conditions, can all create sustained competitive
advantages. Given the beneficial impact of all strategies on firm‟s competitive
position, an interesting question becomes: Why not a single firm simultaneously
implements both cost leadership and differentiation or all three value disciplines? If
each separately can improve a firm‟s performance, wouldn‟t it be better for a firm to
implement both? In short, why companies have to choose? Treacy and Wierserna
(2003) hold the opinion that, that‟s because each discipline requires a company to
emphasis different processes, to create different business structures, and to gear
management systems differently. Companies that try to master two disciplines have to
resolve the inherent tensions between the operating models demanded by each value
discipline (Treacy and Wierserna, 1993). This is a very challenging task, and often
ends up with creating managerial complexity, consequently cause confusion, tension,
and loss of energy (Treacy and Wierserna, 1993). Similarly, Barney and Hesterly
(2008) argued that the organizational requirements of these strategies are essentially
contradictory, it is very difficult for a single firm combine these multiple contradictory
skills and abilities, some firms attempting to implement both strategies normally end
up doing neither well. These firms are side to be “stuck in middle.” In addition, Porter
(1996) also explained the trade-off based on the resource-based perspective. He gave
three reasons to answer the question “why the trade-off is necessary?” The first is the
inconsistencies in image or reputation. “A company known for delivering one kind of
value may lack credibility and confuse customers – or even undermine its reputation –
if it delivers another kind of value or attempts to deliver two inconsistent things at the
same time” (Porter, 1996). The second is arising from activities themselves. Different
positions (with their tailored activities) require different product configurations,
different equipment, different employee behavior, different skills, and different
management systems (Porter, 1996). Many trade-off reflect inflexibilities in
machinery, people, or systems. The third is the limitation on internal coordination and
control. By clearly choosing to compete in one way not another, senior management
makes organizational priorities clear (Porter, 1996).
Although Barney, Treacy and Wierserna recommended company to make the choice
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between cost leadership and differentiation, or among the three value disciplines, they
didn‟t deny the possibility of achieving competitive advantage by mastering two. Two
representative examples are often used to describe this possibility (Barney and
Hesterly, 2008). McDonald‟s has begun its business with a product differentiation
strategy (or customer intimacy strategy), emphasizing cleanliness, consistency, and
fun in its fast-food outlets. Over time, McDonald‟s has used its differentiated product
to gain the largest market share in the fast-food industry. This market position has
enabled it to reduce its cost and make it now become the cost leader in fast foods as
well. A decade ago, Toyota successfully pursued a cost leadership strategy (or
operational excellence strategy); today, it retains its mastery in cost leadership, and,
through its breakthroughs in automobile technology, it is moving ahead in product
leadership as well. Although McDonald and Toyota are successful in both cost
leadership and product differentiation (or both two value disciplines), they did not
pursue these two strategy simultaneously at the beginning of their business. The
success of McDonald in cost leadership is based on the large number of potential
customers attractive by its product differentiation. The success of Toyota in product
leadership is based on the competitive advantage achieved by its cost leadership.
Consequently, in CS, companies who are masters of two often pursue two different
strategic alternatives sequentially. The leadership position of one strategy will help to
achieve the success in other strategies.
RBT also shares the same strategic essence (or objective) with CS which is trying to
achieve competitive advantage and make it sustainable. The strategic alternative in
RBT is also base on the cost-differentiation trade-off. The difference is RBT emphasis
the ability of firm use resources and competence to achieve competitive advantage by
either reducing a firm‟s cost or differentiating its products or services is also crucial in
strategy (Barney, 2001a).
Strategic alternatives in BOS
Creating competitive advantage is the primary objective that every strategic
movement based on CS framework need to concern about. Such strategic movement
to achieve competitive advantage under the concept of CS is so called
cost-differentiation trade-off which we discussed in the last paragraph. However, BOS
seeks to turn strategic movement on its head by replacing „competitive advantage‟
with „value innovation‟ as the primary objective where firm must create consumer
demand and exploit untapped market.
Value Innovation (see chapter three) is the cornerstone of BOS and form the objective
of strategy alternative in BOS. It also gives rise to the essential difference between CS
and BOS. In my point of view, based on the difference of Value Innovation and
cost-differentiation trade-off, there are at least three aspects making the distinction
between BOS and CS.
Firstly, in CS, no matter which generic strategic company choose, the focus is always
on beating the competition and using the competition as the benchmark. Taken „cost
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leadership‟ for example, companies choose this strategy usually try to provide
products or services have the same buyer utility as its competitors but with a lower
cost. Whereas, Value Innovation try to move the eyes from competitors to customers,
and focus on making the competition irrelevant by creating a leap in value for both
the buyers and company itself.
Secondly, instead of making a choice between cost and value, value innovation
creates a new way of thinking about and executing strategy. It seek to create a new
market space pursue differentiation and low cost simultaneously.
Thirdly, the way to improve company‟s cost structure is different in value innovation
and „cost leadership‟ strategy. In CS, driving cost down to establish cost leadership is
often through managing cost more effectively, or stated another way, through
operational effectiveness. Since by using competitors as benchmark, every actions to
reduce cost have a major premise that the utility of products or services company
offers to their customers should at least equal to their competitors‟. In other words,
company has no motivation to reduce or eliminate the feature of product, because all
they want to do is benefit its customers with the same product features for lower
prices or more product features for the same price. In other words, operational
effectiveness means performing similar activities better than rivals perform them
(Porter, 1996). To manage cost effectively, attention has to be paid to key cost drivers
as follows: „Economies of scale‟, „supply cost‟, „product/process cost‟, and
„experience establish‟. In coherence to the view of RBT, these key cost drivers are the
sources of competitive advantage. The ability of firm use resources and competences
to achieve competitive advantage through these cost drivers is crucial in strategy.
Whereas, in BOS, managing cost more effectively is not the only way to improve cost
structure. Since company is no longer use competitors as the benchmark, through
eliminating and reducing factors the industry competes on, company can also achieve
a leap in value for itself either (see the action of “eliminate” and “reduce” in the FAF).
More specifically, when factors of products are taken for grants even though they no
longer have value or may even detract from value, these factors need to consider
eliminating (Kim and Mauborgne, 2004). When factors are overdesigned in the race to
match and beat the competition, customers have often been overserved and the
investment of those factors will only increase company‟s cost structure for no gain
(Kim and Mauborgne, 2004). As a result, such factors need to reduce well below the
industry‟s standard. In addition, since these factors are not so valuable as company
predict, eliminate and reduce them will not observably drive down the buyer‟s utility,
sometimes may even improve the buyer‟s impression toward this product. Similarly,
Porter (1996) also argued that although the resulting operational improvements (or
cost effectively) have often been dramatic, many companies have been frustrated by
their inability to translate those gains into sustainable profitability. “Constant
improvement in operational effectiveness is necessary to achieve superior profitability.
However, it is not usually sufficient” (Porter, 1996). That is because (1) the rapid
diffusion of best practices and (2) the competitive convergence (Porter, 1996).
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Competitors can quickly imitate management techniques, new technologies, input
improvements, and superior ways of meeting customers‟ needs. The most generic
solution diffuses the fastest. As a result, the more benchmarking companies do, the
more they look alike. The result is zero-sum competition, static or declining prices,
and pressures on costs that compromise companies‟ ability to invest in the business
for the long term and move them farther away from viable strategic position (Porter,
1996).
Moreover, in the Four-action framework of BOS, there are another two actions which
called „create‟ and „raise‟. These two actions are very similar to the differentiation
strategy in CS. They both try to increase value for customers through different or
unique features and characteristics of a company‟s products or services. BOS
emphases that value innovation is not the same as technology innovation and market
pioneering. Value innovation occurs only when companies align innovation with
utility, price, and cost position. Innovation without value tends to be
technology-driven, market pioneering, or futuristic, often goes beyond what buyers
are ready to accept and pay for (Kim and Mauborgne, 2005). Similarly, in
differentiation strategy, when firms try to differentiate they products or services with
some innovation, Some factors influence the adoptability of its customers need to be
considered, such as the compatibility, complexity, and communicability of the new
product feature.
Through the analysis of the previous paragraphs, the difference of RBT and BOS was
released through the comparison of the different strategic essences between them. In
the next section, the researcher will discuss the question about how to make strategy
become sustainable. In this project, new strategic options for will be formulated for
Minxiong. Moreover, the researcher also wanted to make the strategy sustain.
Therefore, the discussion that will be presented next is very crucial for the following
research, and the theoretical framework will also be built based on this.

4. The sustainability of Competitive Strategy and Blue Ocean Strategy
In this section, the third procedure of strategy formulation, which is making the
strategy sustainable, will be discussed. As the researcher mentioned at the beginning
of this section, the sustainability is very crucial for any kinds of strategies, without
excepting CS and BOS. However, in BOS, although Kim and Mauborgne already
refer to the importance of sustainability, they still don‟t answer the question about
“how”. According to their points of view, BOSs have some imitation barriers root in
them (see table 5-1), and sustainability can be trace to these barriers. In other words,
they hold the opinion that a blue ocean strategy will naturally bring considerable
barriers to imitators. But reasons about the natural existence of these imitation barriers
are lack of explanation and proof by Kim and Mauborgne. Actually, the imitation
barriers listed by them can be classified into the VRIO concept (see the literature
study of RBT) developed by Barney. For example, the existing of „causal ambiguity‟
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will bring the first imitation barrier in the list; the existing of „social complexity‟ will
bring the second and seventh barrier; the existing of „rare resources‟ will bring the
fourth barrier; and as the first player in this blue ocean, some first-mover advantages,
such as the third, fifth and last barrier, can be created rely on this „unique historical
condition‟.
Table 5-1 Imitation barriers to blue ocean strategy

Source: Kim and Mauborgne (2004a)

The achievement of sustainability of BOS, in my opinion, is not so much through
looking forward to the appearance of the natural imitation barriers as through
considering seriously the sustainability during every steps of strategy formulation,
especially during the process of creating value innovation. In CS, RBT is applied to
create sustained competitive advantage. Because base on the two assumptions in RBT
that firm‟s resources and competences may be heterogeneous and immobile, the
action of imitation by current or potential competitors would become more difficult,
and giving the possibility of creating sustained competitive advantage. More
specifically, when some resources or competences of a firm achieve the four attributes
(valuable, rare, imperfectly imitable, and organized) at the same time. These resources
and competences can be claimed as the sources lead the firm to sustainable
competitive advantage. Then the firm can build its strategy based on them and sustain
a highly performance. Moreover, through applying the strategy formulated based on
these resources and competences, the company‟s cost structure or value proposition to
buyers could also be improved. Therefore, analyze the potential a broad range of firm
resources and competences could be sources of sustainability is very necessary and
helpful for sustaining a BOS. In brief, if imperfect imitation can also be built during
the formulation of BOS, this BOS will become sustainable, too.
In the next section, the discussion about how to use RBT to support and complement
BOS and make BOS sustainable will be presented. After that the theoretical
framework can be drawn.

5. Theoretical framework
In this section, the first objective of this research which is to „get insight into which
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corporate strategy theory, Competitive Strategy or Blue Ocean Strategy, are more
suitable for MinXiong based on the analysis of the current situation of Chinese feed
industry, the strategic capability of MinXiong and consider the time horizon‟ will be
fulfilled.
Since current Chinese feed industry is becoming more and more crowed (there are over
10,000 feed producers in China) and the competition is becoming more and more
fierce, simply follow the same strategy of other players and conduct a head to head
bloody competition will not be sufficient to sustain high performance. Therefore, in
this project, the researcher aimed to find new strategic options in Chinese feed
industry that can make the competition irrelevant. Through the previous literature
research, the researcher found that both competitive strategy and blue ocean strategy
emphasize the importance of firms avoiding intense competition. In competitive
strategy the achievement of this goal is through the application of resource-based view.
Through the previous discussion and analysis of this chapter, the researcher stated that
these two perspectives are able to combine with each other rather than just used them
alone. Since creating a BOS is not a static achievement but a dynamic process (Kim
and Mauborgne, 2004a). Once a company creates a blue ocean and its powerful
performance is known, sooner or later the imitators will appear. Therefore the start of
a blue ocean strategy is also the start of imitation by competitors. The question is,
how sooner or later will the imitator come? In other words, how easy or difficult is
BOS to imitate?
In order to make the BOS sustainable, the ideology of RBT can be used into BOS. In
RBT, based on the two assumptions of resource heterogeneity and resource
immobility, a sustained competitive advantage can be achieved when a firm resources
or competences have four attributes: (1) it must be valuable, in the sense that it
exploits opportunities and/or neutralizes threats in firm‟s environment, (2) it must be
rare among firm‟s current and potential competition, (3) it must be imperfectly
imitable, and (4) it must be able to exploited by a firm‟s organizational processes
(Barney, 1991). This has been developed into a framework so called the VRIO
framework, which can be applied in analyzing the potential of a broad range of firm
resources and competences to be sources of sustained competitive advantage.
Similarly, in BOS, if the value innovation is achieve through the effect of firm‟s
resources or competences which have these four attributes, then such value innovation
will become sustainability.
In consequence, when company trying to avoid the fierce competition by taken the
procedure of BOS formulation (which contains three procedure which will introduced
in following part), the framework of RBT can be applied at the same time to identify
the potential of firm‟s resources and competences become the sources of sustainability.
Then through the positive effects of these resources or competences either on firm‟s
cost structure or on its value proposition to buyers, it is possible to create a sustainable
BOS. The improved formulation procedure is illustrated in the theoretical framework
(see figure 5-2). This framework here is based on the structure of integrated model of
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Resourced-based view and Market-based view (See the previous part of this chapter).
Figure 5-2 Theoretical Framework
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Moreover, as the researcher stated in the previous paragraph that it is very important
to understand the strategy as “the match an organization makes between its internal
resources and skills ... and the opportunities and risks created by its external
environment” (Hofer and Schendel, 1978). Through the approach and framework of
RBT, the firm‟s internal resources and competences that can lead it to sustainable
competitive advantages were identified. However, that is not enough for the
formulation of BOS. To make the BOS valid, the overall picture of the industry also
need to be understood clearly in the mind of researcher. According to Bivard et all
(2006), RBV and MBV are complementarily rather than being opposed, and a valid
CS should be built upon the complementarily between these two perspective. This
logical is also useful when formulating a BOS. A valid BOS should be also built upon
the complementarily between RBV and MBV. As a result, to formulate a sustainable
BOS for Minxiong, firstly, the overall picture of Chinese feed industry will be drawn;
secondly, the resources and competence which can be the sources of competitive
advantages will be identified; at last, the BOS will be formulated base on the result
concluded from the first two processes and by applying the approach designed by
Kim and Mauborgne (2004a). In addition, to understand the situation of the industry
more comprehensive, the industry situation analysis here will not only be the Porter‟s
five forces framework. The value chain analysis, the macro-environment analysis, and
the market profile analysis (strategic canvas) will also be conducted.
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In brief, the research have a objective to formulate strategic options for Minxiong, a
Chinese feed processing company, to help it avoiding the fierce competition of
Chinese feed industry, and also make these strategic options sustainable. Through the
literature study of BOS and RBT which emphasize the importance of firms avoiding
intense competition, the researcher had found a way to combine these two
perspectives. That is applying the RBT to identify the resources and competences
which lead to sustainable advantages, and then formulate the BOS strategy based on
the effect of these resources and competences. Moreover, to make the strategy valid,
the clearly understanding of the overall picture of the target industry is also required.
In addition, to formulate a BOS for Minxiong, the approach designed by Kim and
Mauborgne (2004a) will be used. As introduced in pervious chapter, the main
analytical tools and frameworks used in BOS are „strategy canvas‟, „four-action
framework‟, and „six-path framework‟. To formulate a BOS effectively, these three
tools need to be integrated systematically. Therefore, a logical procedure was
organized.
In my opinion, at least four procedures should be completed when systematically
formulate a BOS: (1) Drawing current strategy canvas for the company itself and its
competitors in the industry, (2) repositioning the strategy by reconstructing the
industry boundary using six-path framework, (3) creating value innovation by using
four-action framework, (4) drawing a new strategy canvas.
Firstly, through drawing the current strategy canvas the strategic profile of the
industry, current and potential competitors, and the company itself will be presented
(Kim and Mauborgne, 2004). More specifically, shows the strategy profile of an
industry depicting clearly the factors that affect competition among industry players;
shows the strategic profile of current and potential competitors identifying which
factors they invest in strategically; and shows the company‟s strategic profile or value
curve depicting how it invests in the factors of competition (Kim and Mauborgne,
2004a). As a result, through the comparison of the value curve with current and
potential competitors the defects in the company‟s strategy, such like lack of focus,
similar to the competitors, or invest in diverse and numerous valueless will be
revealed clearly. This procedure will be conducted in the analysis of industry
situation.
Secondly, to break from the competition and create an uncontested market space,
company should try to reposition their strategies through reconstructing market
boundaries and breaking out of the accepted boundaries which define how they
compete. Instead of looking within the boundaries managers need to look
systematically across them by applying the Six-path framework.
Thirdly, after a new market space is defined, value innovation as the cornerstone of
BOS needs to be added to the strategy. The Four-action framework is the analytical
tool used in BOS to help company pursue low cost and differentiation simultaneously.
Only when value innovation is achieved, this new market space will become a viable
63

blue-ocean idea.
Such a blue ocean idea with value innovation will bring a brand new value curve.
Therefore, lastly, company need to draw this new value curve up and check the
quality of this new strategy. When expressed through a value curve, an effective BOS
need to have three complementary qualities: focus, divergence and a compelling
tagline (Kim and Mauborgne, 2004a). If the new strategy lack of one of these qualities,
it will likely be muddled, undifferentiated or hard to communicate with a high cost
structure.
According to the logic and processes presented above, the theoretical framework was
designed. It contains three main parts: (1) the analysis of the current situation of
Chinese feed industry which includes the value chain analysis, the
macro-environment analysis (PESTEL), Porter‟s five forces analysis, and the market
profile analysis (industry‟s key competing factor identification and strategic canvas).
(2) The application of RBT to identify the resources and competences which can be
the sources of sustainable competitive advantages. (3) The formulation of sustainable
BOS based on the analysis of the first two parts and by applying the approach and
procedure designed by Kim and Mauborgne (2004a).
From the theoretical framework the following hypothesizes are derived.


H1: The possession of one valuable, rare, imperfectly imitable, and
organizationally exploited resource leads to sustained competitive advantage.



H2: The application of the Blue Ocean Strategy Approach leads to the
identification of a new product or service which fulfills the criteria of a Blue
Ocean.

6. Chapter summary
Through the analysis of this chapter, the first objective of this project was fulfilled.
This objective is „To get insight into which corporate strategy theory, Competitive
Strategy or Blue Ocean Strategy, are more suitable for MinXiong based on the
analysis of the current situation of Chinese feed industry and the strategic capability
of MinXiong‟.
In Chinese feed industry, there are over 10000 feed mills crowed in the market.
Therefore, formulating a strategy that can avoid such fierce competition is very
crucial in Chinese market. Both CS and BOS emphasize the important of firms
avoiding intense competition. In CS, this goal is achieved by applying RBT to
indentify firms‟ internal resources and competences that can be the source of
sustainable competitive advantages. In BOS, this goal is achieve by turn strategic
movement on its head by replacing „competitive advantage‟ with „value innovation‟ as
the primary objective where firm must create consumer demand and exploit untapped
market.
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Through the analysis of this chapter, the researcher set up a way to combine BOS,
RBV and MBV. Instead of applying them alone, the researcher planned to firstly
generate the overall picture of Chinese feed industry through MBV, secondly using
the concept and framework of RBT to identify firm‟s internal resources and
competences that can be the source of sustainable competitive advantage, and at last,
formulating Blue Ocean strategies for Minxiong according to the data and information
generate through MBV, and try to make it also sustainable based on the positive effect
of resources and competences derived from RBV.
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Chapter 6: Methodology
1. Introduction
The previous chapters presented the literature study (chapter 2, 3 and 4) and also the
theoretical framework (chapter 5) which is the basis of the empirical study. The
present chapter focuses on design the methodology about how the researcher is going
to run the empirical part of the research. The aim of the methodology chapter is to
answer theoretical sub research question 8:
“What data sources and what methods will be necessary for the empirical
analysis?”
The chapter consists of seven paragraphs. The second paragraph focuses on the
technical design which includes the research strategic and data collection. Analysis the
situation of Chinese feed industry and the formulation of future strategy demand a
two-stage research strategy. Further, the methods of data sampling for both the
interview and empirical survey are reasoned. The third paragraph deals with methods of
data analysis. The description of the added value of the interview questions and
questionnaire is undertaken in paragraph four. Afterwards, in paragraph five the
reliability and validity of the project is assessed. The next paragraph highlights three
limitations of the project. Finally a chapter summary is given.

2. Technical Design
2.1.Research Strategy, Data Collection
In this paragraph, the researcher will present the research strategy that will be used to
achieve the objective of this project. The project contains a two-stage research strategy
which is presented in figure 6-1.
Figure 6-1 Research strategy design
Desk Research

Case Study (Interview)

First Stage
Current situation of
Chinese feed industry

Key Competing factors

Strategic Options for
Minxiong

Second Stage
Empirical Survey

The data and information generation related to the analysis the situation of the Chinese
feed industry requires the combination of two strategies, desk research and case study.
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More specifically, the case study is a comparative case study because “several
interrelated cases are compared” (Verschuren & Doorewaard, 2005), and the
achievement of the case study is fulfilled by several interviews with some manager of
feed companies and the expert from government and university. The results of both
the desk research and case study deliver the basis for the empirical survey. The survey
is used to gain the data that used to formulate the sustainable blue ocean strategy. The
survey can be specified as cross-sectional research, because the “material is gathered
at a certain moment in time from one and the same group” (Verschuren & Doorewaard,
2005).
Desk research is a “research strategy whereby the researcher uses material produced
by others” (Verschuren & Doorewaard, 2005). During this phase, some existing
literature and materials gathered by others will be used based on this research project.
Two main variants of desk research can be distinguished, namely literature survey and
secondary research. Parallel to this distinction between knowledge sources and data
sources, in the literature survey you would use knowledge produced, and in secondary
research empirical data produced by others. In previous chapters, the theoretical
review part of this report, since the relevant literature knowledge, such as Blue Ocean
Strategy and Resource-based Theory, was gained from the libraries of the Wageningen
University, the desk research is mainly called the literature survey. However, in the
next phase of this project, the secondary research will be conducted to generate the
existing data and analysis of the situation of Chinese feed industry, and then interpret
it from a different perspective in the course of the project.
Case study is a type of research during which the researcher tries to gain “a profound
insight into one or several objects or processes that are restricted in time and space”
in order to give a holistic and qualitative insight into the matter at hand (Verschuren &
Doorewaard, 2005). In the following phase of this project the term case study is
associated with several interviews which are conducted on some managers of
companies which are active in Chinese feed industry, the related government experts
and the university professors. Data from every respondent will be utilized in the final
report: the respondent‟s profile, the company‟s profile and market, supply chain,
strategy and other relevant opinions.
Survey research “is a type of research in the course of which the research tries to gain
an overall picture of a comprehensive phenomenon spread out over a period of time
and space” (Verschuren and Doorewaard, 2005). The objective of survey research in
this project is to generate the data that can be used to formulate the strategy options
for Minxiong. The sample of the survey is the animal farmers who are running their
business in Longyan, a city of Fujian province. These animal farmers include the
current customers of Minxiong and the customers of its competitors
Moreover, the researcher would like to argue that the combination of desk research
and cast study, and later the survey are necessary to enable the completion of the
project. First, formulating the sustainable blue ocean strategy for Minxiong requires a
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detailed understanding of the current situation of Chinese feed industry. In the first
stage, the desk research leads to an overall industry overview, but not more. To call for
more specific data than in the literature available, the researcher decides to conduct
several interviews. In the beginning of the project the case study was not scheduled.
However, the researcher argues that conducting an interview schedule (see appendix 1)
will lead to the specific information required to formulate the strategy options. A few
top managers of firms active in Chinese feed industry are selected. Further, some
government officials and some university professors are interviewed, all are assumed to
have a bird‟s eye view. The interviews provide in depth information, which lead to a
specific characterization of the Chinese feed industry. By the interviews also the
relevant information for the empirical survey will be collected. Additionally the
information about Chinese feed industry is precise because interviewees are insiders
and know pretty well about the situation. The interview findings and the information
extracted from the desk research give in the first stage a clear picture on what is the
current situation of Chinese feed industry, which resources and capabilities can be
sources of sustainable competitive advantage, and what is the current strategy profile
of the industry, Minxiong and its competitors (through drawing the strategy canvas).
This approach enables the researcher to establish a precise quantitative questionnaire
(see appendix) for the empirical study (survey) to compare the different focus between
feed company and animal farmers on the competing factors of Chinese feed industry.
Through the desk research and the case study one of the three objectives of this
project will be fulfilled. The objective is „give an overview of the current Chinese feed
industry situation by making a SWOT-analysis based on the current situation within
the Chinese feed supply chain, the macro business environment of the Chinese feed
industry, an investigation of the main competitors and the customers, and the strategic
capabilities of company MinXiong‟.
More specifically, the purpose of desk research and the case study are to gather specific
data on the following fields:
Table 6-1 Research fields

1.

The current situation of the Chinese feed supply chain

2.

The current situation of the macro-environment of Chinese feed industry

3.

The industry forces of Chinese feed industry

4.

The opportunities and threats of Chinese feed industry

5.

Identification of resources and capabilities leading to sustainable competitive
advantage

6.

The strengths and weaknesses of Minxiong‟s internal strategic capabilities

7.

Determination of business competing factors on which the Chinese feed
industry is taken for granted
68

8.

Clarify the performance of the feed market players on these competing
factors by drawing the current strategy canvas to identify the profile of
Chinese feed industry, Minxiong and its competitors

9.

Knowledge preparation for the later Six-path analysis, following knowledge
need to be generated



Identification of alternative industries compared to animal feed industry



Strategic groups in Chinese feed industry



Current Buyer groups of animal feed products



Identification complementary products or services to feed products



Business orientation: emotional or functional



External trends influencing the animal feed business

The first stage of the research strategy, desk research and the case study will result in
a precise answer to each of the eight pinpoints and the preparation for further analysis.
Based on these useful information and analysis, the researcher can give an overview
of the current Chinese feed industry situation by making a SWOT-analysis.
The second stage of the research strategy, the empirical survey, is design based on the
determination of business competing factors, and aim to find the different focus
between feed companies and animal farmers on the competing factors of Chinese feed
industry. In the first stage, through clarifying the competing factor of Chinese feed
industry and drawing the strategy canvas of Chinese feed industry, Minxiong and its
competitors, only the performance of feed companies on these competing factors was
illustrated. To formula the future strategic options for Minxiong, the customers
behaviors and their thoughts of factors the industry currently compete on also need to
be figure out. By using the feedback from the current customers and noncustomer, it
is possible to see where the current strategy of Minxiong need to be change and which
factors should be eliminated, created or changed.
In brief, through SWOT-analysis the researcher will gain an overall picture of
Chinese feed industry, including the clear understanding of supply chain,
macro-environment, industry forces, resources and capabilities leading to sustainable
competitive advantage, and the market‟s strategy profile. All of these data and
information build the foundation of the further research which is the formulation of
the strategic options for Minxiong. The results of the empirical survey give support
to explore the Six Paths and the Value Innovation approach to reconstruct feed
market boundaries and create blue ocean strategy for Minxiong.
Therefore, through the result the researcher gained from these two research stage, and
with the support of the previous literature study, the objective relate to the research
problem can be fulfilled. This research objective is „to give a recommendation of
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further corporate strategic options for the Chinese feed producer MinXiong by
making analysis based on the overview of the current situation of Chinese feed
industry and applying the adaptable corporate strategy theory‟.
The next paragraph explains the selection of the participants of the case studies and data
sampling for the empirical survey.
2.2.Data Sample
The basic idea of sampling is to select some of the elements in a population and so to
draw conclusions about the entire population (Cooper and Schindler, 2006). The
population elements are, for example, firms or the individual participants. The
population is defined by Cooper and Schindler (2006) as the total collection of elements
the researcher wishes to make some inferences about. In this project about Chinese feed
industry, data sampling has three compelling reasons (Cooper & Schindler, 2006): 1)
lower costs 2) greater accuracy of results 3) greater speed of data collection.
In this research project, the identification of the population and the selection of samples
for the population of Chinese feed industry was not a huge problem. First, the
researcher was able to accumulate a lot of knowledge during his academic career and
several internships. Further, the visit of several exhibitions of the feed industry and
daily updating by checking industry related newspapers supports the quick selection of
samples for the interview and the later empirical survey.
For the present project the data sampling was done twice. The next two paragraphs
explain the data sampling first for the interview and then for the empirical survey.
Interview
For gathering data from the cases the researcher decided to set up an interview schedule,
a more detailed analysis of the added value of each question is presented in the
following paragraph. Through the careful selection, this ex-ante interview is conducted
on a few top managers of feed production/processing firms that active in Chinese feed
industry. In principle, the population is all firms which fulfill the five criteria. The
selected cases should fulfill the same criteria which the samples of the empirical survey
must also fulfill:


Firm must be the feed production/processing companies or mills. Feed
production/processing companies or mills produce animal feed which relate to
each form of physical action on or to feed



The feed products the firm produce must be used on pig feeding



Headquarter in China and active its business in Fujian province



Firm has direct contact with the customers and/ or consumers. The customers and
consumers include animal farmers, distributors, traders, wholesalers and retailers.



Firm is selling animal feed include the compound feed, concentrated feed, and
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feed additives.
Since the limited time of the schedule in China, the project leads the researcher to only
invite eight firms active in Chinese feed industry. Moreover, in order to generate
sufficient data and information in a greater speed, the researcher also invited three
government officials in Fujian province and three expects of China Agriculture
University. They are chosen also because of their bird‟s eye view and their specific
knowledge about Chinese feed industry. The cases are handpicked by the researcher
due to his knowledge about where to source the most valid data which present the
situation of Chinese feed industry in an accurate way. Further, the researcher knows a
few managers of firms active in Chinese feed industry personally. Finally, six out or
eight contacted firms, three government officials and three university professors shared
their knowledge with the researcher.
In table 6-2 the cases with its specific criteria are presented.
Table 6-2 Interview case

Case

Respondent‟s Company/Institution
position in name
the firm

Headquarter Direct
is located in contact
China
with
customer/
consumer

Trading
compound feed,
concentrated feed
or feed additives
for pig feeding

Case 1

CEO

Yes

Yes

Yes

Case 2

Manager of West Hope Group
Marketing
Department

Yes

Yes

Yes

Case 3

General
Manager

East Hope (Fuzhou) Yes
Animal
Nutrition
Food Co., Ltd.

Yes

Yes

Case 4

Sales
Manager

Liu He Group

Yes

Yes

Yes

Case 5

Vice General Da Bei Nong Group
Manager

Yes

Yes

Yes

Case 6

CEO

Yes

Yes

Yes

Minxiong

Tian Bao
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Case 7

Office
Director

Fujian
Province
Agriculture
Department Animal
Husbandry Office

Case 8

Office
Director

Fujian Development
and
Reform
Commission
Agriculture
Development Office

Case 9

Office
Director

Fijian
Province
Agriculture
Department Animal
feed and Veterinary
Drug Administration
Office

Case 10 Professor
Case 11
Case 12

Case 7 to Case 12 have knowledge about
the Chinese feed industry, further, and
knowledge
about
the
customer
/consumer requirements.

China
Agriculture
University

For the detail of the information of the interview company, the interviewee, and the
data of interview please check appendixes.
Empirical Survey
The limited time of the project influences the selection of the sampling framework; here
it is probability-sampling design. Unfortunately bias arises by using this method.
Simple random is not chosen because (1) it takes more time to implement and (2) a
larger sample size will be necessary.
Therefore, the researcher only planned to investigate the pig farms locate in Fujian
Longyan where Minxiong running its business. There are total 278 pig farms register
in the Agriculture Department of Fujian Longyan, through the support of the local
government the researcher will try to get in touch with all these 278 pig farms.
Afterward the researcher and Minxiong will contact with these farms by using the
questionnaire listed in appendixes.
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3. Methods for the Data Analysis
3.1.Desk research and interview
The result of the desk research and the interview is aim to fulfill one of the research
objective of this project, which is give an overview of the current Chinese feed
industry situation. More detail, the information gathered through desk research and
interviews were analyzed to clarify the current situation of Chinese feed industry by
making a SWOT-analysis. The outcome should lead to the identification of the current
situation within the Chinese feed supply chain, the macro business environment of the
Chinese feed industry, an investigation of the strategic profile of Chinese feed
industry (drawing the strategy canvas), the resources and capabilities that can be the
sources of sustainable competitive advantage of Chinese feed industry, and the
strategic capabilities of MinXiong. Moreover, in order to prepare the knowledge and
data for the Six-path analysis, the outcome also lead to the identification of the
alternative industries compared to feed industry, strategic groups within Chinese feed
industry, current buyer groups, the orientation of the industry, complementary products
or services to animal feed products and trends which the industry is facing.
The desk research and the interview schedule provide a qualitative and quantitative
description of Chinese feed industry. Only factors the industry currently compete on
and for drawing the strategy canvas are evaluated on a quantitative basis, have the
likert scale from 1 to 10.
In order to make the desk research and the interview well organized, and according to
the theoretical framework, the researcher divided both the desk research and the
interview into four parts.
These four parts of are: (1) the description of feed supply chain; (2) the analysis of
Chinese feed industry environment situation (including the analysis of
macro-environment and industry forces); (3) the analysis of companies‟ internal
capabilities (resrouce-based theory); and (4) the profile of feed industry strategy
(drawing strategy canvas). The research fields covered by these four parts are
presented as follows:
Table 6-3 Research fields classification

 The description of feed supply chain
The current situation of the Chinese feed supply chain
 The analysis of Chinese feed industry environment
The current situation of the macro-environment of Chinese feed industry
The industry forces of Chinese feed industry
The opportunities and threats of Chinese feed industry
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 The analysis of companies‟ internal capabilities
Identification of resources and capabilities leading to sustainable competitive
advantage
The strengths and weaknesses of Minxiong‟s internal strategic capabilities
 The market profile of feed industry
Determination of business competing factors on which the Chinese feed industry is
taken for granted
Clarify the performance of the feed market players on these competing factors by
drawing the current strategy canvas to identify the profile of Chinese feed industry,
Minxiong and its competitors
Knowledge preparation for the later Six-path analysis
For the interview schedule, some questions relative to the Six-path analysis are
designed among the second and third parts to prevent some overlaps.
3.2.Empirical Survey
The information gathered through the survey was analyzed to identify the different
focus between animal farmers and feed companies on the competing factors. The
factors that Chinese feed industry currently competing on were generated through the
desk research and interviews. All of the questions have to be answered on a likert scale,
from 1 to 10. Moreover, the animal farmer was also asked to give the reason why the
make this evaluation. For the evaluation of the answers the statistic program EXCEL
will be used.
Since the time limited, it is inefficient for the researcher to fight alone. Therefore, the
researcher asked the help from Minxiong. Minxiong was agreed to assign its sale term
to help the researcher generating the data.

4. Description of the added value of the Interview Schedule‟s questions
and questionnaire
4.1.Interview Schedule
The construction of the interview and the formulation of the questions are followed by
the instructions by Cooper and Schindler (2006). Additionally, the formulation of some
questions is similar to the questions offered by Kim and Mauborgne (2005a).
The interview-schedule is structured based on open-ended questions whereby the
answer to some questions should be ranked according to their importance. The answer
to two questions is based on an interval rating, from one to ten. A few questions are
multiple choice; here the interviewee can answer with Yes or No. The largest amount of
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question is open-ended due to the fact to get a deep insight view. Further a qualitative
analysis of the answers will be done. Two answers are evaluated on a quantitative basis
to set up the strategic canvas.
The interview is aim to clarify the current situation in Chinese feed industry, the macro
business environment of the Chinese feed industry, the industry forces, the figuration
of feed supply chain, the strategic profile of Chinese feed industry (identifying the key
competing factors and drawing the strategy canvas), the resources and capabilities that
can be the sources of sustainable competitive advantage of Chinese feed industry, the
strategic capabilities of MinXiong, and to prepare the knowledge and data for the later
Six-path analysis and the later empirical survey.
The questions of interview are linked to the theoretical framework presented in chapter
4. The questions are linked to the red encircled parts of the theoretical framework (see
figure 6-2).
Figure 6-2 Links between interview questions with theoretical framework



Industry situation
Industry environment: Macro-environment
Industry forces




Supply chain analysis: Supply chain description
Market profile: Industry‟s key competing factor
Strategic canvas

Direct Industry Effects
Indirect Industry Effect

Market boundary
reconstruction
Value innovation

Blue Ocean Strategy

Strategy Effects

Market Performance

Indirect Firm Assets Effects

Organizational
Direct Firm Assets Effects

Marketing

Profitability

Firm Assets (RBT)

Technical

According to the theoretical framework, the interview is designed to consist with four
parts: (1) the description of feed value chain; (2) the analysis of Chinese feed industry
environment (including the analysis of macro-environment and industry forces); (3)
the analysis of companies‟ internal capabilities (resrouce-based theory); and (4) the
profile of feed industry strategy (drawing strategy canvas). Questions aim to generate
the data and information related to feed market boundary reconstruction and value
innovation are also designed among these four parts.
In the next section, the researcher will try to descript the add value of each interview
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question by following the sequence presented in table 6-3.
 The current situation of the Chinese feed supply chain
For receiving an overall picture of the Chinese feed supply chain and the pork chain,
the researcher ask question A.1, „what is feed supply chain and the pork chain look like,
in other words, what is their figuration? Are there any shortcomings exits on the
situation of Chinese feed supply chain?‟ According to the objective of this project,
only the description of the figuration of feed supply chain and pork chain will be
presented, the researcher won‟t go further to analyze the situation of supply chain.
The data and information that used for the description of supply chain figuration will
help the researcher to have a clearer understand of the industry situation and prepare
for the strategy formulation. The concept of supply chain management goes beyond
the research fields of this project.
 The current situation of the macro-environment of Chinese feed industry
To illustrate the current situation of the macro-environment of Chinese feed industry,
the PESTEL framework will be applied. PESTEL framework classifies the
macro-environment into six groups: political, economic, social, technological,
environmental, and legal. The data and information generated from these six groups
will give the researcher an overview understanding of the situation of the
macro-environment of Chinese feed industry.
Moreover, since the feed industry is part of an entire supply chain (for example, feed
producer is a part of pork chain), the researcher also ask interviewees try to consider
the situation of the entire supply chain when they answer the question in this part.
To analyze the political factors, the researcher asked question B.1, „What are the
current government policies or the change of government policies would that can
influence the feed industry? Are there some support or restricted policies exist?‟
To analyze the economic factors, the researcher asked question B.2, „What are the
impacts of the change of macroeconomic factors on feed production/processing
business? The macroeconomic factors are, for example, the inflation rate, the growth
rate of GDP, or the rate of unemployment.‟ Moreover, through the desk research the
researcher found that there are some threats exist and related to this section. These
threats are the overcapacity in Chinese feed industry, the shortage of feed raw
materials, and manufactured compounded feeds was still not widely used in Chinese
market. Therefore, to appreciate other's perspectives on these threats, the research
asked question B.2.1, „Do you realize the threat from the overcapacity of Chinese
feed industry or the shortage of feed raw materials? What is your opinion toward
these threats? How can the industry solve these problems?‟, and question B.2.2,
„Through my desk research, I found the phenomenon that the manufactured
compounded feeds was still not widely used in Chinese market. In your opinion, what
is the reason give rise to this phenomenon? What is your idea about solving this
problem?‟
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To analyze the social factors, the researcher asked question B.3, „Which social factors
would influences how a feed company operates? Also think about the social factors that
influence the pork demand. Social factors are, for example, demographics, lifestyle
changes, income distribution, social mobility, attitude to work and leisure,
consumerism, level of education, and so on.‟
To analyze the technological factors, the research asked question B.4, „What is the
situation of technological development in Chinese feed industry?‟
To analyze the environmental factors, the research asked question B.5, „Do you think
the growing desire to protect the environment have any impacts on feed industry. If any,
what kinds of impacts are they?‟
To analyze the legal factors, the research asked question B.6, „Which legislations are
used to regulate the feed industry? Are there some public standards or private
standards used for feed quality management?‟
 The industry forces of Chinese feed industry
For receiving an overall picture of Chinese feed industry, the researcher also conducted
the Porter‟s Five Forces analysis. The five forces framework helps identify the
attractiveness of an industry in terms of competitive forces. The five forces are: the
threat of entry into an industry; the threat of substitutes to the industry‟s products or
services; the power of buyers of the industry‟s products or services; the power of
suppliers into the industry; and the extent of rivalry between competitors in the
industry (Porter, 1980). The interview question of this section is design to generate the
data and information for the analysis of these five forces.
For the analysis of the threat of entry, the researcher asked the question B.7.1,
„What is the extent and height of the barriers to entry for feed industry? In other words,
does companies enter feed industry easily or difficulty?‟, and the question B.7.2,
„Which entry barriers exist? The entry barriers are, for example, economies of scale,
experience, capital requirements, access to supply or distribution channels, legislation
or government action, differentiation of product, and so on.‟
For the analysis of the threat of substitutes, the researcher asked the question B.8.1,
„What are the alternative products of feed for the end-consumer and why do you think
so?‟ The interview question here was also designed related the first path, which is
looking across the alternative industry of the Six-path analysis. Since the concept of
alternatives cover the concept of substitute, there is a possible to combine the question
of these two sectors. During the interview, in order to help interviewees make a more
accurate answer, the researcher will also give the introduction of the concept of
alternative and substitute. Moreover, reasons and factors make customers trade
between these alternative industries are also very important for the analysis. Therefore,
the researcher asked the question B.8.2, „Why do customers trade across alternative
industries? What are the key factors that lead buyers to trade across alternative
industries?‟
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For the analysis of the power of buyers, the researcher asked the question B.9.4,
„These different buyer groups are concentrated or fragmented?‟, the question B.9.5,
„What is the extent and height of the switching cost for your current customers? Is it
high, medium, or low? In other words, Can the current customer (not end-consumer)
easily switch to another feed products produced by competitors?‟, and question B.9.6,
„What characteristics of the feed industry influence the switching to other feed
suppliers from the customer perspective? (For example, price, product differentiation,
brand identity, the quality of feed, and so on)‟ Moreover, since more and more animal
farmers decide to produce feed by themselves, the researcher designed question B.9.7
on this phenomenon. The question is „what is the reason make more and more animal
farmers decide to produce feed by themselves? Did this phenomenon impact your
business?‟
For the analysis of the power of suppliers, the following question was designed.
Question B.10.1, „What are the main feed materials? Can different feed materials
substitute from each other? (For example, when the price of corn increases, can we use
soybean or other materials which has the lower price to substitute corn?)‟ Question
B.10.2, „What is the percentage of cost relative to total procurement in feed industry
(your company)?‟ Question B.10.3, „The supplier is concentrated or fragmented?‟
Question B.10.4, „Can feed companies easily switch to another supplier of the same
feed material? What is the extent and height of the switching cost for feed companies?‟
Question B.10.5, „Which factors will influence the switching to other feed material
supplier from the feed company‟s perspective?‟
Through the desk research of competitive rivalry, the research already found that
there are over 10,000 feed company cowed in Chinese feed industry in 2010. 40% of
the feed production is product by the top-30 feed company. In other words, 60% feed
production is product by the rest 10,000 small and medium size feed companies.
Therefore, in this section, the researcher won‟t try to generate more data and
information related on this sector. Instead, the researcher was interest more in the
opinion about how to run the business under such fierce competition. The question
B.11.1 is „do you realize the fierce competition in Chinese feed industry? What is your
idea about survival in this red ocean and maintain a high performance?‟
 The opportunities and threats of Chinese feed industry
In this section, the researcher wants the interviewee try to make a summary for the
concept of interview conduct till now. Therefore, the question B.13, „In general, in
your opinion, what is the prime opportunity and threat of feed industry‟, was designed.
 Identification of resources and capabilities leading to sustainable competitive
advantage
This section was design to link the research to the Resource-based Theory. Figure out
resources and capabilities that leading competitive advantage is a very useful aspect
for not only clarifying the situation of Chinese feed industry, but also the future
78

strategy formulation. Therefore, the researcher asked the question C.1: „What are the
internal resources and capabilities of feed companies can lead to competitive
advantage? What is the competitive advantage of your company? How can feed
companies gain these resources and capabilities?‟
 The strengths and weaknesses of Minxiong‟s internal strategic capabilities
For receiving the data and information of Minxiong‟s strength and weaknesses related
to internal strategic capabilities, the researcher asked question C.2, „What are the
strengths and weaknesses of Minxiong‟s internal strategic capabilities? In other
words, what are Minxiong‟s competitive advantages, and are there some shortcoming
of Minxiong‟s capabilities and strategy?‟ In addition, this interview question will be
only asked during the meeting with Minxiong‟s managers.
 Determination of business competing factors on which the Chinese feed
industry is taken for granted
In this project, the researcher planed to draw a strategy canvas to depict the strategy
profile, or in other words, the value curve of the industry, Minxiong and Minxiong‟s
competitors. When drawing the strategy canvas it is important to identify the critical
success factors (CSF) and the competing factors of the business first. By question D.1
„What are the key competing factors in feed industry? In other words, which features
are essential to the industry and of particular importance to a group of customer?
When think about this question, try to ask yourself why would customers choose your
products?‟ the interviewees present a list of factors the industry is competing on.
 Clarify the performance of the feed market players on these competing
factors
To draw the strategy canvas is also important to identify the performance of the feed
market players on these competing factors. In this section, beside the feed companies
where the interviewee comes from, the researcher also asked the interviewees to try to
evaluate the performance of two kinds of feed production/processing company: the
leading companies in Chinese feed industry and the small-and-medium scaled
companies. The question here is designed on quantitative basis and has the likert scale
from 1 to 10. By question D.2 „What is the performance of your company on the BF
you list above? (please evaluate them on a scale from 1 to 10 with 10=‟ company offers
buyers more, and hence invests more in that factor‟ and 1 = „company offers buyers less,
and hence invests less in that factor‟)‟and question D.3 „What are the big players in
Chinese feed industry, and who are the main competitors for your company? What is
the performance of the leading company, your competitors and the small-and-medium
scaled company on the BF you list above?‟ the researcher can depict how feed
companies invests on the factors of competition.
 Knowledge preparation for the later Six-path analysis
In the following section, the researcher links the interview schedule questions to the
79

each of the six searching paths.
Path I: Looking across alternative industries
The answers to question B.8.1 and question B.8.2 enable to assess the applicability of
the first searching path. In this path, the existence of alternatives and the combination
of advantages of the alternatives should lead to a blue ocean. If no alternative exists, the
first searching path can be neglected for the further research and is consequently not
applicable for Chinese feed industry. The question related to this path was already
present on previous paragraph, and won‟t be introduced repeatedly here.
Path II: Looking across strategic groups
The answers to question D.2.1 and D.2.2 enable to assess the applicability of the
second searching path. With question D.2.1, „Which strategic groups can be
distinguished in Chinese feed industry?‟ the interviewee is asked to name strategic
groups in Chinese feed industry. Further, the similarities per strategic group should be
named. With question D.2.2, „Why do customers trade up for the higher group, and
why do they trade down for the lower one?‟ the interviewee is try to figure out the
factor make customer trade among these strategic groups.
Path III: Looking across buyer groups
The answers to question B.9.1, B.9.2 and B.9.3 enable to assess the applicability of the
third searching path. Therefore, the current buyer groups of fresh fruit and vegetables
must be identified. With question B.9.1, „Which buyer groups are existed in feed
industry? What buyer group is the feed industry (especially your company) focused
on?‟, the interviewee is requested to name the buyer group the industry is focused on.
Question B.9.2, „why is the industry (your company) focused on the buyer group with
the highest percentage points? In contrast, why does the industry (your company) not
focus on the buyer group with the lowest percentage points?‟, are asked to understand
the motivation or the reasons why the industry is focused on a special buyer group and
why the other buyer groups are neglected by the industry, or better not exploited. The
purpose is to receive a clear picture of the motivation to focus on a few buyers. The
answer will lead to identify buyer groups which are currently not exploited by the
industry. For this reason question B.9.3, „What new buyer group could be unlocked by
the industry (your company)?‟ is asked to enlarge the understanding of new potential
buyer groups.
Path IV: Looking across complementary products or service offerings
The answers to question D.3.1 and D.3.2 enable the researcher to assess the
applicability of the fourth searching path. Question D.3.1, „What complementary
products or services are needed by animal farmers? In other words, what happens
before, during, and after the purchasing behavior? Whether or not some pain points for
customers exist, what are they?‟, and question D.3.2, „How can feed company
eliminate these pain points through a complementary product or service offering?‟, are
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asked to identify current complementary products or services which increase the value
of the consumer.
Path V: Looking across functional and emotional appeal
The applicability of the fifth searching path is checked by the question D.4.1, „Feed
industry competes on functionality or emotional appeal? Please give the reason.‟, and
question D.4.2, „If you compete on emotional appeal, what elements can you strip out
to make it functional? If you compete on functionality, what elements can you strip out
to make it emotional?‟.
Path VI: Looking across time
The final searching path is based on the understanding of external trends influencing
Chinese feed industry. The clarification of ongoing trends is done by question B.12,
„Which trends will influence the industry? In which way will these trends influence the
industry? How can the company deliver a value on this basis?‟
4.2.Questionnaire
Through the desk research and interviews, factors Chinese feed industry currently
competed on were identified and the strategy canvas of Chinese feed industry,
Minxiong and its competitors was drawn. However that is only the point of view
come from the feed companies‟ perspective, the argument of the other side, animal
farmers, is also very important. The aim of this questionnaire is to generate the
opinion from the perspective of animal farmers, and then find the different focus
between feed companies and animal farmers on the competing factors of Chinese feed
industry.
The questionnaire is designed as follow:
Which factors listed below will lead you to choose this feed product. Please evaluate
them on a scale from 1 to 10 with 10 =‟ highly determined‟ and 1 = „lowly determined‟.
Moreover, the animal farmer was also asked to give the reason why the make this
evaluation.
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5. Reliability and Validity
“All research designs should be internally valid and externally valid, should produce
reliable results and should be amendable to replication” (de Vaus, 2001). In order to
fulfill the statement of de Vaus a research project needs to satisfy two issues: reliability
and validity.
5.1.Validity
There are three important kind of validity (construct, internal and external) which are
explained below.
Construct validity deals with establishing correct operational measures for the concepts
being studied (Yin, 2003). In this project this issue has been dealt with in two different
ways. First, the qualitative data are gathered and combined from different sources. The
triangulation of methods and sources has been used. Secondly, the theoretical
framework is design and an explanation of the theoretical concepts has been done,
which allows the increase of the construct validity.
Internal validity deals with establishing a causal relationship, whereby certain
conditions are shown to lead to other conditions, as distinguished from spurious
relationships (Yin, 2003). Internal validity “is the extent to which the structure of the
research design enables the researcher to draw unambiguous conclusion from the
results” (de Vaus, 2001). The research design of this project is composed of three main
instruments: the desk research, interview, and empirical survey. These three
instruments all together support the internal validity of this project. Different
specialists, from several backgrounds have been contacted to give their insights related
to Chinese feed industry. Hence, internal validity has been increased. Case studies are
known to achieve brilliant internal validity by providing a profound understanding of
cases (de Vaus, 2001). Moreover, by comparing their answers with the data and
information the researcher generated through the desk research, the internal validity of
this research has also raised. The empirical survey as second part of the research design
also enhances the internal validity. As a result, the mix of desk research, case study and
empirical survey leads to a satisfying internal validity.
External validity deals with establishing the domain to which the findings of the studies
can be generalized (Yin, 2003). In other words, external validity is the “extent to which
results from the study can be generalized beyond the particular study” (de Vaus, 2001).
The main objective of this research is to formulate a sustainable blue ocean strategy for
Minxiong. The case is Chinese feed industry. Through the research, the researcher only
concluded the blue ocean strategy for Minxiong leads to an uncontested market space
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in Chinese feed industry. The conclusions derived from this project are only suitable
for the case of Minxiong and hardly to generalize beyond the particular study. The
industries are very heterogeneous and consequently the generalization is difficult.
However, the research result of Chinese feed industry situation can be used by any
feed companies active their business in China. Further the results are only valid for
Chinese market. Different circumstances in other countries and industries influence the
generalization of the results.
5.2.Reliability
Reliability means that “the indicator consistently comes up with the same measurement”
(de Vaus, 2001). In other words, reliability deals with demonstrating that the operations
of a study such as the data collection procedures can be repeated and with the same
results (Yin, 2003). To enhance reliability the interview design has been created. It is
possible for other research to gather data in the same interview design that this study
conducts. The questionnaire protocol is also developed which always enable data
gathering in the same way and with the option to repeat it. The quantitative
questionnaire allows a repetition with the same results.

6. Limitation
The outcome of the present project is influenced by three major limitations. Firstly, the
quality of the interview and empirical survey is influenced by time constraints of this
research. The time available to conduct the project is scheduled with six months, the
time researcher used to generate data and information in China is also scheduled with
five weeks. The derived results of the interview could be too superficial since Chinese
feed industry is characterized on the basis of six interviewees from different feed
companies, three interviewees from local government, and three interviewees from
university. Perhaps the characterization of the industry could be different if the
respondents were located in other companies, provinces, or university. Moreover,
Wrong answers from the participant due to business secrecy and strategic behavior of
the interviewee can lead to a biased picture of Chinese feed industry. In addition, the
time limited also influenced the reversion rate of the quantitative questionnaire.
The second limitation is the confidentiality of the information collected from the
interview companies and experts. The feed companies and the experts could not be
cooperative because their knowledge might spillover to competitors or other
consultants. The researcher tries to overcome the dilemma by providing the
interviewees a confidentiality agreement which guarantees the privacy of information
provided by the respondents.
The third limitation is the generalization. The blue ocean strategy is formula based on
the analysis of Chinese feed industry situation and not for another region. It could be
possible that the blue ocean strategy lead to the identification of an uncontested market
space in China, but could not work fine in the USA, Canadian, or Europe market.
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Therefore, in the end the generalization is only possible for Chinese feed companies.

7. Chapter Summary
In this research project, the researcher decided to use a two-stage research design to
answer the project objective. On the first stage a desk research and case study are
conducted to reach an in-depth view on Chinese feed industry and to gather specific
data to formula the sustainable blue ocean strategy for Minxiong. The researcher
conducts twelve face to face interviews with six feed companies, three local
government officials and three university professors. The analysis of the interviews is
mainly quality and leads to compare and support the conclusion made through the desk
research and prepare the data and information for six searching paths used to identify
an uncontested market space. Further, the taken for granted business factors are
identified. The result is the identification of the strategic canvas which characterizes the
current industry strategy profile. Additionally resources leading to competitive
advantage are identified.
On the second stage, the empirical survey is conducted based on the determination of
business competing factors, and aim to find the different focus between feed
companies and animal farmers on the competing factors of Chinese feed industry.
Therefore, the researcher sets up a questionnaire and went to the fields, through the
support with Fujian Agriculture department the researcher contacted 33 pig farmers
located in Fujian Longyan where Minxiong is running its business. The analysis of the
primary data is mainly quantitative and the statistic program EXCEL will be used for
the analysis.
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Part II: Chinese feed industry situation analysis
To analysis the situation of Chinese feed industry, four processes will be taken in this
part. Firstly, the feed chain and pork chain will be described to give the clear
understand of the profile of feed industry. Secondly, the environment of Chinese feed
market what gives feed organisations their means of survival will be discussed in
detailed. It contains the PESTEL analysis and Porter‟s five forces analysis for the
illustration of macro-environment and the feed industry effects. Thirdly, the internal
capabilities that can be the sources of competitive advantage for feed company will be
discussed, and then Mingxiong‟s strengths and weaknesses will be presented. Based
on these two processes, a SWOT analysis will be formulate to summarized the key
issues of the business environment of Chinese feed industry and the strategic
capability of Mingxiong. Fourthly, through drawing the current strategy canvas the
profile of Chinese feed industry which contains the overall dynamics of the industry,
the current strategy position of company and its competitors will. All of these results I
draw in this part are based on the desk research, 12 interviews with six Chinese feed
companies, three university experts, and three government officials, and the empirical
survey with animal farmers. Through the analysis of this part one of the objectives of
this projective can be fulfilled. The objective is “to give an overview of the current
Chinese feed industry situation by making a SWOT-analysis and drawing a strategic
canvas based on the current situation within the Chinese feed supply chain, its
business environment, companies‟ internal strategic capabilities and an investigation
of the main competitors and the customers”
The given answer to this objective is also derived from nine sub research questions.
1. What is the current situation of the Chinese feed supply chain?
2. What is the current situation of the macro-environment of Chinese feed industry?
3. What is five industry forces of Chinese feed industry look like?
4. What are the opportunities and threats of Chinese feed industry?
5. What are the resources and capabilities leading to sustainable competitive
advantage in Chinese feed industry?
6. What are the strengths and weaknesses of Minxiong‟s internal strategic
capabilities?
7. What are the business competing factors on which the Chinese feed industry is
taken for granted?
8. What is the performance of the feed market players on these competing factors?
9. What is the different focus between animal farmers and feed companies on the
business competing factors?
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Chapter 7: Feed value chain
1. Introduction
After the analysis of this chapter, the practical sub research question 1 will be
answered:
“What is the current situation of the Chinese feed supply chain?”
In this chapter, the description of feed value chain will be presented to help us
understand clearly the profile of feed chain, and give us a preparation for the analysis
in the follow part. An important highlight here is that the feed chain is part of the food
production chain. It is also can be identified as a ramification in the meat value chain.
As a result, Companies must live up to their responsibilities and respond properly and
convincingly to the needs of food production. For example, my case study company
MingXiong who produce the feed for pig is involve in the pork chain, and only
understand about the feed value chain is not enough. Therefore, the pork value chain
will also be introduced briefly in the following section.

2. Feed chain description
Feed chains throughout the world consist of similar stages in production and
distribution. These stages are recognizable in every chain, but are not necessarily
performed by separate chain actors. We start here with a description of the major stages
of a feed chain, including input and support processes and major stakeholders in the
pork chain environment.
In most Chinese feed chains, the most important stages consist of processes that are
performed by separate organizations, also called chain actors. These stages are: feed
material cultivation – feed additives production – feed production/processing – retail
or sales channels – consumption (see figure 7-1). In many chains feed additives
production and feed production/processing might be performed by one company.
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Figure 7-1 The description of feed chain
Consumption
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farrowing farms,
finishing farms

Customer channels

Feed production/
processing

Transport
Trade
Distribution
Storage
Transporters
Traders
Dealers
Distributors

Feed additives production

Feed material cultivation

2.1.Feed material cultivation
Feed material cultivation companies or farmers are “businesses which produce feed
materials for (sale to) businesses which intend the products for use in feed or feed
additives, or businesses which produce feed materials for feeding to animals within
their own company” (GMP+ Feed Safety Assurance scheme, 2010). All activities
which take place at this stage are from sowing to harvesting and associated actions
such as the transport, storage and use of primary products at the place of production and
the transportation with a view to delivery of feed materials from the place of production
to the customer. This also includes simple physical treatments such as drying, cleaning,
parking, silage and chopping (GMP+ Feed Safety Assurance scheme, 2010).
2.2.Feed additives production
Feed additives production companies are businesses which produce feed additives for
businesses which intend the product for use in feed, or businesses which produce feed
additives for feeding to animals within their own company (GMP+ Feed Safety
Assurance scheme, 2010). Feed additives are substances, micro-organisms and
preparations which are not feed materials or premixes and which are added deliberately
to animal feed or water with the intention of achieving one or more of the following
functions (GMP+ Feed Safety Assurance scheme, 2010). The additive must: “a)
favorably influence the characteristics of the animal feed, b) favorably influence the
characteristics of animal products, c) favorably influence the colors of decorative fish
and birds, d) comply with the nutritional requirements of animals, e) favorably
influence the environmental effect of animal production, f) favorably influence e animal
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production, performance or welfare especially by working on the stomach and
intestinal bacteria or on the digestibility of the animal feeds, or g) bring about a
coccidiostatic or histomonostatic effect” (GMP+ Feed Safety Assurance scheme,
2010).
Feed additives also include processing aid which are substances themselves not
consumed as animal feed but deliberately used in the processing of animal feeds or feed
materials in order to meet a technical objective during the treatment or handling which
may lead to the unintended but technically unavoidable presence of these substances or
their derivatives in the end product as long as the residues have no unfavorable
consequences for animal health, human health or the environment and no technological
effect on the end product (GMP+ Feed Safety Assurance scheme, 2010).
2.3.Production/processing of feed
Feed production/processing companies or mills produce animal feed which relate to
each form of physical action on or to feed (GMP+ Feed Safety Assurance scheme,
2010). Examples of physical actions during the production or processing of feed are:
collection, drying, cleaning, mixing, packaging, storing, transshipping. The products
they produce include compound feed, concentrated feed, and feed premixtures.
Compound feeds mix of at least 2 feed materials, with or without additives, to be used
for feeds in the form of complete animal feeds or supplementary feeds. It also included
mineral mixes, milk replacement feeds, molasses feeds, and diet feeds (Fuller, 2004).
Concentrated feed is a generic term to describe any non-forage dietary ingredient,
usually for herbivores. Concentrated feed include protein concentrates, single raw
materials (also called straights) and supplements. Concentrated feeds generally have
greater concentrations of energy and protein than forages. They are also fermented
more rapidly in the rumen (Fuller, 2004).
Feed premixtures mix of additives or mixes of one or more additives using a carrier of
feed materials or water which are not intended for direct feeding to animals (Fuller,
2004).
2.4.Customer channels
Trade in feed
Traders may play a large role in offering products and services, including transport.
Traders act as intermediates between supply and demand in some chains by offering
services like information exchange. Dealers offer a range of products, including feed
and fertilizers, and mostly local services, like credit or cash collection.
Activities of feed traders includes trading in all types of feed (compound feed,
pre-mixes, feed additives and feed materials) and varies from internationally-oriented
trading in, for example, feed materials or feed additives, through to the trading of crude
feeds and other straight feedingstuffs (usually to be supplied to livestock farmers).
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Moreover, collection is also a kind of activities of trade, which can be described as the
purchase, storing or selling on of feed material such as grains, oil seeds, crops or
legumes containing protein, tuber and root crops. A collector (usually) purchases
directly from the growers.
A company also can trade and store products for use in other sectors such as food or
fuel.
Storage and transhipment of feeds
Activities can be certified within this scope which is normally carried out by a storage
& transhipment company. This includes, on the one hand, (basic) activities such as
intake, cleaning, drying, the actual storage, ventilation and delivery.
An important question is which activities are included within the scope „Storage &
transhipment of feed‟. Within GMP+ (2010), in addition to the „basic activities‟
specified above, the scope Storage & Transhipment also includes the activities related
to the processes specified below:
 Conservation and silage / acidification for longer storage life
 Chopping of crude feeds
 Packaging of crude feeds in bales
 Crushing or breaking of grains, seeds or legumes including any subsequent
packaging of these products
 Dehulling
 Addition of water to, for example, molasses during storage
 Mixing of two equal feed materials for standardization or to increase the batch size.
(Note: Mixing of undesirable substances for dilution purposes is prohibited);
 Bulking of feeds (such as dumping bagged goods into a bulk wagon or loading
compartment).
Storage and transhipment activities may be carried out by a trader for his own products
or a company which stores and/or tranships feeds as a service for third parties.
2.5.Consumption
Consumers are the final element of the feed chain. The major consumers of feed are
breeding companies, farrowing farmers, and finishing farmers. Animal health, nutrition,
environment, and safety receive increasing attention nowadays, and their buying and
consuming behavior strongly influences feed production.
Breeding companies supply the genetic basis for pig farms. They produce semen, sows
and boars. Often breeding companies operate (partly) outside the primary meet
production chain process. These companies specialise in genetic improvement and
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cultivation of pig species. They also perform research to improve and optimise pork
production (Terienekens et al, 2009).
Farrowing farmers produce and raise piglets. Finishing farmers raise piglets from the
previous stage until they reach a weight at an age of about six month (Terienekens et al,
2009). Most finishing companies are separate farms, but some farms perform both
farrowing and finishing.
In addition, to the chain actors that perform the primary chain processes of the
respective stages, other actors are shown in figure 7-1. Hardware and equipment
providers deliver technology, such as feed production equipment, the technology for
housing and for maintaining the required hygiene levels in stables. Other stakeholders
have a strong influence on the organisation and operation of the chain, but are also
influenced themselves by parties in the primary chain process. Governments, for
example, have imposed rules and regulations to safeguard feed and food safety after
the recent crises. These rules and regulations are subject to change based on new
developments in markets, chain organisation and technology. Branch organisations
develop policies and act as agents for parts of the chain or for the whole chain.
Financial institutions support investments by means of loans. Research institutes and
universities aim to improve feed production, feed nutrition, feed formulation, and
chain organisation in the longer term. Social pressure groups influence the speed at
which solutions are developed to ensure feed or food and environmental safety.

3. Pork chain description
Consumers of feed are also the start phase of meat production chain. Take the pork
chain as an example, the entire pork chain include seven stages. These stages are:
breeding – farrowing – finishing – slaughtering – processing – retail or sales channels –
consumption.
Moreover, similar to feed value chain, beside the performance of the primary chain
processes of the respective stages, other actors like veterinarians, hardware and
equipment providers are also very important for the pork chain. The stakeholders we
introduced in the last section (government, technology developers, branch
organizations, financial institutes, research institutes, and social pressure groups) also
have strong influence on the pork chain. Furthermore, as shown in figure 7-2, the pork
chain is facilitated by various actors, such as transporters, traders, and distributors,
which play an important role in moving and trading live pigs and meat products.
Transporters transport food, sows, semen and boars, piglets, pigs, and meat between the
various parties in the pork chain. Trucks may be owned by the parties themselves, but
may also be provided by transport companies. Traders and distributor may play a large
role in offering products and services, including transport. They act as intermediates
between supply and demand in some chains by offering services like information
exchange. They also offer a range of products, including feed and fertilizers, and mostly
local services, like credit or cash collection.
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Figure 7-2 The description of pork chain

Source: Terienekens et al (2009).

4. The imbalanced development among the stages in Chinese feed chain.
Chinese feed chain also contains the stages illustrated in the Figure 7-1, but there is an
imbalanced development among these stages that restricts the progress of Chinese
feed industry.
For example, the feed production/processing industry in China has already reached
the level of developed countries. The productivity of some Chinese feed processing
companies is even listed on the top of the world (See Figure 7-3). However, the
development of Chinese feed additive industry is lay behind of the processing
industry both on the manufacture phase and the R&D phase, which gave the rise to
the shortage of feed additive in Chinese feed market. Although most of the important
additive for feed manufacture, such as lysine, methionine, and threonine, can be
produced domestically, compare for the huge demand from the feed manufacture
industry, the supply is still lead much to be desired. According to the statistics of
Chinese National Bureau of Statics, the supply of 70% feed additives is depend on the
import from other country. As a result, such imbalance situation will restricted the
development of Chinese feed industry.
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Figure 7-3 Global ranking of animal feed companies

Source: Feed international

5. Chapter summary
In this chapter, the researcher described the figuration of Chinese feed supply chain
and also the pork chain. The feed supply chain contains five stages: feed material
cultivation – feed additives production – feed production/processing – retail or sales
channels – consumption. The pork chain contains seven stages: breeding – farrowing –
finishing – slaughtering – processing – retail or sales channels – consumption.
Moreover, the researcher also discussed about the imbalance development situation
among different stages of Chinese feed supply chain.
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Chapter 8: Analysis of Chinese feed industry environment
1. Introduction
The chapter presents a detailed analysis of the empirical results to answer the pratical
sub research question 2, 3 and 4:
“What is the current situation of the macro-environment of Chinese feed
industry?”
“What is five industry forces of Chinese feed industry look like?”
“What are the opportunities and threats of Chinese feed industry?”
The environment encompasses those factors outside the control of both the firm and its
industry, or stated another way, the external factors unrelated to the product‟s customers
and competitors that affect marketing strategies (Lehmann and Winer, 2008). The
vulnerability of a product category to changes in the environment is an unattractive
characteristic, but virtually all product managers must deal with it. Categories that are
well positioned to take advantage of environmental changes may prosper, as can
managers who view these changes as opportunities to gain competitive advantage. To
analysis the environment of Chinese feed industry, the PESTEL framework and the
Porter‟s five forces analysis will be used.

2. PESTEL analysis
In this section, the PESTEL framework will be used to analysis the situation of
macro-environment of Chinese feed industry. In this framework environmental factors
fall into six groups: political, economic, social, technological, environmental, and legal.
2.1.Political
Political factors highlight the role of governments. They are how and to what degree a
government intervenes in the economy. In the following part, the political factors
which impact the Chinese feed industry will be introduced through four categories:
taxation policy, market development policy, law development policy, and economic
construction policy.
Taxation policy
China has exempted feed enterprises from value added tax. Before 1994, feed
enterprise had even been exempted from income tax. Moreover, Chinese government
also rescinded some agricultural tax nationwide for animal husbandry and farming
industry, such as exempted the value added tax and income tax in agriculture, which
will save the country‟s 800 million farmers a total of 125 billion yuan ($ 15.53 billion)
or per capital average of 140 yuan ($ 17.4) per year (China's economic and social
development plan, 2009). Government also provides subsidies relating to pig breeding
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and farrowing farmers, grain production farmers, high-quality seed or feed and
agricultural machinery. These subsidies are gradually increased every year (China's
economic and social development plan, 2009).
Market development policy
Feed industry is one of the markets which are firstly introduced the free market
mechanism. From its inception, the feed industry has followed the principle of “mass
participation”, and operated in a diversified manner, such as multi-element investment,
market-driven operation system, and commercialization of key technologies. No matter
enterprises funded by domestic capital or foreign capital, they share the equal
opportunity of development. That is also the fundamental reason of the rapid growth of
the feed industry in China.
Law development policy
Feed and food safety have already gained greater awareness in China, especially after
the melamine scandal in milk and eggs in 2007, which gave the country a bad
reputation and was killing for consumer confidence (Zigger, 2010). From this crisis
China started to treat feed safety as an integral part of food safety. New technologies
are being used to check feed raw materials and strict control measures in place
throughout the feed-to-food value chains are implemented (Zigger, 2010). The
National Quality Centre in China is gathering samples and analyzing them for a wide
range of potential contaminants. Feed producers are doing likewise. Law and
regulation systems have gradually improved and the industry to maintain healthy
development.
The Chinese government has always paid much attention to the safety of feed, since
1999 the government has formulated and implemented the “Agriculture Law”, “Food
Hygiene Law”, “Feed and Feed Additives Administration Regulation”, “New Feed
and Feed Additives Management Regulation”, “Animal feed product safety and health
management Regulations”, and so on. Beside these laws and regulations related to the
feed and food safety, Chinese government has also gradually improved its labor laws to
ensure the right of work force. In January 2008, China adopted a new labor contract law.
This new law represents the most significant reform to the legislation on employment
relation in Mainland China in more than a decade. The brief introduction of these laws
and regulations will be present in the section of “Legal factor”.
Economic construction policy
The policy of “Construction New Socialist Countryside” is the foremost task facing
China in the 2006-2010 five-year period. Since 2004, Chinese government emphasized
frequently in Media and in “the Report on the Work of Central Government” that
agriculture, farmers and countryside development have been the first document of the
central authorities, showing the government‟s determination to solve problems in rural
areas. According to this policy, “the next five years from 2006 will be key to laying a
solid foundation for the new countryside construction. Its aim is to boost modern
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agriculture, develop new relationships between industry and agriculture, cities and
countryside, and increases rural affluence” (Document Calls for Building New
Countryside, 2006).
On “Document Calls for Building New Countryside” (2006), Chinese central
authorities also listed eight policy priorities to promote the construction of the new
countryside:
 Plan economic, social development in urban, rural areas as a whole, and firmly
promote construction of the new countryside;
 Boost modern agriculture to consolidate industrial support to the new
countryside construction;
 Ensure sustained increases of farmers‟ income to lay a solid rural economic
foundation;
 Increase infrastructure construction in rural areas to improve rural material
conditions;
 Accelerate development of pubic services in the countryside and encourage new
farmers;
 Deepen comprehensive rural reform to guarantee systematic protection for rural
people;
 Improve democracy in rural areas and perfect rural management;
 Enhance leadership and motivate all party members and the entire society to
care, support and participate in the construction of a new countryside.
Beside these policies, Chinese government also required banking institution to give
stable financial and capital support to building a new countryside.
As an important part of agriculture industry chain, feed industry plays a crucial role to
connect its downstream and upstream industry (farming industry and animal
husbandry). Maintaining its stable development without the support of the downstream
and upstream industry is highly difficult. The government policy “new countryside
construction” has great incentives to the development of agriculture, and increases its
pace of modernization and concentration, which will also relieve the pressure of feed
material shortage and raise the demand of manufactured feed, giving opportunities and
positive effort of the development of feed industry.
However, this year‟s phenomenally high food prices have made government aware of
the dearth in public investments in the much neglected agriculture sector. Whereas,
investment still lagged far behind the growth in high-value agri-markets in China where
urbanization and incomes are increasing the most rapidly (Zhang and Lan, 2010,
personal communication, 8th November).
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2.2.Economic
Economic factors refer to macro-economic factors such as economic growth rate,
exchange rates, interest rates, the inflation rate and business cycles. These factors have
major impacts on how businesses operate and make decisions. In this section, firstly,
some important macroeconomic factors and the government macroeconomic policy
will be presented; and then the economic situation of Chinese feed industry will be
introducted in detailed.
Macroeconomic factors and macroeconomic policy in China
 Economic growth rate
China is the second largest economy in the world after the United State, measures on a
Purchasing Power Parity basis, and with average annual GDP growth rate above 10% in
the past ten years. The growth rate for 2007 is 14.2% which is the peak from 1992.This
growth rate is slow down in the past two years which is 9.6% in 2008 and 8.7% in 2009
(China statistic yearbook, 2009). China‟s per capita income had growth at an average
annual rate of more than 8% over the last three decades (China statistic yearbook,
2009). Domestic demand is to remain strong in the next five years as consumption will
rise due to overall wage growth.
 Inflation rate
China‟s inflation rate steadily rose throughout 2010, culminating in a 28-month high
of 5.1% year-on-year increase in November 2010 (National Bureau of Statistics of
China, 2010). Inflation rate refers to a general rise in prices measured against a
standard level of purchasing power. Along with the increasing inflation rate, the
nation‟s producer price index accelerated 5% during October of 2010, also beating
estimates for a 4.6% rise and September‟s 4.3% increase (National Bureau of Statistics
of China, 2010). Food prices soared more than 10% during the month, while non-food
price increase, although relatively modest at 1.6%, were higher than the 1.4% increase
recorded in September (National Bureau of Statistics of China, 2010). The increasing
inflation rate cause the raise of the price of feed material and feed additives. Although
the price of poultry meat products was also increasing, because of the price stabilization
policy for end commodities, the increase rate of meat products is far less than that of
feed raw materials. Under this situation, the price of manufactured feed is unable to
appreciate, make the profit margins of feed company become more and more small
(Wang and Gao, 2010, personal communication, 12th November). Moreover, inflation
also provides higher wage demands from employees and raises the cost of human
resources
Followed the Global Crisis in 2008, Chinese government quickly issued a 4 trillion
yuan stimulus package and banks went on a lending spree, and started its "moderately
loose" monetary policy for the next two years. During these two years of rapid
expansion of money supply, total new lending in 2009 reached 9.6 trillion yuan,
compared with about 4.9 trillion yuan in 2008. The new lending target for 2010 was
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set at 7.5 trillion yuan. Massive lending and spending worked: the economy expanded
8.7 percent in 2009 and is expected to grow at least 8 percent in 2011 (Chinese
National Bureau of Statics, 2010). This monetary policy partly causes the continuous
raise of inflation rate and also the soar of housing prices nationwide.
Keeping inflation stable is now the most important task for Chinese government,
when necessary the government might start price control policy. To forestall the
inflation in China, the Central Bank raised the deposit and lending rates by a quarter
point and increasing reserve ratio requirements by a half-point on large banks in
October, which is the sixth time of 2010 Chinese central bank rise these figure. China
started to change its easy monetary-policy stance and loose fiscal policy into a tight
monetary-policy and prudent fiscal policy. In the annual economic work meeting on
December 3 which is the weather vane for the next year‟s macroeconomic policy, the
Communist Party's Politburo said it would carry out "proactive fiscal policy and
prudent monetary policy" in 2011, and increase the "flexibility and effectiveness" of
macroeconomic regulation (Sun, 2010). This change will deter the investment of
company in almost all the Chinese industry, especially for feed industry where large
number of small and medium-sized companies cowed in, because it cause more to
borrow and make the financing activities more difficult. Therefore, this situation will
restrain the investment passion of entrepreneur and have negative effort for the
company‟s profit margin.
At the same time, Beijing has recently begun to allow the yuan to appreciate at a
faster rate against the U.S. dollar to ease inflation. As we mention before, many of the
demand of feed material and feed additives is depend on imports. Therefore, the
exchange rate plays a crucial role for the control of procurement cost.
Economic situation of Chinese feed industry
 China plays a crucial role in the global feed industry
As one of the biggest feed producers in the world, the continuous growth of global feed
production is affected by Chinese market at a large extent (see Figure 8-1 and Figure
8-2). Chinese feed industry has become one of the most important basic industries of
Chinese national economy. It also makes China the world‟s second largest country of
feed production and boosts the development of the planting industry and breeding
industry (China Consulting, 2008).
 Chinese feed industry has experienced 20-years of splendid development with
an average grow speed around 10% in the recent 10 years (Figure 8-2).
Even under the impact of recession, expensive feedstuff and bird flu, the evolution of
Chinese feed manufacturing still had a growth speed around 15% in the past two years
(Feed international, 2010).
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Figure 8-1: Evolution of feed manufacturing tonnages
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Figure 8-2: Chinese feed volumes, 1991-2008 (million metric tons)

Source: Feed International

 Chinese feed industry still shows a high potential of growth.
The increasing trends of population, the pace of urbanization, and the improvement of
people‟s living standards indicate the raise of meat consumption, enhance, creating a
potential opportunity for the escalation of Chinese feed industry. With many years‟
development, Chinese feed industry has gradually set up a complete feed industrial
system integrated with the feed processing, feed additive, feed raw material and feed
machinery manufacturing industries as well as feed research, education, standard and
examination. In 2008, Chinese feed market scale was about RMB 400 billion (China
Research & Intelligence, 2009). In 2008, the all-feeds volume (compounds feed,
concentrates feed and feed additive) reached to 130 million tons (Feed international,
2010). Some forecasters have even indicated that they now think 200 million
tons/years to be possible by 2015.
 The manufactured compounded feeds was still not widely used in China
In Chinese feed industry, the usage of manufactured compounded feeds only occupy
one third of the total feed market (Chinese National Bureau of Statics, 2010). This
situation is mainly due to the structure of Chinese animal husbandry. Take the pig
farm as an example. There are three type of hog producer in China: unspecialized
households, specialized households and commercial farm (Han, 2009). The proportion
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of the hog supply from these sources is as follows: about 38% of China‟s pork output
comes from small individual unspecialized backyard hog producers with less than 50
heads per years, whereas nearly 56% comes from specialized households with more
than 50 head to 9999 heads and only 6% from large commercial farms with more than
10000 heads per years. Figure 8-3 illustrates the hog production scale in 2008
(Chinese National Bureau of Statics, 2010).
Figure 8-3 The distribution of hog production scale in 2008

Source: Chinese National Bureau of Statics

According to this figure, contrary to the USA, the Netherlands and other developed
countries, large scaled commercial farms is still lacked in China. China‟s leading
position in pork production is still accomplished by a large number of small farms. In
such small farms, in order to reduce the cost of feed and because of the low education
level of the householders, pig feed mostly come from vegetables, table scraps, green
fodder and unprocessed grains and oil seeds. Manufactured compound feed or
concentrated feed is used as a supplement (Zhou, 2010, personal communication, 15th
November). Moreover, because these small farmer is located fragmented and lack of
modern distribution technology, how to purchase the manufactured feed efficiently
and with low cost is also a big issue for farmers.
In the following, the concept of unspecialized households, specialized households,
and commercial farms will be introduced briefly.
Unspecialized households: This type of producer can be found in most areas of China.
However, their number is decreasing due to migration to the fast developing cities in
East and Southeast China for job opportunities (Han, 2009). Hog production costs for
unspecialized households are rather low due to three reasons. The first is low labor
costs. The second is low investment in animal housing since most pigsties are
semi-open with mud walls. The third is the low of feed. The feed is mostly product by
them self (Han, 2009).
Specialized households and commercial farms: Although small-size pig farms still
account for a major share of hog production, several studies have noticed a decreased
in backyard production while medium- and large-scale production has been slowly
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expanding (Hu et al., 2007). Specialized households and commercial farms use more
advanced management practices, better swine breeds and animal feed. Whereas hogs
raised by backyard farms tend to have higher fat ratios, hogs from the commercial
farms are of the lean type (Pan and Kinsey, 2002). Moreover, as the Chinese
government pays great attention to meat quality and safety, medium and large-scale
hog production is strongly encouraged. Several programs were launched to promote
lean meat, and local government authorities established medium- and large-scale
farms around big cities to guarantee meat supply in urban areas. Consumer‟s
preference for lean pork will continue to stimulate the development of specialized and
commercial hog production. However, the dominant position of unspecialized hog
production will not change in the foreseeable future taking into account China‟s large
rural population (Zhou, 2010, personal communication, 15th November)
 Chinese feed industry facing a severe overcapacity.
In 2008, the total capacity of all the Chinese feed mills was about 3.64 billion ton, but
the effective capacity is only 1.31 billion ton. The capacity usage is only 36% (Zhang,
2010, personal communication, 22th November). Most of the feed companies,
especially the small and medium size enterprises face the threat of overcapacity and
running below their production capacity. Moreover, company‟s average production is
very low in Chinese feed industry. According to China Research & Intelligence (2009),
there are over 10,000 feed producers in China, but the annual production of one feed
producer is even less than 10,000 tons. In contrast, there are only 300 feed companies
in the USA, which have the annual production around 1.5 billion ton. In the USA, the
annual production of one feed producer is 50 times larger than Chinese feed producer.
According to a random inspection of 1386 feed producers conducted by the Ministry of
Agriculture, 56.4% of these feed producers produced less than 1000 hours in 2006. This
means that over half of the producer only worked 125days in 2006 (every day has 8
working hours). Whereas, on the other side, Chinese feed industry is developed through
diversified merger activities, the number of feed enterprises has decreased, while
produced volume per enterprise has increased.
 China will face a long-term shortage situation of feed ingredients.
The shortage situation of feed ingredients is pervasive in China, especially for the
protein feed raw materials, such as soy, soybean meal, fishmeal (Zhang, Lan, Lin and
Wang, 2010, personal communication). Sourcing raw materials is now becoming one
of the toughest challenges to all the Chinese feed company. Because the demand
cannot be met within domestic, the gap is filled by imports, mainly from Brazil, the
USA and Peru. The focus for imports is on protein diet; such as soy, soybean meal and
fishmeal, and in 2010, about 70% demands of them are depend on imports (Chinese
National Bureau of Statics, 2010). In China, any statistical data will move upward or
downward when multiplied by the vast population (1.3 billion). Therefore, when
China‟s per capital total meat consumption (include red meat and poultry meat) grows
to 70 kg (it is now about 55kg). China would require an extra 600 million tons of feed,
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bringing global production to 1300 million tons (Lyons, 2010). The widening gap
between consumption and production of grains is now very obvious not only in China
but also around the world; and the grain demanded for the biofuels program further
compounds it. Global energy costs have a direct influence on feed ingredient,
manufacturing, and delivery costs. As fossil fuel prices rise, demand for and prices of
energy-rich feed ingredients increase. Part of that demand comes directly from the
feed industry in an effort to improve caloric conversion and reduce the transportation
costs associated with ingredient receiving and feed delivery (Ferket, 2010). The other
part of this demand comes from the increasing competition for feedstock for ethanol
and biodiesel production (Ferket, 2010). The shortage of feed raw material is become
the biggest bottleneck problem, and will restrict the development of Chinese feed
industry in a long term. “A measure the Chinese government has taken to increase the
availability of raw materials is approving the use of genetically modified maize and
soybeans. At the same time growing and converting crops into biofuel is no longer
encouraged” (Ziggers, 2010).
In recent years, there also has been a sharp price spike on the commodity markets.
Prices of many commodities such as oil, nickel, tin, corn and wheat have reached record
highs in early 2008 (Maslakovic, 2008). In a global feed industry of some 700 million
tons of manufactured feed, where often 55% of the total cost is energy ingredients (this
percentage is larger in Chinese feed industry), any minor change in grain prices has a
major impact on cost of feed companies (Lyons, 2010). A bushel of corn (~25 kilos)
was available at US$2 in 1980, and was still $2/bushel in early 2006 when prices started
to rise. Now it is more than $4 a bushel (Lyons, 2010).
In addition, the pricing of some major feed raw materials (like soybean, fish meal and
corn) is controlled by foreign capital which also increases the risk of Chinese feed
company. Take the pricing of corn as an example. It is associated with the
international oil price. Because of ethanol the major material of new energy is mainly
extracted from corn, and one third of the corn in the USA is used from the production
of ethanol (Wang and Chi, 2010, personal communication, 25th November). Therefore,
when the price of oil goes up, the prediction about rise demand of new energy
(ethanol) will drive the price of corn up. As a result, the price of corn has positive
relation with the price of oil. Since the pricing of the major feed raw material is
controlled by foreign capital, the production cost and operation risk is increased. In
2004, it was no other than the reason of soybean pricing problem, large number of
Chinese soybean processing companies were bankrupted just because of the
fluctuation of soybean price. As we mention before, 70% of the soybean demand in
China is depend on imports, and the most of the cost these processing company comes
from procurement. Therefore, if they cannot source the raw material in a reasonable
price, they will become unprofitable. Since the pricing of some major feed raw
materials are controlled by the foreign capital and most of the Chinese companies
have less experience in capital market operation, the procurement risk is high.
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2.3.Social factors
Changes in social trends can affect the demand for a company's products and how that
company operates. In this section, some social factor，such as demographics, lifestyle
changes, income distribution, attitude to work and leisure, consumerism, and level of
education, will be introduced briefly.


China has a population of 1.3 billion, with 42% of the population is in the urban
area and 57% in rural. In 2008, age distribution in China is characterized by a small
youth group (0-14 years) account for only 20.27%, age 15-59 for 68.7%, and 11.03%
over age of 60 (age over 65 account for 7.69%). Compare to 2007, the youth
population (0-14 years) reduce by 2.62%, the aging population (over 60 years)
increased by 0.76% (Chinese National Bureau of Statics, 2010).



The living standards is improving stable in China. In 2009, the per capital income
of urban citizen and rural resident is increase 9.8% and 8.5% respectively (Chinese
National Bureau of Statics, 2010). The Engel‟s Coefficient of the former is 36.9%
and 41% for the latter (Chinese National Bureau of Statics, 2010). Along with the
increasing living standards, the dietary pattern will improve at the same time,
which will give positive impact on the consumption of poultry meat product and
aquatic product.



The status of employment of college graduate is become more and more difficult in
China. This is primarily manifested in the co-existence of the contradiction of the
workforce supply and demand and the contradiction of employment structure.
In 2010, there are over 6.5 million college graduates crowed into society (Chinese
National Bureau of Statics, 2010). This huge number is almost equal than the total
population of Hong Kong. With a flood of new graduates, individuals are having a
tough time for finding jobs in an increasingly competition labor market. In 2009,
the graduate employment rate is only 68% (Chinese National Bureau of Statics,
2010). Meanwhile, graduates have some negative expectations under this pressure.
According a survey conducted in Nanjing Normal University, almost half of
student who expected to graduate in 2006 prefer to get an employment contract
first, then consider pursuing a new job position which is what they really desire to
be employed for an average of two years. As cited from Wikipedia, “This
phenomenon not only cause underemployment and high turnover in the job market,
but also, graduate will have lower levels of job satisfaction, work commitment, job
involvement and internal work motivation”. Obviously, these series of problem
will bring risks for employer and employees both.
In addition, the industry and geography preference of employment is another
problem in Chinese labor market. Most of the graduates and employees prefer to
work in some developed region in China, like Beijing, Shanghai, and Guangdong,
and prefer to work in government departments, state-owned companies and tertiary
industry (service sector). This situation causes the shortage of employment,
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especially some professional employees, in the primary industry, agriculture, and
some manufacturing industry.


Although the education level in China is increasing year by year, the gap is still big
between urban and rural. The education level of Chinese farmer is still very low,
and most of them only graduate from the high school. Therefore, they are lack of
the awareness of environmental protection, have low receptivity of high technical
farming approach and have few experiences in marketing, management, and
supply chain management.



As the key suppliers of agricultural produce, farmers are the lifeblood of the sector.
Unfortunately, many farmers in China continue to be marginalized, operating
without professional partners and with inadequate access to finances and
information (Lin and Zhang, 2010, personal communication, 1st December). The
best technology is also priced beyond the reach of the average small-holder farmers,
and when applied without proper know-how, produce disappointing results and
even loss (Lin and Zhang, 2010, personal communication, 1st December).



Contrary to misperceptions, consumers in developing China are ready for
high-quality products. High quality food is now required by more and more
Chinese people (Wang and Chi, 2010, personal communication, 25th November).
Converting mere agriculture supply chain to high value requires, beside the
requisite quality assurances and standards, better linkages between the producer
and retail outlet through screening suppliers, training and monitoring programs for
farmers and a culture that promotes the use of viable technology and encourage
innovation among farmers (Wang and Chi, 2010, personal communication, 25th
November). Scaling up standards also allows businesses to introduce new concepts
of freshness and quality and through this, establish the brand image among a new
generation of well-heeled and increasingly label-conscious consumers in Asia
(Wang and Chi, 2010, personal communication, 25th November).

2.4.Technological factors
Technological factor refers to innovations such as Internet, nanotechnology or the rise
of new composite materials, firm‟s R&D activity, automation, technology incentives
and the rate of technological change. They can reduce costs, improve quality and lead
to innovation. These developments can benefit consumers as well as the organizations
providing the products. In this section, only some simple technological information
related feed field will be introduced.


Although most of the small-scaled farms still use the traditional way to feed their
animals, the modern and advanced technologies are being used wider under the
support of Chinese government. However, despite some big-scaled farms have
sufficient capital to purchase high technical equipment, because of the shortage of
professional employers, they lack of the proper know-how, produce disappointing
results and even losses.
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The technology development among the entire feed chain is imbalance. Especially
the technology of feed additive industry and feed equipment is developed lag
behind the feed manufacturing industry. Most of the high quality feed additive and
highly technological feed equipment are depend on imports. In contrast, the
production capacity of some Chinese feed company already reach to the level of
developed countries, like new hope (list the third in the world feed market).
Whereas, the R&D ability for feed formula is still weak in most Chinese feed
companies. Chinese companies may have sufficient capital to import the best feed
equipment in the world, and then produce high volume of feed with satisfied
quality. However, only pursue the increase of production capability will just make
the over capability of Chinese feed industry become more and more serious, what
is behind the productivity? What can support the sustainability of feed industry?
Chinese companies need to think more about it.



All players in the value chain, from the delivery driver to the storage and
distribution house, play equally important roles. State-of-the-art distribution
centers are painless if ill-equipped packer creates the weakest link that destroys the
quality and value of meat and other produce (Yu and Zhang, 2010, personal
communication, 3rd December). The crux of the matter is that investments in
modern distribution facilities are a waste if other parts of the sourcing and
marketing system are shoddy or inadequate. That situation is common in Chinese
feed industry. For example, as the other end of the supply chain, the distribution
network is the final baton in the producer-to-market relay. Whereas, the critical
infrastructure is often lacking or inadequate in many parts of China. Therefore,
because of the fragmented situation of small-scaled farm and the lack of advanced
information system and distribution network in Chinese feed market, keep in touch
with these farm holders is always a costly and difficult.

2.5.Environment factors
The growing desire to protect the environment is having an impact on many industries
such as the travel and transportation industries (for example, more taxes being placed
on air travel and the success of hybrid cars) and the general move towards more
environmentally friendly products and processes is affecting demand patterns and
creating business opportunities. Moreover, growing awareness of the potential impacts
of climate change is affecting how companies operate and the products they offer, both
creating new markets and diminishing or destroying existing ones.


“Carbon emissions” is becoming a more and more important word in the world. As
China‟s Premier Wen Jiabao promised in Copenhagen that China will reduce its
carbon emissions by 40% -45% in 2020 compare to 2005, “Energy Efficiency and
Emission Reduction” policy had become one of the most important government
issues. Chinese government also set a high emission reduction goal that improving
energy efficiency by 20 percent from 2006 to 2010 for its tenth five-year plan.
However, the economy is booming, the investing is booming, new factory getting
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up every day, the emission reduction, despite its good intention, is hard to achieve
if without proper planning. During the period of the tenth five-year planning,
beside GDP, emission reduction was become one of the major performance
evaluation indicator for local government. In order to achieve the goal of reduction,
many local authorities simply ration the electricity without prior due notice. This is
a shift from the more common “reduce power consumption by x%” to “you can
only use x watts of power”. The unexpected power cutoff is a huge blow to small
and medium sized companies (in many provinces, like Zhejiang provinces,
factories with more than 5 million turnover yearly won't have power cutoff), I
recently visited a medium sized feed processing factory in Shandong, during the
visit, local government cut the electricity supply of the factory, it is said, until the
end of 2010, the power rationing will continue. The manager was concerning on
how to perform the contracts already signed. They bought a power generator to
generate electricity themselves(that is ironic, using the power generator, they will
produce more greenhouse gas), the cost of unit product will rise significantly, that
means, for many orders, they won't make any profits, from next contract, they will
definitely pass on the cost raise to the buyers. The power rationing is not temporary;
it will last for a long time as long as the climate issue is still an issue.
In addition, in order to relieve the pressure on residential electricity in some peak
season of energy demand (like summer time in the south part of China and winter
time in the north part of China); the industrial power price is different between day
and night.


Along with the drastically rise of the price of oil and the increasing awareness of
environment pollution, Chinese government spare no effort to promote the
development of biofuel (Lin, 2010, personal communication, 7th December).
Since 2000, Chinese government was invested four state-owned fuel ethanol
produce companies, and also provides subsidy to the sales of fuel ethanol (in 2008
sales of one ton ethanol can receive 1373 yuan subsidy). However, because ethanol
as the most important material of biofuel is mainly refined from corn, the
development of biofuel industry will make the supply shortage of domestic corn
become more serious. In addition, compare to the corn processing company, like
feed manufacturing company, ethanol producer is much less sensitive to the price
of corn. They are care more about the continuous source of corn. The phenomenon
of holding the stock of corn is not rare within ethanol producers. Recently, Chinese
government has already noticed the serious situation of feed material shortage,
now growing and converting crops into biofuel is no longer encouraged. Another
measure the Chinese government has taken to increase the availability of raw
materials is approving the use of genetically modified maize and soybeans.



The animal industry must aim for environmentally long-term sustainable growth,
however, environmental pollution is still a concern for animal husbandry in China.
The livestock wastes, mostly manure, and are a potential hazard to the environment
in relation to water quality, soil degradation, air pollution and rural-urban issues.
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Animal excreta have become the third polluting source in China. Many region
closed to urban area is now forbidden for animal farming.
2.6.Legal factors
Legal factors are related to the legal environment in which firms operate. In the section
of Political factor some important laws and regulations related to feed industry has been
presented, they are the “New Law of Employment Contrasts”, “Agriculture Law”,
“Food Hygiene Law”, “Feed and Feed Additives Administration Regulation”, “New
Feed and Feed Additives Management Regulation”, and “Animal feed product safety
and health management Regulations”. In the following section, firstly, the concept of
these laws and regulations will be introduced briefly; secondly, some shortcomings of
Chinese law and regulation system will be discussed.


New Law of Employment Contrasts
In January 2008, China adopted a new labor contract law. This new law represents
the most significant reform to the legislation on employment relation in Mainland
China in more than a decade. The employment relationship has been changed by
the new law in several important respects. Among these changes, the most crucial
one is the new termination provision (Chen and Funke, 2008). Business
associations sought to reduce firing costs, whereas unions pushed for job security
and compensation in the event of dismissals. The previous labor law had allowed
workers to be hired in a series of fixed-term contracts, thereby allowing either party
to terminate an employment relationship without penalty or severance pay by
simply letting the contract expire (Chen and Funke, 2008). One key provision of
the new Labor Contract Law is that workers who have been employed at the same
enterprise for 10 years or more will be legally entitled to an “open-ended” labor
contract, which should guarantee them adequate financial compensation should
they be made redundant (Chen and Funke, 2008). The new law also requires
employers to contribute to employees' social security accounts and sets wage
standards for employees on probation and working overtime. Compare to the old
contract law issued in 1994, the new law provide greater job security. It also
strengthens China‟s overall economy and regulation (Chen and Funke, 2008).
However, in the other hands, this new labor law also meant bigger severance
payment and higher operational costs to both domestics and foreign companies
(Chen and Funke, 2008). Small and medium size enterprises in particular have
already felt the effects of the law (Chen and Funke, 2008). As we know, China
appealed to foreign investors with its cheap labor, its preferential investment
policies, and its immense market. Increased labor cost will weaken the country‟s
comparative advantage. After the issue of this new labor law, many foreign
companies have already decided to move their business from China to Vietnam or
other developing countries where labor is much cheaper.
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Agricultural Law
It was adopted by the Eighth National People's Congress on July 2, 1993, and
amended by adopted the Ninth National People's Congress on December 28, 2002.
Governments at all levels efforts for reunification management of the agricultural
and rural economic development. The State agriculture administrative department
is in charge of national agricultural and rural economic development. The local
agricultural administrative departments above the county level are in charge of the
agriculture and rural economic development within their administrative regions.
And other relevant departments of local people's governments above the county
level are responsible for the work of agricultural production and management
services within their administrative areas.
According to PRC Agricultural Law, pesticides, veterinary drugs, feed and feed
additives, fertilizers, seeds, agricultural machinery, livestock which may endanger
the safety of production and operation on agricultural production materials, in
accordance with relevant laws, administrative regulations, registration or licensing
system shall be implemented on them.



Food Hygiene law
Food Hygiene Law, promulgated by the National People‟s Congress, consists of 57
articles that cover general principles, food hygiene, food additives, packaged and
containers of food, the enactment of regulations and hygiene standards on food, the
administration of food hygiene, the supervision of food hygiene, penalties, and
miscellaneous clauses including definitions (Bian, 2004). It adds 12 new articles to
the 1982 Food Hygiene Law, and makes clear stipulations on the authority
responsible for the administration of food hygiene, the supervision of food hygiene
by NGOs and individuals, the production of food, food that may not be produced,
the absence of drugs in food, and on food for military and the services, etc (Bian,
2004).



Feed and Feed Additives Administration Regulation
It was issued by PRC State Council on May 29, 1999, and amended also by PRC
State Council on November 29, 2001.
Department of agriculture administration under the State Council is responsible for
the national feed, feed additives management and can check randomly quality
supervision and inspection on feed, feed additives (Wang, 2009). Feed, feed
additive management departments in Local people's governments above the county
level are responsible for the feed, feed additives management at their
administrative area, may organize inspecting and checking randomly on feed and
feed additives, and released results in conjunction with the product quality
supervision department (Wang, 2009).
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New Feed and Feed Additives Management Regulations
PRC Ministry of Agriculture issued this regulation by the Order No in 2000. Its
Amendment was issued by its Order of No. 38 in 2004.
This Regulation is formulated based on Feed and feed Additives Administration
Regulations (Wang, 2009). It explains the meaning of new feed in Feed and feed
Additives Administration Regulations, and illustrates in detail about how to put
forward the approval of new products to the Ministry of Agriculture, how to submit
application form and application documents for inventors and producers prior into
production (Wang, 2009).



Animal feed product safety and health management Regulations
It was examined and adopted by the Ministry of Agriculture on July 14, 2004 and
amended by the No.6 Order of the Ministry of Agriculture in 2007.
The Ministry of Agriculture is responsible for the national management of animal
feed products (Wang, 2009). Feed departments at local people's governments
above the county level are responsible for the administration of animal feed
products at local area and on-site inspections of animal feed products
manufacturers from time to time (Wang, 2009).



Management Regulations on Supervision, Inspection and Quarantine of
Import and Export Feed and Feed Additives
It was issued by PRC General Administration of Quality Supervision, Inspection
and Quarantine (AQSIQ) in 2009. AQSIQ is management of national import and
export inspection and quarantine and supervision of feed management. Agencies of
AQSIQ around the country are responsible for the regional import and export
inspection and quarantine and supervision of feed management. This Regulation
applies to the inspection and quarantine supervision and management on the
import, export and transit of feed and feed additives (Wang, 2009).

Although the law and regulation system for feed and food safety has taken shape in
China, this system has some shortcomings.
Firstly, China has not established a legal system efficient in ensuring safety. Many
problems are rooted in the administration regime and China‟s priority of economic
development. China‟s food regulations are complex (Bian, 2004). Its monitoring
system can be unresponsive, and the government departments that oversee and enforce
policies have overlapping and often ambiguous deities. In China, there is no unified
administrative organ with the authority to deal with all the issues relating to food safety.
There are more than a dozen government agencies are responsible for ensuring the
safety of China‟s food supply, and also numerous provincial and local agencies that
monitor local food production and sales exist. All these organs need to make detailed
rules to the issues in relation to their remit as well as the scope of their respective power
(Bian, 2004). In fact superfluous organs impair rather than enhance administration on
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feed and food safety . The coordination and communication among them is often a
problem (Bian, 2004). Most deputies and members attribute the failure to departments
in charge of food safety. The result is many consumers don‟t even know which
department they should complain to when they encounter contaminated feed or other
scares. Over-administration, where several organs have the power to administrate the
production and sale of food, will remain the most difficult problem in the
implementation and supervision of food safety law and regulations (Bian, 2004). It is a
major challenge for the state to establish a mechanism that will enable different
bureaucracies to work efficiently and effectively in cooperation. If the relative organs
cannot act at the same time, illegal producers will escape (Bian, 2004).
Secondly, it is disputable whether some requirements contained in these regulations and
laws are sufficient, or even exhaustive. For example, one of the requirement in 1995
Food Hygiene Law provides that ready-to-eat food should be packed with materials
that are clean and safe for use, but no mention what is made of the packaging used for
ready-made food. This is quite typical of the articles contained in Chinese food and feed
regulations, which covers only very basic practices. Moreover, “it is very difficult to
evaluate these regulations and their effectiveness in practice. Regulations that can be
enacted by ministries are called “guizhang” in Chinese” (Bian, 2004). The
administrative organs would enact new guizhang in order to deal with a new problem,
but without checking carefully whether they were in agreement with effective laws or
regulations enacted by the same administrative organ or by other administrative organs
with jurisdiction in the same area. Thus, conflict among guizhang provisions is not rare
(Bian, 2004).
Thirdly, the 1995 Food Hygiene Law and Feed and Feed Additives Administration
Regulation do not cover planting and breeding, which are the remit of the Ministry of
Agriculture (MOA). Nevertheless, the use of pesticides and chemical fertilizers in
planting and animal medicines and hormones in breeding has caused many problems in
agricultural products. China is the largest consumer of chemical fertilizers in the world.
Pesticides are heavily used in planting, of them 70% are very poisonous. Several
pesticides now forbidden in the European Union are still in use in China (Bian, 2004).
Pesticide residues on vegetables are so common and so dense that many hygiene
experts suggest washing vegetables first then dunking them in hot water before cooking
or eating them. The power to administrate chemical fertilizers, pesticides and animal
medicines is in the hands of the MOA, who is also the main user and beneficiary. The
MOA should supervise the process of planting and breeding. The new Regulations on
the Safety of Agricultural Products, which are still in their early stage of drafting, are to
be enacted by the authority.
Fourthly, there were over 10000 feed manufacturing entities in China in 2008. Most
were medium-sized or small, from which most feed with safety problems originated.
Given China‟s vast size, how to supervise so many small feed and food producers is a
massive challenge for the government (Bian, 2004). This is a common challenge for
most developing countries, where most food producers are medium-sized or small
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businesses, lacking the ability and resources to implement self-management in food
safety.
Fifthly, it is the inefficient administration through punishment. The main administrative
work done by administrative organs is inspecting, several times a year, compliance with
the relative laws and regulations (Bian, 2004). The government does not attach enough
importance to supervise the course of food production, or to help food producers
increase their own capacity to ensure food safety. Most inspection work is about finding
and punishing those food producers that break the law. Those who found to be involved
in illegal activity were punished, fined or had their licenses revoked, etc. (Bian, 2004).
In my opinion, other schemes or programmes which may work well to enhance food
safety, such as taking a from-land-to-table approach, recalling of products not meeting
standards, etc., and enhancing the traceability of food, etc. Penalties per se are neither
an effective nor sufficient means of ensuring food safety. For instance, solely
announcing that the banning of certain pesticides will not guarantee food safety. Such
pesticides must be recalled and destroyed to ensure their trade and use cannot continue.
In consequence, China began to regulate food and feed safety immediately following
the resolution of its food shortages. Yet China has not established a legal system
efficient in ensuring food safety. Many problems are rooted in the administration
regime, the rapid industrialization and China‟s priority of economic development.
Following China‟s integration into the international community, food safety in China
has already improved. However, a lot of work still needs to be done both in terms of
legislation and implementation.

3. Five forces analysis of Chinese feed industry
3.1.Threat of new entrants
New entrants to an industry bring new capacity and a desire to gain market share that
puts pressure on prices costs and the rate of investment necessary to compete (Porter,
2008). The threat of entrants, therefore, puts a cap on the profit potential of an industry.
In this section, the entrant barriers will be discussed in the following parts:


Economies of scale.

Economies arise when firms that produce at larger volumes enjoy lower costs per unit
because they can spread fixed cost over more units, employ more efficient technology,
or command better terms from suppliers (Porter, 2008). Economies of scale is an
important barrier to entry in feed industry. The large plant size is needed to operate
efficiently obtain quantity discounts on raw material, and so on. In feed industry,
because of the low profit of feed product, economies of scale has big impact on the
firm‟s performance. That is why small scaled feed manufacturers in China are now very
difficult to maintain its profitability, and many of them finally drop out. In addition,
beside the manufacture phase, economies of scale are also obtainable in virtually every
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activity in the value chain. For example, in feed supply chain, profit margins are better
on larger orders because the costs of taking and fulfilling an order are largely fixed.
Moreover, the scale economies in research, consumer marketing, and so on are also can
protect the incumbents in a large extent.


Capital requirements.

In Chinese feed industry, the capital requirement for opening a small or medium size
feed mill is low. That is why there are over 10000 feed mills existing in China‟s feed
market. However, if feed companies want to become profitable, large amounts of
capital will be necessary to establish manufacturing facilities, chain store locations,
marketing programs. Moreover, capital barriers are clearly not confined to plant and
equipment, beside manufacturing facilities, enormous fixed cost have to be invest in
advertising, promotion, distribution, R&D and so on. As a result, if one just want to
open a feed processing mill, the capital requirements is rather low in Chinese feed
industry compare to other industry. Whereas, if one want to open a feed company and
make it become profitable, the capital requirements is very large.


Switching cost.

Switching cost are fixed costs that buyer face when they change supplier. According to
Porter (2008), “the larger the switching costs, the harder it will be for an entrant to
gain customers”. In feed market, product is very undifferentiated, and it is difficult to
build in switching cost which similar to some software product (once a user has
installed some software, the costs of moving to a new vendor are astronomical because
of embedded data) into feed products, as consumers can simply change brands the next
they purchase. Therefore, building such barriers to switching in feed market is often
referred to as lock-in, such as the loyalty programs are good examples of building
switching cost from lock-in.


Distribution channels.

In feed industry the new entrant must, of cause, secure distribution of its product. In
Chinese feed market, small and medium size companies normally don‟t have the
distribution channel to farmers; their major buyers are distributors who have the
channel to contact with farmers. Therefore, a new feed item, for example, must displace
others from the distributor “shelf” via price breaks, promotions, intense selling efforts,
or some other means. Since the channels of distributors are limited in China, the
existing competitors have to tie them up make the entry into this industry tougher.
Sometimes access to distribution is so high a barrier in Chinese feed market that new
entrants must bypass distribution channels altogether or create their own. This practice
obviously costs a barrier to entry particularly for small firms that find it difficult pay the
fees.
3.2.The power of suppliers
Powerful suppliers capture more of the value of themselves by charging higher prices,
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limiting quality or services, or shifting costs to industry participants (Porter, 2008).
Powerful suppliers can squeeze profitability out of an industry that is unable to pass
on cost increases in its own prices (Porter, 2008). Microsoft, for instance, has
contributed to the erosion of profitability among personal computer makers by raising
prices on operating systems. PC makers, competing fiercely for customers who can
easily switch among them, have limited freedom to raise their prices accordingly
(Porter, 2008). In Chinese feed industry, to understand the power of supplier clearer, it
is necessary to category the supplier into three different groups. They are domestic
farmers, distributers, and foreign suppliers those are different from supplier‟s bargain
power.


The power of domestic farmers

According to Porter (2008), a supplier group is powerful if it is more concentrated
then the industry it sells to. In Chinese farming industry, small and medium size farms
are still dominated. The fragmented characteristic of these small farms, make the
barging power of farmers become very low.
A supplier group is powerful if the supplier group does not depend heavily on the
industry for its revenues. However, in Chinese farming industry, such as corn farming
industry and soybean farming industry, farms‟ profitability is largely build upon their
downstream industry. If the corn processing companies or soybean processing
companies, for instance, don‟t source their product, farms will become profitless.
Especially, when Chinese government allow companies to import agricultural
commodities, the situation of Chinese farmer become more and more difficult.
In addition, as the switching cost in changing suppliers is very low, the feed materials
are highly undifferentiated, and the commodity nature of agriculture keeps supplier
power crop farmers low in China.


The power of distributers

In contrast with the domestic farmers, the power of distributors is very high.
In China, large share of the distribution channels of feed raw material is controlled by
distributers or traders. Since the capital requirement to build the channel to contact
with crop farmers is beyond most small and medium size feed companies, they source
raw material from distributers. Because the distributors are highly concentrated, their
power is extremely high.
Moreover, the supply of some feed material is limited domestically and Chinese
government still doesn‟t open the channel of import (such as corn). Therefore, it is
clearly when capacity and output are limited, buyers have little opportunity to extract
special terms.


The power of foreign suppliers

Some foreign countries or companies near monopoly in the supply of some feed raw
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materials in China, coupled with the fragmentation of Chinese of feed companies their
power are extremely high. Take the supply of fishmeal as an example. Nearly 80% of
the demand of fishmeal in China is imported from Peru. Under this situation, the
bargain power of Peruvian supplier is rather high.
In addition, many Chinese companies also trade on the international commodity
markets. Under this way, the only thing they can do is accept the price display on the
market screen, there is no chance for them to bargain with the producer for the supply
of raw material.

3.3.The power of buyers
Powerful customers can capture more value by forcing down prices, demanding better
quality or more service, and generally playing industry participants off against one
another, all at the expense of industry profitability (Porter, 2008). Buyers are powerful
if they have negotiating leverage relative to industry participants, especially if they
are price sensitive, using their clout primarily to pressure price reduction (Porter,
2008).
Before the discussion of the power of buyer of feed industry, it is necessary to
understand the different buyer groups in animal feed market. Animal farms and
distributors/traders are the two major buyer groups in Chinese feed market.


The power of animal farms

There are three reason make the bargain power of animal farms high:
Firstly, animal farmers are price sensitive. Animal feed they purchases represents a
significant fraction (in China, almost 70% of cost are used for feed) of their cost
structure or procurement budge. Here every buyer is likely to shop around and bargain
hard. Moreover, they also earn low profits from sell meat products, are strapped for
cash, or are otherwise under pressure to trim its purchasing cost.
Secondly, feed products are undifferentiated in China. There are huge number of
brands crowed in the market and with similar functions and quality. Farmers believe
that they can always find an equivalent product, and it is costless for them switch
from one vendor to another, enhance they tend to play one vendor against another.
Thirdly, among other pressures felt by feed manufactures is the credibly threaten by
some big scared farms who integrate backward and produce the animal feed
themselves.
However, small and medium size farms are still dominated in China. Although they
are price sensitive and the feed products are undifferentiated, the fragmented
characteristic of these small farms make them powerless to influence the price of feed.
They can only walk around among different buyers and choose the product with
reasonable price.
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The power of feed distributor

The feed distributor is a kind of intermediate customers who purchase feed products but
are nor the end use. In Chinese feed industry, similar to animal farmers the power of
feed distributor is low against the feed producer because their fragmented situation.
Their power can be analyzed the same way as animal farms. However, with the
following three exceptions their power will become extremely high.
Firstly, when there are few distributors concentrated in a region, and each one
purchases in volumes that are large relative to the size of a single vendor (mostly are
small and medium sized feed mills). That makes them play a leading role of the bargain
between feed mills and themselves.
Secondly, when the distribution channel from feed mills to animal farms is controlled
by some distributors, they will gain significant bargaining power because they can
influence the purchasing decision of animal farmers.
The willingness of the distributors to vigorously retaliate against feed producers is the
third important addition. In Chinese feed industry, many feed company already
thought about directly contact to animal farms. Whereas, when they try to bypass the
barrier of some powerful distributors, facing the expected retaliation from them is one
of the big challenges. Distributors often use they influence among animal farms to
boycott those feed products.
3.4.The threat of substitutes
A substitute performs the same or a similar function as an industry‟s product by
different means (Porter, 2008). Plastic is a substitute for aluminum. E-mail is a
substitute for express for express mail. Sometimes, the threat of substitute is
downstream or indirect, when a substitute replaces a buyer industry‟s product. For
example, lawn-care products and services are threatened when multifamily homes in
urban areas substitute for single-family homes in the suburbs. However, no matter in
which points of view (direct or indirect) animal feed is still unsubstituted nowadays.
3.5.Rivalry among existing competitors
Rivalry among existing competitors takes many familiar forms, including price
discounting, new product introductions, advertising campaigns, and service
improvements (Porter, 2008). High rivalry limits the profitability of an industry
(Porter, 2008). An industry characterized by intense competition among the major
participants is not as attractive as those in which the rivalry is more sedate. A high
degree of rivalry can result in escalated marketing expenditures, price wars, employee
raids, and related activities (Porter, 2008). Such action can exceed what is considered
“normal” market competition and can result in decreased welfare for both consumers
and competitors.
In Chinese feed industry, some of its major characteristics make the rivalry among
existing competitors high.
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Firstly, competitors in Chinese feed industry are numerous and are roughly equal in
size and power. In such situation, rivals find it hard to avoid poaching business. Until
2008, there were over 10000 feed enterprises in China of which over 90% are private
enterprise (see Table 1). Although the number of feed mill in China is very huge,
among these feed enterprises, small-scaled company is still dominated. Moreover, the
fragmented situation is also very obviously, not only embody in geography
fragmentation, but also embody in capacity fragmentation (See figure 8-4). This
fragmentation situation is also due to the structure of Chinese animal husbandry
which was discussed in the previous section. In addition, the industrial concentration
rate of Chinese feed industry is very low. The CR10 rate is only 25% in 2007
(increased to 31% in 2008), the rest of 99.99% feed mills produce about 75% of the
total feed production. In contrast, the CR10 rate in the USA was over 40% in 2005
(See figure 8-5).
Table 8-1 Number of feed mills and ownership in China (2008 vs 2007)
No. in 2008

Different with 2007

%

State owned

242

- 98

- 28.82

Private

6,957

- 1457

- 17.31

Stock holder

5,092

+ 147

+ 2.97

Foreign investment

282

+ 45

+ 18.89

Total

13,612

- 1764

- 11.17

Source: Chinese National Bureau of Statics

However, like any country in development better efficiency goes hand in hand with
restructuring of the industry. In China the number of feed mills is in steady decline. In
2008 the country registered 13,612 feed mills, 1,764 or 11.47% fewer than in 2007. The
number of privately owned and state owned mills is diminishing, while the number of
mills established by foreign investment and stock holders is increasing (Table 8-1).
This shows that foreign investors have definitely identified the potential of the Chinese
market. Global players such as DSM, ADM, Cargill, Nutreco, and Charoen Pokphand
already have a foothold in China. That will also make the competition of Chinese feed
market become more and more fierce.
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Figure 8-4 The geography distribution of the productivity of Chinese feed industry (left picture)
and Chinese feed company (right picture).

shandong

guangdong

12%

hebie

7%

55%

liaoning

7%
6%

hebei

8%

henan

11%
51%

11%

shandong

7%

henan

6%

heilongjiang
zhejiang

5%

hunan

6%

sichuang

others

4%

jiangsu

4%

others

Source: Chinese National Bureau of Statics

Figure 8-5 Evolution of the concentrate rate (CR10)of Chinese feed industry
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Secondly, the industry is already in the mature phase, and precipitates companies start
to fight for market share. The relevant issue here, of course, is that in mature markets,
growth can come only from a competitor.
Thirdly, feed products in Chinese market are lack of differentiation. Huge number of
brands in with the nearly identical functions and quality are cowed in the market, as
well as service provided by feed company, and there are few switch costs for buyers.
However, although the rivalry among Chinese feed industry is high, that rivalry has its
positive phase. The competition is happen on product features, support services,
delivery time, or brand image other than price, and it is less likely to erode
profitability because it improves customer value and can support higher price (Porter,
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2008). Also, these kinds of rivalry focused on such dimensions can improve value
relative to substitutes or raise the barriers facing new entrants (Porter, 2008).
Moreover, when each competitors aims to serve the needs of different customer
segments, with different mixes of price, products, services, features, or brand
identities, such competition can not only support higher average profitability but also
expand the industry, as the need of more customer groups are better met (Porter, 2008).
While nonprice rivalry sometimes escalates to levels that undermine industry
profitability, this is less likely to occur than it is with price rivalry.

4. Chapter summary
Through the analysis of the Chinese feed industry, the certain opportunities for profit
and growth and some external environmental factor that also present threats to firm
are revealed. At the end of this Chapter, the summary of the opportunities and threats
of Chinese feed industry is presented as follows.
Opportunities


The high economic growth rate of China. China is the second largest economy
in the world after the United State, measures on a Purchasing Power Parity basis,
and with average annual GDP growth rate above 10% in the past ten years. The
growth rate for 2007 is 14.2% which is the peak from 1992.This growth rate is slow
down in the past two years which is 9.6% in 2008 and 8.7% in 2009. China‟s per
capita income had growth at an average annual rate of more than 8% over the last
three decades. Domestic demand is to remain strong in the next five years as
consumption will rise due to overall wage growth.



The high potential of Chinese feed market. The increasing trends of population,
the pace of urbanization, and the improvement of people‟s living standards will
give positive impact on the consumption of poultry meat product and aquatic
product and create a potential opportunity for the escalation of Chinese feed
industry.



The support from Chinese government. The development of Agriculture sector
in China is incented by the tax cut policy, and the “Construction New Socialist
Countryside” policy. That will relieve the pressure of feed material shortage and
raise the demand of manufactured feed, giving opportunities and positive effort of
the development of feed industry.



The increasing demand of high quality and safety food of Chinese customers.
Consumers send a clear message of their concern for public health and safety and
the quality of their food supply. They want food products that they perceive as
„natural‟. The requirements for quality and safety of food are getting more and
more stringent. That phenomenon indicates the growing demand of more health
food and even organic food.
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The more and more strict food safety regulation in China. Feed and food safety
have already gained greater awareness in China, especially after the melamine
scandal in milk and eggs in 2007, which gave the country a bad reputation and
which was killing for consumer confidence (Zigger, 2010). From this crisis the
country learned that feed safety is an integral part of food safety. Since then new
technologies are being used to check all raw materials and there are strict control
measures in place throughout the feed-to-food value chains. The National Quality
Centre in China is gathering samples and analyzing them for a wide range of
potential contaminants. Feed producers are doing likewise. Law and regulation
systems have gradually improved and the industry has maintained healthy
development.



The improvement of Chinese animal husbandry structure. The usage of
manufactured compounded feeds is mainly depended on the amount of large scale
animal farms. Chinese animal husbandry is still in the pace of development, the
number of large scaled and modern animal farms is increasing stable, which will
enhance the demand of manufactured compounded feed.



The development of animal science to improve animal health. Along with the
development of animal science, the animal nutrition and health will benefit from
it.



Growing and converting crops into biofuel is no longer encouraged. That will
release the pressure of feed raw material demand.



The appreciate of Yuan. Since many Chinese feed company start to import the
feed ingredients from foreign country, the appreciate of Yuan will reduce the
exchange cost.

Threats


High inflation rate in China. China‟s inflation rate steadily rose throughout 2010,
culminating in a 28-month high of 5.1% year-on-year increase in November 2010.
The increasing inflation rate cause the raise of the price of feed material and feed
additives. Although the price of poultry meat products was also increasing, because
of the price stabilization policy for end commodities, the increase rate of meat
products is far less than that of feed raw materials. Under this situation, the price of
manufactured feed is unable to appreciate, make the profit margins of feed
company become more and more small. Moreover, inflation also provides higher
wage demands from employees and raises the cost of human resources



The change from easy monetary-policy stance and loose fiscal policy to a tight
monetary-policy and prudent fiscal policy in China. This change will deter the
investment of company in almost all the Chinese industry, especially for feed
industry where large number of small and medium-sized companies cowed in,
because it cause more to borrow and make the financing activities more difficult.
Therefore, restraining the investment passion of entrepreneur, and creating
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negative effort for the company‟s profit margin.


Severe overcapacity in Chinese feed industry. In 2008, the total capacity of all
the Chinese feed mills was about 3.64 billion ton, but the effective capacity is
only 1.31 billion ton. The capacity usage is only 36%. Most of the feed
companies, especially the small and medium size enterprises face the threat of
overcapacity and running below their production capacity.



The shortage of feed raw materials. The shortage situation of feed raw material
is pervasive in China, especially for the protein feed raw materials (such as soy,
soybean meal, fish meal). Sourcing raw materials is now becoming one of the
toughest challenges to all the Chinese feed company. Because the demand cannot
be met within domestic, the gap is filled by imports, mainly from Brazil, the USA
and Peru. The focus for imports is on protein diet; such as soy, soybean meal and
fishmeal, and in 2010, about 70% demands of them are depend on imports
(Chinese National Bureau of Statics, 2010).



The imbalanced development among the stages in Chinese feed chain. For
example, the feed production/processing industry in China has already reached
the level of developed countries. The productivity of some Chinese feed
processing companies are even listed on the top of the world (See Figure 7-3).
However, the development of Chinese feed additive industry is lay behind of the
processing industry both on the manufacture phase and the R&D phase, which
gave the rise to the shortage of feed additive in Chinese feed market.



“Energy Efficiency and Emission Reduction” policy. During the period of the
tenth five-year planning, beside GDP, emission reduction was become one of the
major performance evaluation indicator for local government. In order to achieve
the goal of reduction, many local authorities simply ration the electricity without
prior due notice.



The implementation of the new “Labor Contract Law”. This new labor law
meant bigger severance payment and higher operational costs to both domestics
and foreign companies. Small and medium size enterprises in particular have
already felt the effects of the law.



The shortcoming of Chinese legal and regulation system. Many problems are
rooted in the administration regime and China‟s priority of economic development.
For detail see page.



The fierce competition in Chinese feed industry. Competitors in Chinese feed
industry are numerous (there were over 10000 feed enterprises in China in 2008)
and are roughly equal in size and power. In such situation, rivals find it hard to
avoid poaching business.
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Chapter 9: Company‟s internal capabilities
1. Introduction
The chapter presents a detailed analysis of the empirical results to answer the practical
sub research question 5 and 6:
“What are the resources and capabilities leading to sustainable competitive
advantage in Chinese feed industry?”
“What are the strengths and weaknesses of Minxiong‟s internal strategic
capabilities?”
As the description of the literature study of resource-based theory in Chapter 4, the
definition of firm‟s resources and capabilities, and the two assumptions of resource
heterogeneity and resource immobility, are quite abstract and not directly amenable to
the analysis of a firm‟s strengths and weaknesses. Therefore, to understand clearly
which internal capabilities is important for feed companies, and which internal
capabilities can be the sources of sustained competitive advantage, in this chapter,
firstly, Porter‟s value chain analysis will be applied to identify some important unique
resources and core competences; secondly, the VRIO-framework developed by Barney
(1991a) is used to detect which resources or competences are more important and can
be a sources of sustainable competitive advantage; thirdly, Mingxiong‟s strengths and
weaknesses will be discussed; at last, the key issues from the business environment
and the strategic capability of Mingxiong will be summarized to a SWOT analysis.

2. Value chain analysis of Chinese feed production/processing industry
In this section, some important internal resources and capabilities emphasized by the
feed production/processing companies and industry experts of my interviews will be
introduced. Since the case study company (Mingxiong) of this paper is in the
production/processing sector of feed chain, only the resources and capabilities related
to this sector will be discussed in this chapter. Moreover, a distinction needs to be
made between capabilities (resources or competences) that are at the threshold level
(threshold resources and competences) and those that might help the organization
achieve competitive advantage and superior performance (unique resources and core
competences) (for detail see Chapter 2 P34); and only the unique resources and core
competences of feed production/processing companies will be introduction in the
following paragraph.
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Figure 9-1 Value chain analysis

To analyze the company‟s internal resources and capabilities systematacially, Porter‟s
value chain analysis (see figure 9-1) will be applied. As we mention in the Literature
Study (see Chapter 2), most goods or services are produced through a series of vertical
business activities (Barney, 1997). This set of vertically related business activities is a
product‟s value chain. Each stage in a product‟s value chain typically has physical,
financial, human, intellectual, and organizational resources around it (Barney, 1997).
Different firms can choose to focus on different activities of a particular product‟s value
chain. A firm‟s choice about those activities in a value chain that it will focus on can
have significant impacts on the kinds of resources and capabilities it will control
(Barney, 1997). Therefore, understanding which activities in a product‟s value chain a
firm operates in can be helpful in identifying the types of physical, financial, human,
intellectual, and organizational resources a firm likely to control (Barney, 1997). The
ability of these resources and capabilities to generate competitive advantages can then
eactivities (Barney, 1997). This set of vertically related business activities is a product‟s
value chain. Each stage in a product‟s value chain typically has physical, financial,
human, intellectual, and organizational resources around it (Barney, 1997). Different
firms can choose to focus on different activities of a particular product‟s value chain. A
firm‟s choice about those activities in a value chain that it will focus on can have
significant impacts on the kinds of resources and capabilities it will control (Barney,
1997). Therefore, understanding which activities in a product‟s value chain a firm
operates in can be helpful in identifying the types of physical, financial, human,
intellectual, and organizational resources a firm likely to control (Barney, 1997). The
ability of these resources and capabilities to generate competitive advantages can then
be analyzed.
2.1.Inbound logistics
In inbound logistics, managing the procurement cost efficiently is the most
121

important core competences. As the important role of feed ingredients procurement in
the cost structure of feed production/processing companies, it is obviously that
sourcing the feed raw materials and feed additives with the lower price or lower
supply cost than their competitors will release the pressure of cost and improve the
competitiveness of price, then bring the competitive advantage.
Feed ingredients used in the production of feed include feed raw materials and feed
additives. Having access to feed raw materials and feed additives at lower costs is very
crucial towards feed production/processing companies. Since cereals represent
normally 60–75% of the feed formula and feed additives are necessary to increase the
nutrition of feed, thus the availability and cost structure of them is of outmost
importance. In Chinese feed industry, the gap between domestic demand and supply of
feed ingredients is huge, most of the supply of some important feed materials and feed
additives, such as soybean meal and fish meal, lysine and methionine, are depend on
imports. Sourcing feed raw materials and feed additives are now becoming one of the
toughest challenges to all the Chinese feed company. Therefore, purchasing feed
ingredients in a reasonable price and low cost will save considerable cost of
procurement and raise the profit margin for the feed production/processing company.
Furthermore, more budgets can be invested in other phases, such as R&D, marketing
and sales phase, or service phase, to create more add value.
This core competence can be achieved through the acquirement of some unique
resources:


Having talents on commodity market operation. Commodities include
agricultural products, fuels, metals, etc. The commodity market started in the 19th
century with agricultural products (Jacks 2005). The main reason for starting
commodity markets was to render trade more smooth and predictable. It started
with contracts about quantities of commodities, which would be traded. This
market is separated in different parts. Commodity trading is conducted on OTC
markets (over-the-counter market) and exchanges, and consists of spot trading,
physical forwards and derivatives. (Maslakovic 2008). Most of the resources for
feed production have been traded in the international and Chinese commodity
market.



Having special access to the source of feed raw materials and feed additives.
For example, some feed companies have the quota of assigned national grain
reserve, but the number of companies that have this quota is very limited.



Logistics system with cost efficiency. In feed production industry, as companies
often have on month store of feed ingredients, a logistic system will low cost is
more important than an efficient logistics system. The cost of procurement is not
only from the material section, is also from the activities of material handling,
stock control, transport, etc.



The ability of technology development. The development of several
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technologies has the important influence on the cost of feed raw material. For
example, the technology that make some raw materials can be substituted
among each other in a certain amount (cannot be substituted completely)
without reducing nutritive value. For example, soybean meal and XXX can be
substituted in a certain amount. When the price of soybean meal increase while the
price of XXX still very stable, then company can purchase more amount of XXX
and reduce the procurement of soybean meal to reduce the cost of materials.
Moreover, the substitute from different feed ingredients also bring the opportunity
to reduce the risk related to the fluctuated price of feed raw materials and save much
cost in raw materials procurement risk control in commodity market operation.


Use of alternative raw materials. As a consequence to the aforementioned
statement the prices of cereals will be tight and edging up higher in the following
years. That could be an incentive to use cheaper alternative raw materials, like
Tapioka or Maniok. Any residue or leftover from the food industry will be used
more freely and alternative sources such as straw or rice bran will be used tighter
with the right mix of enzymes (Erber and Wechselberger, 2010).



Use of alternative feed additives. Take the increased use of enzymes as an
example. NSP enzymes for barley and rye rations as well as phytase are already
common place. The development of effective xylanase and fibre degrading
enzymes together with the advance of proteases may soon change the way least cost
formulations are made. Use of organic minerals is still under some scrutiny and
aside of some yeast based organic minerals, the economic use is still unclear (Erber
and Wechselberger, 2010).

2.2.Operations
In the operation sector of the feed production/processing company the following core
competences are important:


Economies of scale. Economies of scale is especially important in feed industry,
since the profit margin of feed product is very low and the high capital costs of plant
need to be recovered over a high volume of output. In feed industry, the economies
of scale is not only important in the manufacturing sector, but also important in
marketing, distribution, and R&D.



An efficient and low cost processing plant. Efficiency gains in production
processes have been achieved by many organizations through improvements in
labor productivity, yield (from materials) or working capital utilization.
Understanding the relative importance of each of these to maintaining a competitive
position is important. In feed industry, efficiency of production is often gain
through the use of advanced production hardware/equipment (which will also
reduce the waste of raw materials and increase the quality of feed), having the IT
systems to manage, operate and integrate the complex technique and processing
procedure, the cumulative experience gained by workers, and, of course, the
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scientific management of the assemble line, and plant and resource usage.


The scientific and technology content behind the feed production, and the
technology development or R&D development ability related to improve feed
nutrition. The scientific and technology content is most depend on the formula of
feed (is it better than competitors‟) and the adoption of new technology that can
improve the nutrient component of feed. They are mostly the products with the
protection of patent. The performance of these content are showed through three
most important aspects which are 1) whether improving the efficiency with which
animal farms use feed products, in other words, reducing feed consumption but to
keep animal performance at an optimum (Feed conversion ratio is one of the main
factors delivering profitability. Improving FCR leads to cost savings); 2) whether
improving animal health; and 3) whether the performance of feed is stable.
Moreover, having these scientific and technology content is on side of this
competence, how to continuously create such content is other side of this
competence. Otherwise, the imitation of competitor will come soon.
In addition, more words as follows will be spent to analyze why that competence
can be competitive advantage in feed industry. In Chinese animal husbandry
industry, feed represents more than half of the total cost of delivering food animal
products to consumers, and it represent over 70% of the total live production cost
(National Bureau of Statistics of China, 2009). Livestock producers were already
facing heavy losses due to the high cost of production. Unfortunately, there is no
way to pass on the additional increased feed cost. As stated by Roth DI (2010) that
there are several reasons for these circumstances. “First of all it is the different
growing rate of the usage and production of feed, usage is growing faster than
production. Diminishing of production is mainly due to bad crops in many
producing countries”. Increasing usage is due to corn use for food and feed
industries and bioethanol production. The discrepancy between supplies and
demand is not expecting to diminish in the future. Therefore, Possibilities to
improve the situation are requested. The new technologies can make food animal
production release more pressure of feed cost for animal farms.
An example of new technologies improves the FCR is as follow: Alltech use its
unique fermented koji which is sold under the name of VegproTM SSF to lowering
the cost of converting feed to meat and eggs. “In the koji fermentation the enzyme
producing microbes are grown on substrates similar to those that food animals
consume, which induces the microbe to produce the spectrum of enzymes most
appropriate for the job. When added to poultry and pig diets containing oilseed
meals such as soya and canola, seven enzyme activities in VegproTM SSF interact to
boost release of energy and protein” (Lyons, 2010). Brazilian experience in
formulating poultry and pig diets with VegproTM SSF has shown that savings of as
much as $10-15 per ton are possible. Since the enzymes release the energy in soya
and improve protein digestibility, this technology could be crucial under the
situation of high feed price (Lyons, 2010).
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An example of new technologies improves the animal health and furthermore
reduces the cost was presented by Lyons (2010): The source of selenium in a diet
can greatly influence the desired outcome of animal health and performance. Cow
longevity is an example illustrating the impact of selenium improved animal health
has on productivity. Dairy cows average only two lactations, while 60% of all sows
are culled after only three parities. At an average of 10,000 kg of milk per lactation
and 20,000 per lifetime, this means a replacement cost of $0.06/kg of milk which is
nearly 24% of the total selling price of milk. Imagine any company devoting 20-25%
of the sales to replacing the equipment! They could not survive. By using selenium
into the diet of cow an extra lactation can be achieved, replacement cost drops to
$0.04/kg or 17% of the total cost (Lyons, 2010).


Feed quality, safety, and stable nutrient performance. To ensure the quality,
safety, an advanced feed safety and quality control system is needed. An
example of feed safety and quality control system is the „GMP+ Feed Safety
Assurance scheme‟ which is a scheme for assuring feed safety in all the links in the
feed chain. Therefore, if feed companies can apply this kind of feed safety and feed
quality control system, and via systematic assessment of suppliers and raw
materials, they can minimize the risk of undesirable ingredients finding their way
into animal feeds. For ensuring the stable nutrient performance of feed, this safety
and quality control system need cover the whole feed chain from the feed
ingredients to the end feed products, since feed ingredient quality can affect feed
costs by changes in nutrient variability and digestibility of feedstuffs.

2.3.Outbound logistics
In outbound logistics sector, having a sophisticated information technology for
warehouse control, and directly having an efficient distribution channel to animal
farm can be sources of competitive advantage.


Sophisticated information technology on warehouse control may create value
to firm by increasing internal and external coordinating efficiencies. Firms that do
not adopt such IT will have higher cost structures and therefore competitive
disadvantages. However, firms cannot expect IT to produce sustainable advantage
because most IT is readily available to all firms – competitors, buyers, suppliers,
and potential new entrants - in competitive factor markets (Clemons and Row,
1991).



Directly having an efficient distribution channel to animal farm is a unique
resource that very difficult to achieve by small and medium size feed companies,
since the high capital requirement and the retaliation from existed competitors.
However, once the feed company establishes this distribution channel, a strong
entrance barrier will be built and the sustainable competitive advantage can be
achieved.
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2.4.Marketing and sales
In the marketing and sales sector, competitive advantage achieve when 1) feed
company has the ability that can overcome several negative perceptions of the
consumer, in other words, increase retailer and consumer confidence by
addressing food safety, product traceability, and convenience; and 2) have the
competitiveness on feed price.
However, overcoming the negative perception of the consumer is more difficult to
achieve than a reduction in costs, especially after the melamine scandal in milk and
eggs in 2007, which gave the country a bad reputation and was killing for consumer
confidence (Ziggers, 2009). That also illustrates how reluctant as an industry we are to
change, and perhaps validates consumer skepticism and the demand for greater scrutiny.
As an important part of animal food chain, feed safety has vital influence on the safety
of animal food products. Therefore, changing consumer‟s negative perceptions is a
necessary task for Chinese feed industry. According to Lyons (2006), the major
perceptions of Chinese consumers are presented as follow:


Perception 1: All animal feed contains growth-promoting antibiotics

Although growth-promoting antibiotics (APGs) is still using in Chinese feed
manufacturing, there were never antibiotics in 'all' feeds, even those sectors where
inclusion was routine such as grow-finish pigs and broiler diets are steadily eliminating
APGs and have replaced them with natural products and programs that promote health
and growth (Lyons, 2006).


Perception 2: Agriculture pollutes soil and water

The latest restriction to be placed on animal production in an increasing number of
markets is the mandated reduction in dietary copper and zinc in order to prevent
accumulation in soil profiles.


Perception 3: Animal feed contains recycled animal by-products

In the US alone, 35 million cattle are processed every year. What could we possibly do
with the waste protein and fat? Europe has grappled with this problem, but if the US
reduces its use of animal by-products, the impact on protein prices will be enormous
(Lyons, 2006).


Perception 4: Meat, milk and eggs are not „healthy‟ foods

Alone with the melamine scandal, more and more food safety issues and the name of
some toxins that consumers can be expected to be increasingly familiar within the
upcoming years. How to convince customers that our food are safety and even healthy
is a big challenge now. The fact is that the technology of animal feed is available to
prevent toxins from having an impact at even the animal level, which means that toxins
from this source need not threaten food safety in either perception or reality (Lyons,
2006).
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To overcome these consumer perceptions several resources are required.


An advanced feed safety and quality control system. This safety and quality
control system need cover the whole feed chain from the feed ingredients to the
end feed products. An example of feed safety and quality control system is the
„GMP+ Feed Safety Assurance scheme‟ which is a scheme for assuring feed
safety in all the links in the feed chain. Therefore, if feed companies can apply this
kind of feed safety and feed quality control system, and via systematic assessment
of suppliers and raw materials, they can minimize the risk of undesirable
ingredients finding their way into animal feeds. Then through the suitable
marketing strategy, the negative perception of consumers can be released.



The new feed technology. For example, to overcome the perception of antibiotics,
already some highly biotechnological feed products without APGs introduced to
feed market. In these products antibiotic issue is put aside safely with a tried and
proven replacement. These products can works as well if not better than AGPs, but
also showing an improvement in FCR and weight gain, and a decrease in mortality
(Lyons, 2006).
To reduce the agriculture pollution of soil and water, for example, to reduce the
mineral level of the soil, some technologies like bioplexing can be applied. Feeding
essential trace metals in the form of Bioplexes circumvents the problem of
agriculture by “a) completely avoiding the risk of hydroxy polymerization reactions,
and b) speeding the rate of passage of the metal ion across the negatively charged
mucus layer by presenting it in a reduced charge or electrically neutral form”
(Lyons, 2006).
To increase the nutrition of animal food, some high technological feed formula is
applied. To eliminate toxins and prevent them accumulation in meat products,
building adsorbents is useful (Lyons, 2006). Along with the increasing scientific
information about toxin chemistry and function, providing us an advantage and
giving us an ability to solve the problem. Nowadays, comparing commercially
available adsorbents has become a necessity for feed manufacturers. This
substance adapted to adsorb a range of mycotoxins including aflatoxin,
zearalenone, T-2 and DON (Lyons, 2006).
However, for the third perception of consumer (Animal feed contains recycled
animal by-products), there is still no sample solution for the nutritional, cost and
environmental problems of not recycling animal by-products, but perhaps the
'biorefinery concept', at work in the rapidly expanding fuel ethanol industry, can
provide a useful alternative protein source (Lyons, 2006).



Suitable marketing strategy. When a feed production/processing company has
an advanced feed safety and quality control system, and adopting some high
technology to overcome the feed safety problem, how to let its customers know
about these measures company had taken is another important core competence.
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In other words, how to create a "brand" that is recognized by the consumer and
connecting it with safety and high quality. An opportunity becomes clear when
business managers get on the same side of the desk as their customers. Nowadays,
consumers send a clear message of their concern for public health and safety and
the quality of their food supply. They want food products that they perceive as
„natural‟. The feed industry‟s challenge then is to deliver „natural‟ solutions, even
if it takes a campaign to educate and redefine what is „natural‟. However, that is
not an easy job for feed companies, since they need to promote their high-tech
products to animal farmers with low education level. Therefore, the media they
choose and the way they used to market their product is crucial.
The price competitiveness is achieved based on the achievement of the following
three factors that already mention on the last three sectors in value chain. 1) Through
managing the procurement cost efficiently; 2) through economies of scale and
efficiency in production process; 3) through adopting new advanced technologies;
4) through a sophisticate logiest system.
2.5.Services
In the service sector, having communication skill to the low education animal farmers,
and having sophisticated IT system is quite important.
2.6.Others
Beside the previous resources and competence involved in the feed
production/processing value chain, some important ability that can also be the source
of competitive advantage will be presented as follows.


The ability of know-how of nutrition, production and livestock breeding. In
China, most of the feed production/processing companies are focus on become
better and better on production sector. They spend much time and huge amount of
money on improving the efficiency of processing, reducing the cost during the
production processes, improving the quality of their feed products, and so on.
However, less of them tried to generate or improve the knowledge on nutrition,
production and livestock breeding. In feed industry, the competence of know-how
of nutrition, production and livestock breeding is directly influence the ability of
feed technology development and R&D, meet customer requirement, brand
establishment, and provide professional service to animal farms.



Develop a unique corporate culture. The explanations here suggest that firms
with sustained competitive advantages typically are characterized by a strong set
of core managerial values that define the ways they conduct business (Barney,
1986b). It is these core values (about how to treat employees, customers,
suppliers, and others) that foster innovativeness and flexibility in firms; when
they are linked with management control, they are thought to lead to sustained
competitive advantage (Barney, 1986b).
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Human resources as source of competitive advantage. A firm‟s human
resources are defined as all of the knowledge, experience, skill, and commitment
of a firm‟s employees, their relationships with each other, and with those outside
the firm (Barney and Wright, 1998). A firm‟s HR practices are defined as all of
the programs, policies, procedures, and activities that firms use to manage their
human resources (Barney and Wright, 1998). Human resource researchers and
managers have long maintained that the HR function plays an important role in
firm performance. In fact, most corporate annual reports boldly state that the
firm‟s people are its most important asset.
If you are a company in Chinese feed industry, think about the following question:
Do you employ similar people, with similar educational backgrounds, coming up
with similar ideas, producing similar things, with similar prices and similar quality?
Does this sound like your company? If it does, then it will be the death knell of
many enterprises.
To create profit and success for companies themselves and their partners in
Chinese feed industry with such fierce competition, creating new solutions to
problems and making our companies different is necessary.
To make companies different from others, two important highlights are presented
here.
Firstly, it is the foster innovation and R&D. The ability of a company to give
consumers what they want is important, but more important is what they did not
realize they wanted. The new competition will take place both in the brawl with the
market share and more importantly in newly created markets. However, also
remember the remind we present in the literature of Blue Ocean Strategy that
innovation without value tends to be technology-driven, market pioneering, or
futuristic, often goes beyond what buyers are ready to accept and pay for (Kim
and Mauborgne, 2004a). Moreover, when it comes innovation is also irrelevant
with the size of a company. “The tiny New Zealand dairy cooperative, Tatua, with
only 30,000 cows is still the world's most profitable, largely due to the value-added
dairy products it offers such as lactoferrin for infant formulas and lactoperoxidase
as a natural sterilant” (Lyons, 2006).
Secondly, it is the people factor. Talent people help companies differentiate. Many
business commentators believe that talent is the important asset for business
success and we are entering an era where the 'war for talent'. Paul Allaire, former
CEO at Xerox (is a Fortune 500 global document management company that
manufactures and sells a range of color and black-and-white printers, multifunction
systems, photo copiers, digital production printing presses, and related consulting
services and supplies) calls it "the brawl with no rules".



The competence of meeting changes and head-on. Change is constant in the
dynamic animal feed market, and meet these inevitable changes has been the
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primary objective of many enterprises, and the main decisions revolve around how
to deal with change. Companies can either embrace change and move forward, or
can ignore it until change is forced upon us. Are we going to be proactive or
reactive? Moreover, meet changes is not enough, companies should take on new
technologies before competitors do and make transparency standards.
McDonald has recently apparent its strategies for changes to us, since it has begun
to feel the pinch as they have watched consumers 're-invent' what is 'good' about
food. As a result, “McDonald stopped buying beef produced using antibiotic
growth promoters, they refuse genetically modified potatoes, and in Great Britain
have begun to provide organic milk. US McDonald franchises offer
'Atkins-friendly' meals for the growing number of carbohydrate-counting
customers” (Lyons, 2006).
This strategy in McDonald is an example of meeting change with transparency and
proactive efforts, and offering healthy products that modern customers are
interested in buying. They lead their customers to their commitments of food
quality, safety and sustainable agricultural practices. Keeping in mind what Dan
Glickman (former US Secretary of Agriculture) advised - "Tell us what you want
and we will grow it".
2.7.Discussion
In the last part of this section, a reminder need to inform to all feed companies that the
new opportunities for the feed industry are hidden within the changing paradigms in
agribusiness. There is a shift from low cost production strategies to value-added
strategies. Rather than just concentrating on minimizing feed costs, the feed industry
should focus more on value-added strategies: How can your company capture value
and convey it to your customers? Differentiate products and services from
competitors and create a "brand" that is recognized by the consumer with safety and
high quality? Increase retailer and consumer confidence by addressing food safety,
product traceability, and convenience? Since most companies compete globally, they
must be flexible to meet international trade requirements.

3. VIRO analysis
VRIO-framework is structured in a series of four questions to be asked about the
business activities a firm engages in (Barney, 1991a):


The question of value: Do firm‟s resources and capabilities enable the firm to
respond to environmental threats and opportunities?



The question of rarity: Is a resource currently controlled by only a small number of
competing firms?



The question of imitability: Do firms without a resource face a cost disadvantage
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in obtaining or developing it?


The question of organization: Are a firm‟s other policies and procedures organized
to support the exploitation of its valuable, rare, and costly to imitate resource?

The answers of these questions determine whether a particular firm resource or
capability is strength or a weakness.
The questions of value, rarity, imitability, and organization can be brought together
into “a single framework to understand the return potential associated with exploiting
any of a firm‟s resources or capabilities” (Barney, 1991). This is presented in Table
9-1. In this table, all the resources and competences discussed in the previous section
are listed. This table can also prove those are the unique resources and core
competences in Chinese feed industry.
Table 9-1 VRIO Framework for feed company
Is a resource or competence

Inbound
logistics

Resources and
competence

Valuable?

Rare?

Costly to
imitate?

Talents on commodity
market operation

Yes

Yes

No

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

No

Yes

Yes

No

Yes

Yes

No

Yes

Yes

No

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

No

Yes

Yes

No

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

No

Yes

Yes

Yes

No

The ability of know-how
of nutrition, production
Yes
and livestock breeding

Yes

Yes

Corporate culture

Yes

Yes

Yes

Human resources

Yes

Yes

Yes

Yes

Yes

Yes

Special access to feed
raw materials and feed
additives system with
Logistics
cost efficiency
Techneology related to
raw material substitute
Alternative feed raw
materials
Alternative feed
additives
Economies of scale

An efficient and low cost
processing plant
Scientific and technology
content of feed
Operation
Technology development
and R&D development
ability related to improve
feed nutrition
Advanced feed safety
and quality control
system
Sophisticated
information technology
Outbound
on warehouse control
logistics
Efficient distribution
channel to animal farm
The ability to overcome
several negative
perceptions of the
Marketing consumer
and sales Price competitiveness

Service

Others

Suitable marketing
Yes
strategy
The skill of
communicating with low Yes
educational animal
farmers
Sophisticated IT system Yes

The competence of
meeting changes and
head-on

Exploited by Competitive
organization? implications
Temporary
No
competitive
advantage
Sustained
competitive
advantage
Sustained
competitive
advantage
Temporary
competitive
advantage
Temporary
competitive
advantage
Temporary
competitive
advantage
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advantage
Sustained
competitive
advantage
Sustained
competitive
advantage
Sustained
competitive
advantage

Yes

Temporary
competitive
advantage
Temporary
competitive
advantage
Sustained
competitive
advantage
Sustained
competitive
advantage
Sustained
competitive
advantage
Temporary
competitive
advantage
Sustained
competitive
advantage
Temporary
competitive
advantage
Sustained
competitive
advantage
Sustained
competitive
advantage
Sustained
competitive
advantage
Sustained
competitive
advantage

Economic
Performance
Above
normal
Above
normal
Above
normal
Above
normal
Above
normal
Above
normal
Above
normal
Above
normal
Above
normal
Above
normal
Above
normal
Above
normal
Above
normal
Above
normal
Above
normal
Above
normal
Above
normal
Above
normal
Above
normal
Above
normal
Above
normal
Above
normal

131

This table listed some important resources and competences that can be the sources of
competitive advantage in Chinese feed industry. These resources and competences are
refined from my interviews (include six interviews for feed production/processing
companies, three interviews for feed experts from China Agriculture University, and
three interviews for experts from local government) and desk research.
This table illustrates some resources and competences which are valuable and rare but
not costly to imitate. These resources will help feed production/processing companies
gain a first-mover advantage, since it is the first firm that is able to exploit a particular
resource, and then generate a temporary competitive advantage and above-normal
economic profits (Barney, 1991a).
Moreover, as the table shows that, if a resource or capability is valuable, rare, and
costly to imitate, firms exploiting this resource will generate themselves a sustained
competitive advantage and above-normal economic profits (Barney, 1991a). In this
case, competing firms face a significant cost disadvantage in imitating a successful
firm‟s resources and capabilities, and thus cannot imitate this firm‟s strategies (Mata,
Fuerst and Barney, 1995). The related analysis is suggested earlier in this chapter.
The factor of organization plays as an adjustment role in the VRIO framework. As
explained in the literature study, poor organization would lead a firm that has the
potential for competitive advantage to obtain only competitive parity or even
competitive disadvantages (Barney, 1991a). In other words, the successful usage of all
the resource need the support from organization, a firm needs to be organized to
exploit the potential offered by these resources (Barney, 1991a).
Of course, since the limitation of my personal capability, there must be some
resources and competences that can also be the source of competitive advantage are
omissive. However, it is incontestable that this table can give feed company
inspiration of how to keep outstanding performance in feed industry. In addition, a
remark needs to be presented: while resources and competences which are valuable,
rare, inimitable, and supported organization (VRIO) are the best, they are quite rare. It
is common for some successful firms to simply be combinations of a large number of
VR_O (valuable and rare resources supported by organization, but not costly to
imitate) or even V_ _O (valuable resource but not rare) resources and competences.

4. Strengths and weaknesses of Mingxiong
According to the resources and competences discussed in previous, the strengths and
weaknesses of Mingxiong will be presented in the following section. The analysis
here is result from the two weeks field research in Mingxiong and interviews
communication with the CEO, top managers, and workers.
4.1.Mingxiong‟s Strengths


Sourcing feed ingredients with lower price. Before enter into feed industry,
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Mingxiong was the trader of feed ingredients. It has some low cost channel of
feed ingredients sourcing.


Having special access to the source of feed ingredients. Mingxiong has the
quota of corn of assigned grain reserve. Only two feed company win this quota in
Fujian province. Although this quota of corn cannot full cover the demand of
Mingxiong, it is already reduce the raw material cost significantly.



Economies of scale on production. Although Mingxiong is the new entrant in
feed industry and just opened one feed mill, this mill has an annual production over
0.5 million ton. Such scale is enough for Mingxiong to achieve economies of scale
on production.



Efficient processing plant. Mingxiong installed the feed production equipment
with the automatic control system. This production equipment can also ensure the
quality of its feed and reduce the waste of raw materials.



High technologic feed formula and an alternative feed additive designed by
Pro. Zhang Rijun from China Agriculture University. This feed additive is organic
and didn‟t contain any growth-promoting antibiotics. Through the function of this
feed additive and the support from this special feed formal, the absorb function of
pig can be improved, the feed conversion ratio will be increased, and the quality of
animal meat will be improved. Since the confidential problem of this feed formula
and feed additive, only a highly brief introduction is presented here.



R&D development ability. MX has a cooperative relationship with China
Agricultural University. The company‟s research and development center is
founded by both MX and School of Animal Science of China Agricultural
University.



The ability of know-how of nutrition, production and livestock breeding.
Through the cooperation with China Agricultural University, Mingxiong can
achieve more knowledge and technology support from University experts.

4.2.Mingxiong‟s weaknesses


Lack of standard feed quality and safety control system. Although Meingxiong
pay much attention on the feed quality and safety control, such as a regular
inspection on feed and raw material, this way of quality and safety control lack of
standards.



Logistic system is sill need to improve. Such as the warehouse control system
and the supply chain control system, and information technology. Therefore, how
to ensure the efficient contact with the customer and the service provide is a
problem.



Having few distribution channels to animal farm. Over two thirds of
Mingxiong‟s sale of its feed product is depended on feed traders or distributors.
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That limited the profit can be gained by Mingxiong.


Lack of clear corporate and marketing strategies. Although have the high
technology and healthy feed product, Mingxiong still suffer from the problem of
how to create its brand and how to promote its products.



Lack of the skill of communication with animal farmer. How to communicate
with animal farmers with low education level is the lesson need to be solved by
almost all the Chinese feed company.



The corporate management ability is still weak. As a new entrant, the
management abilities, such as human resource management ability, finance
management ability, are insufficient, and a unique corporate culture is still not
formed.

5. Chapter summary and SWOT analysis
To answer the research question “What are the resources and capabilities leading to
sustainable competitive advantage in Chinese feed industry”. Firstly, Porter‟s value
chain analysis was applied to identify the unique resources and core competences in
Chinese feed industry. The whole feed chain was category to two main kinds of
activities: primary activities (inbound logistics, operations, outbound logistics,
marketing and sales, and service) and support activities (firm infrastructure, human
resource management, technology development), and the researcher discussed the
unique resources and core competences existed in each of these activities. Secondly,
the VRIO framework was used to detect which resources and competences derived
from value chain analysis can be the source of sustainable competitive advantage.
Based on the VRIO framework, Minxiong‟s strengths and weaknesses can also be
identified.
Finally, the key strategic messages from both the business environment (Chapter 8)
and this chapter can be summarized in the form of an analysis of strengths,
weaknesses, opportunities and threats (SWOT). “SWOT summarized the key issues
form the business environment and the strategic capability of an organization that are
most likely to impact on strategy development” (Johnson, Scholes and Whittington,
2008). This can also be useful as a basis against which to generate strategic options
and assess future courses of action (Johnson, Scholes and Whittington, 2008).
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Table 9-2 SWOT analysis of Chinese feed industry

Strengths
Weaknesses
• Sourcing feed ingredients with lower price.
• Lack of standard feed quality and safety control system.
• Having special access to the source of feed ingredients.
• Logistic system is sill need to improve
• Economies of scale on production.
• Having few distribution channels to animal farm.
• Efficient processing plant.
• Lack of clear corporate and marketing strategies
• High technologic feed formula and an alternative feed additive.
• Lack of the skill of communication with animal farmer
• R&D development ability.
•The corporate management ability is still weak.
• The ability of know-how of nutrition, production and livestock
breeding.
Opportunities
Thearts
• The high economic growth rate of China
• High inflation rate in China.
• The support from Chinese government and the implementation of the • The change from easy monetary-policy stance and loose fiscal policy
policy 'Building New Countryside'.
to a tight monetary-policy and prudent fiscal policy in China.
• The increasing living standards of Chinese citizen
• Severe overcapacity in Chinese feed industry.
• The increasing demand of high quality and safety food of Chinese
• The shortage of feed ingredients
customers
• The more and more strict food safety regulation in China
• The imbalanced development among the stages in Chinese feed chain
• The development of animal science to improve animal health.
• The implementation of "New Law of Employment Contrasts"
• The improvement of Chinese animal husbandry structure.
• “Energy Efficiency and Emission Reduction” policy.
• Growing and converting crops into biofuel is no longer encouraged. • The shortcoming of Chinese legal and regulation system
• The favourable taxtation policy taword Chinese feed industry
• The fierce competition in Chinese feed industry.
• Fragmented situation and low education level of Chinese farmer
• Strong bargain power of distributor and trader.
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Chapter 10: The market profile of Chinese feed industry
1. Introduction
The chapter presents a detailed analysis of the empirical results to answer the sub
research question 7, 8 and 9:
“What are the business competing factors on which the Chinese feed industry is
taken for granted?”
“What is the performance of the feed market players on these competing
factors?”
“What is the different focus between animal farmers and feed companies on the
business competing factors?”
In this chapter, firstly the strategic canvas of Chinese feed industry will be drawn to
illustrate the market profile of Chinese feed industry. Through this process two goals
can be fulfilled. One is the determination of business competing factors on which the
Chinese feed industry is taken for granted. The other the illustration of the
performance of the feed market players on these competing factors by drawing their
value curves. Secondly, an analysis of Chinese animal farmer will be conducted based
on the determination of business competing factors, and aim to find the different focus
between feed companies and animal farmers on the competing factors of Chinese feed
industry.

2. Strategic canvas
The strategy canvas is both a diagnostic and an action framework for building a blue
ocean strategy. It is central to value innovation and the creation of blue oceans (Kim
and Mauborgne, 2004a). The canvas is a simple but useful way of comparing
competitor‟s position in a market and potential in different segments, and capturing the
current state of play in the known market space (Johnson, Scholes and Whittington,
2008). By using the strategy canvas where the competition is currently investing, the
factors the industry currently competes on in products, service and delivery, and what
customers receive from the existing competitive product on the market will be
understood.
Before drawing the strategy canvas it is necessary for companies to understand which
features are essential to the industry and of particular importance to a group of
customer (Johnson, Scholes and Whittington, 2008). These are known as critical
success factors, or key competing factors (Kim and Mauborgne, 2004a).
In the case of the Chinese feed production/processing industry, there are seven
principal factors that the industry currently competes on and invests:
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Price per kg of feed.



The cost of supplement products. For example, the cost of veterinarians and
veterinary medicine are inevitable in animal husbandry. However, some kinds of
feed which applied some advanced animal technologies can improve the health of
animal and hence reducing the cost of veterinarians and veterinary medicine.



Above-the-line marketing. Building a huge sales representative term to raise
consumer awareness in a crowded market, and to encourage distributors and
wholesalers to give prominence to a particular feed producer.



Relationship management with feed distributors, wholesalers and animal
farms. In Chinese feed industry, most feed companies invest heavy on keeping
good relationship with their distributors and wholesalers. For animal farms, since
their fragmented situation and low education level, feed companies often rarely
try to communicate with them.



The performance of feed. Under a stable feeding practice, the performance of a
kind of feed is influenced by the formula it takes, whether or not use feed
ingredients apply high animal technology, the nutrition level of this feed, and so
on. It is mainly measured by the following two factors together:
 Feed conversion ratio (FCR). FCR equal than the number of pounds or
kilograms of animal feed needed to produce 1 pound or kilogram of animal all
over a specified period of time and under standard conditions. In animal
husbandry, FCR is a measure of an animal's efficiency in converting feed mass
into increased body mass. Under the condition of same feeding practice and
same animal species, different feed products will bring different FCR.
Therefore, FCR is a critical factor to illustrate the technology, nutrition and
performance of animal feed. The smaller the FCR, the more efficient feed
mass concert into body mass.
 Average body weight gained per day (ADWG). How long a hog stays with
a producer depends chiefly on how long it takes the hog to reach marketable
weight. Under the same FCR, if a feed product is tastier and can make animal
eat more every day, then this product will have more attraction for consumers.
Because the palatability or taste of feed is an important factor that impact
ADWG. A feed that is very palatable will tickle the pig‟s taste buds and have it
eating immediately. A feed that maintains a desirable taste encourages the
hog to eat more than it normally would.
To animal farmers high feed performance is much, but stable performance is
more.



The quality of feed. That quality of feed is influenced by at least four aspects. 1)
The safety of feed. To ensure feed safety, company needs to control strictly the
whole feed chain to prevent undesirable feed ingredients, such as
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growth-promoting antibiotics finding their way into animal feeds. 2) The stable
performance of animal feed. Whether the performance of a feed product is
stable or not. In other words, whether the FCRs of a kind of feed product and
from different production volumes are control in a stable level. 3) Feed
manufacturing process. For example, most kinds of the manufactured
compound feed are made into pellet. Pelleted feeds have the advantages of ease of
handling, lack of dust and waste, and a standard composition of the pellets.
However, they have the disadvantage of additional cost and the potential danger of
destruction of vitamins by heat or compression during processing. High quality
feed products can make the pellet unraveled when animal take food, and
guarantee the content of vitamins. 4) Whether suit for long-term preservation.
If animal feed become moldy or deteriorated during the storage period, it will
influence the safety and the taste of feed. That is also related to the manufacturing
process and the package technique.


Pork quality. The food and way farmer used to feed their animal will decide the
quality of pork to a great extent. Under standard conditions and standard feeding
way, animal feed will influence the pork quality in a large extent. The quality of
pork directly influence the price it can be sold. The quality of pork can be broadly
classified into three areas (James & House, 2011): 1) indexing parameters which
are factors related to “the lean yield of carcasses, carcass fat content, and the
cross-sectional surface area of the loin muscle” (James & House, 2011); 2)
sensory parameters which encompass those factors that “affect the aroma, flavor,
appearance and taste of pig meat” (James & House, 2011); 3) nutritional
parameters are dietary factors that affect the nutrient density and profile of pork
(James & House, 2011).



The knowledge on animal nutrition, livestock production and livestock
breeding.



After-sale service.

Figure 10-1 captures all this information in graphic form. The horizontal axis captures
the range of factors the feed industry competes on and invests in. These factors are
viewed as key to the promotion of feed as a unique product for the informed animal
farmers, worthy of special occasions.
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Figure 10-1 Strategic canvas of Chinese feed industry
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That is the underlying structure of Chinese feed industry from the market perspective.
Now let‟s turn to the vertical axis of the strategy canvas, which captures the offering
level that buyers receive across all these key competing factors. A high score means
that a company offers buyers more, and hence invests more, in that factor. In the case
of price, a higher score indicates a higher price. Through the 12 interviews on the field
of Chinese feed market, the performance of the leading feed companies and the
small-and-medium scaled feed companies on these competing factors were clarified.
The score of each competing factor was generated through these 12 interviews by
using a likert scale, from 1 to 10, and then calculate the value of their mean (see table
10-1). Therefore, the researcher can now plot the current offering of feed
production/processing companies across all these factors to understand their strategic
profiles, or value curves.
Figure 10-1 shows that, although more than ten thousand feed mills participate in
Chinese feed industry, from the buyer‟s point of view there is enormous convergence
in their value curves. Since animal feed purchases represents a significant fraction
(almost 70% of cost are used for feed in China) of buyer‟s cost structure or
procurement budge, the feed buyers are price sensitive. Therefore, both the leading
feed producers and small-and-medium feed producer offer a moderate price which is
neither high nor low. They both invest heavy on product marketing and establishing a
huge sales representative term which is expected to have high performance, and
encourage distributors and retailers to give prominence to a particular feed producer.
Moreover, nearly all the feed company agrees that manage a good relationship with
the distributors, traders and wholesalers is a key to success. For the other factors,
leading feed companies present a higher level of offering based on their better
manufacture process, feed technology and financial support.
In addition, although the supply chain integration strategy of some leading companies
can also bring considerable profit, it cannot be covered by the strategic canvas.
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Therefore, only the strategies related to how to sale their feed products to customers
are concerned.
In short, despite the plethora of competitors existed, when the leading feed producer,
such as New Hope, East Hope and Tangrenshan, and the small-and-medium scaled
feed company are plotted on the strategy canvas the researcher discovers that all of
them essentially have the similar strategic profile from the market point of view.
Table 10-1 Performance of competing factors
Leading companies
Small-and-medium
(like New Hope
scaled companies
Group)
Price
Cost of supplyment
products
Above-the-line marketing
Relationship management
Feed performance
Feed quality
Pork quality
Knowledge
After-sale service

MinXiong

4.00

3.17

4.00

4.25

5.33

2.00

6.08
5.92
6.00
5.17
5.00
4.58
3.42

5.00
4.83
5.08
3.42
3.33
2.00
1.67

5.50
5.50
6.00
6.00
6.00
4.00
3.00

In figure 10-2, Minxiong‟s current strategy was also plotted on the strategy canvas.
The pictures clearly revealed defects in Minxiong‟s strategy. Although Minxiong take
the advanced feed formula and high technological feed additive that can reduce the
cost of veterinarians and veterinary medicine significantly, can make their feed prouct
have higher performance, and can improve animal health and the quality of pork,
Minxiong‟s value curves demonstrated a serious lack of focus; the company was
investing in diverse and numerous factors in the feed business. What‟s more,
Minxiong‟s curve was very similar to those of competitors.
Figure 10-2 Strategic canvas of Minxiong
New hope
Small-and-miduem scaled companies

Minxiong
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Cost of
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The picture also highlights contradictions with Minxiong‟s internal capability.
Minxiong has a cooperative relationship with China Agricultural University, and the
company‟s research and development center is founded by both Minxiong and School
of Animal Science of China Agricultural University, but it only use this advantage
into its product research and development and neglect to convert it to increase the
value of customer. Their customers even didn‟t percept this advantage.

3. Customer analysis – visual exploration
Drawing the strategy canvas is only the first step. The next step is to try to go into the
field, putting Minxiong face-to-face with what they must make sense of: how people
use or don‟t use their products or services. The factors that Chinese feed industry
currently competing on were generated through the desk research and interviews and
analyze in the last paragraph. In this section, the researcher was aim to turn the view
to animal farmer‟s aspect and to see what is their attitude on these competing factors,
then finding different focus between feed companies and animal farmers on them.
During this process, through the support from the local government the researcher
succeed to get in touch with 33 animal farms (total 278 animal farms listed in local
government) in Fujian Longyan where Minxiong‟s main market located. These animal
farms including Minxiong‟s current customers, lost customers, and the customers of
Minxiong‟s competitors. The data generation for this survey was supported by
Minxiong‟s sales representative term. Minxiong‟s sales persons helped the researcher
to get in touch with these animal farmers and to collect useful primary data. Through
the help of Minxiong, this survey was accomplished within three weeks.
As the researcher mentioned in the previous chapter, there are three types of hog
producers in China which are unspecialized households (produce less than 50 heads
per years), specialized households (produce more than 50 head to 9999 heads) and
commercial farm (produce more than 10000 heads per years) (Han, 2009). Therefore,
the researcher also classified its samples into these three types (five unspecialized
households, 26 specialized households and two commercial farms), and the following
table is the result of this survey.
The question was designed base on the competing factor presented in previous
paragraph. Animal farmers were asked to evaluate the importance of these competing
factors. In other words, among these factors which one is the most important one?
Which one can influence their decision making about in a larger extent. All of the
questions have to be answered on a likert scale, from 1 to 10 with 10 =‟ highly
determined‟ and 1 = „lowly determined‟. Moreover, the animal farmer was also asked
to give the reason why they make this evaluation. The concept of the whole
questionnaire was attached in appendixes. For the evaluation of the answers the
statistic program EXCEL was used. In this research, through the calculation of the
mean for the result, the different attitude can be showed.
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In table 10-2, competing factors were ranked according to their mean. Through this
table, it is clear that these three strategic groups of feed industry have different focus
on the competing factors.
Table 10-2 Customer’s attitude towards competing factors of Chinese feed industry

Commercial farm

Specialized
households

Feed performance (9) Feed quality (8.5)
Feed performance
Feed quality (8.5)
(8.42)
Cost of supplyment
Price (7.5)
products (7)
Cost of supplyment
Pork quality (7)
products (7.35)
Knowledge (6.5)
Pork quality (6.65)
Price (5)
Knowledge (6.31)
After-sale service
After-sale service (5)
(5.42)
Above-the-line
Above-the-line
marketing (3)
marketing (2.65)
Relationship
Relationship
management (3)
management (2.72)

Unspecialized
households
Price (8.4)
Cost of supplyment
products (7.8)
Feed quality (7.6)
Knowledge (7.4)
After-sale service (6.6)
Feed performance (6.4)
Pork quality (5.6)
Above-the-line
marketing (2.6)
Relationship
management (2.4)

This research overturned many of the conclusions managers had reached in the first
step of the strategy creation process. For example, nearly every feed company had
agreed that having sales representative with outperformance is a key to success, and
Minxiong also invest heavy on this factor. However, on customers‟ point of view,
they hated wasting time dealing with company‟s sales person. To buyers, sales
representatives only tell the advantages and strong points of their products, and when
they successfully sale their product to customers they will disappear immediately.
Relationship management with distributors and traders is the other factors have much
divergence between farmer and feed company. Feed company also treated it as one of
the key leading to success, whereas animal farmers argue that distributors and
retailers give prominence to a particular feed producer is because more
encouragement is given by feed companies or they have good relationship with feed
companies, rather than the product is actually excellent.
Big and medium scaled animal farms treat both feed performance and feed quality as
the foremost factors. Many holders of these animal farms have the opinion that
comparing to feed price, feed quality and feed performance will influence the cost
structure of feed in a bigger extent. In a questionnaire which answered by Lan the
holder of a Lian Sen Pig Farm Association, he gave an example to illustrate this
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argument. There are two kinds of animal feed, let‟s call them feed A and feed B. The
price of feed A and feed B are 1500yuan/t and 1580yuan/t, but feed B has a lower
FCR (2.8) than feed A (3). In other words, the performance of feed B is higher than
feed A. Therefore, if animal farms use feed A, the cost of producing one tone meat is
4500yuan; but if feed B is used, despite with a higher purchase price, the cost of
producing one tone meat (4244yuan) is lower than feed B. Moreover, when an animal
farm chooses a feed with high performance and quality, of course, these factors need
to find expression in the quality of meat. Their meet quality also directly influence the
price it can be sold. Therefore, the quality of meat is also a very important factor to
animal farmers. With the support of scientific feeding way, high performance and
quality feed normally will produce a meat product also with high quality. Moreover, a
feed product with a more stable performance and safety condition will be the first
choice for big and medium scale farms. If a feed can also improve the health of their
animals and reduce the cost of supplement products, such as the purchase of
veterinary medicine, that will be better.
In contrast, the small scaled animal farms only stare at the extrinsic factors that will
influence the cost of feed purchase, such as the price of feed and the cost of veterinary
medicine, but neglect the effect of feed performance. In their minds, a feed brand with
higher performance will be more expensive and increase the cost of their feed
purchase. Therefore, they often choose the budgeted feed product with lower purchase
price and performance.
The knowledge of feed company on animal nutrition, livestock production and
livestock breeding and the after-sale service are treated as another two important
factors, especially for unspecialized householders. Since their low education level,
only some traditional animal feeding knowledge is familiar by them. They are desired
to get some technical and knowledge support, such as how to feed their animal in a
more scientific way, how to increase the percentage of pigs available for slaughter, and
so on, from no matter the scientific institute, government, or feed company.
In addition, many customers also mention about customizing the feed product. Since
the different environment, equipment, and way of feeding animal, when using the
same feed brand, different animal farms might have different feed performance.
Therefore, how to maximize the performance of a kind of feed product by considering
the environment, equipment, and the feeding way of an animal farm is important. That
requires customizing the feed product through adjusting the feed formula or the
percentage composition of some feed ingredients based on the feeding condition of an
animal farm.

4. Chapter summary
In this chapter the strategic canvas of Chinese feed industry was drawn. The canvas is
a simple but useful way of comparing competitor‟s position in a market and potential in
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different segments, and capturing the current state of play in the known market space
(Johnson, Scholes and Whittington, 2008). By using the strategy canvas where the
competition is currently investing, the factors the industry currently competes on in
products, service and delivery, and what customers receive from the existing
competitive product on the market will be understood. Through the strategic canvas,
firstly, seven principal factors that Chinese feed industry currently competes on and
invests were presented. These competing factors are „price per kg of feed, the cost of
supplement products, above-the-line marketing, relationship management with feed
distributors, wholesalers and animal farms, feed performance (FCR and ADWG),
feed quality (safety, stable performance, nice manufacturing process, and long-term
preservation), pork quality, the knowledge on know-how of animal nutrition, livestock
production and livestock breeding, and after-sale service‟. Secondly, the performance
of the industry players on these factors was shown, and then the strategic profile and
the value curve of them were visualized. Although more than ten thousand feed mills
participate in Chinese feed industry, from the buyer‟s point of view there is enormous
convergence in their value curves. They offer a moderate price which is neither high
nor low, and invest heavy on product marketing and establishing a huge sales
representative term and maintaining good relationship with the distributors and traders.
For the other factors, leading feed companies present a higher level of offering based
on their better manufacture process, feed technology and financial support compare to
small-and-medium scaled feed company.
In addition, this chapter also conducted an analysis the researcher called it visual
exploration to find the different focus between feed companies and animal farmers on
the competing factors. This research overturned many of the conclusions managers
had reached in the first step of the strategy creation process. The contradictions
mainly appear on two factors which are the above-line marketing, and the relationship
management with feed distributors, wholesalers. On customers‟ point of view, they
hated wasting time dealing with company‟s sales person. To buyers, sales
representatives only tell the advantages and strong points of their products, and when
they successfully sale their product to customers they will disappear immediately.
Moreover, animal farmers also argue that distributors and retailers give prominence to
a particular feed producer is because more encouragement is given by feed companies
or they have good relationship with feed companies, rather than the product is actually
excellent.
Through the analysis of market profile, and by combining the previous analysis of
supply chain, industry environment, and companies‟ internal capability, the overall
picture of Chinese feed industry was drawn. In the next Part, with the knowledge
support from Part I literature study and through applying the data and information the
researcher generated in Part II the future strategic options will be formulated for
Minxiong.
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Part III: future strategic options
In part I of this research, through reviewing the literature about industry environment
analysis, blue ocean strategy and resource-based theory, the researcher built the
theoretical framework to construct the foundation of this research. In part II, through
the knowledge support from the literature study and by following the methodology
derived from the theoretical framework, the overall picture of Chinese feed industry
was drawn. These two parts all together serving the achievement of the final research
objective: “to give a recommendation of further corporate strategic options for the
Chinese feed producer MinXiong by making analysis based on the overview of the
current situation of Chinese feed industry and applying the adaptable corporate
strategy theory.”
In this part, the future strategy must formulate based on the resources and capabilities
of Minxiong that lead to sustainable competitive advantage. The researcher will try to
follow the Six searching path to create six uncontested market space for Minxiong
and then apply the Four-action framework to reach the value innovation.
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Chapter 11: Future strategy formulation
Through drawing the current strategy canvas of the industry and the empirical survey
of animal farms in Fujian province, the overall dynamics of the industry is realized,
the current strategy position of company and its competitors is visualized, and the
features are essential to the industry and of particular importance to a group of
customer are generated. In the following section of this chapter, the researcher will go
back to the drawing board. This time, though, a new strategy for Minxiong will be
proposed by using the six-path framework and value innovation will be created by
apply the four actions framework.

1. Introduction
The aim of this section also can be illustrated as the formulation of sustainable blue
ocean strategies that create value innovation for Minxiong. The sustainability is very
crucial for any kinds of strategies, without the exception of Blue ocean strategy. It is
meaningless to just formulate a blue ocean that can be imitated easily. Therefore,
besides formulating blue ocean strategy, the researcher also tried to make it
sustainable. To fulfill this goal, the ideology of Resource-based theory was used into
Blue ocean strategy (in detail see Chapter five). In Chapter nine, the VRIO framework
was applied to identify the potential of firm‟s resources and competences become the
sources of sustainability and the strength and weakness of Minxiong. When the blue
ocean strategy is achieve through the effect of firm‟s resources or competences which
are the sources of sustainability, such strategy will become sustainable. Therefore, the
formulation of blue ocean strategy here is based on previous analysis of firm‟s
internal capabilities.
Among the strengths of Minxiong, there are four resources and competences can be
the sources of sustainability. They are (1) having access to corn of assigned grain
reserve (only two feed company win this quota in Fujian province); (2) high
technologic feed formula and an alternative feed additive, which are the patent
product; (3) its R&D development ability that enhanced by the cooperative
relationship with China Agricultural University; (4) the ability of know-how of
nutrition, production and livestock breeding that improved also through the
cooperation with China Agricultural University. In the next part of strategy
formulation the researcher will explore the sustainable blue ocean strategy based on
these strengths of Minxiong.
There are two tools will be applied in this section, the Six-path framework and four
actions framework. They were already explained in the previous literature study,
hear, the researcher wanted to use this paragraph to awake the reader‟s memory of
these tools. Six-path framework and four actions framework were designed by
Kim and Mauborgne (2004a). According to Kim and Mauborgne (2004a),
benchmarking current competitors is not likely to generate idea for blue oceans. “While
benchmarking is an appropriate value renovation tactic, it does not lead to value
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innovation.” (Kim and Mauborgne, 2004a) Therefore, to avoid this
benchmarking-perspective the six-path framework was designed to ask companies try
to reposition their strategic focus from current competition to alternatives and
noncustomers, try to break out of the accepted boundaries which define how they
compete, and try to look across these boundaries systematically. To break the trade-off
between differentiation and low cost and to create a new value curve has value
innovation, Kim and Mauborgne (2004a) developed the four actions framework with
a supplementary analytic tool called the Eliminate-Reduce-Raise-Create grid (for
detail see Chapter 3).
In the following section of this chapter, the researcher will firstly discuss about the
cost efficiency in Chinese feed industry that take effect on value innovation, end then
formulate future strategic options by following Six-path framework and four actions
framework.

2. Cost efficiency in Chinese feed industry
Before the formulation of future strategy, the researcher also wanted to give some
argument about creating value innovation in Chinese feed industry.
Value innovation is the cornerstone of blue ocean strategy. Instead of focusing on
beating the competition and using the competition as their benchmark, value
innovation focus on making the competition irrelevant by creating a leap in value for
buyers and your company, thereby opening up new and uncontested market space
(Kim and Mauborgne, 2005a). Value innovation is created in the region where a
company‟s actions positively affect both its cost structure and its value proposition to
buyers to break the trade-off between differentiation and low cost. A blue ocean
strategy will become valid through only when the value innovation is achieved.
Therefore, the process of creating blue ocean is also the process of seeking way to
drive cost down while simultaneously drive value up for buyers. Kim and Mauborgne
(2004a) designed the four action framework to create value innovation. By using the
first two actions (Eliminate and Reduce), company will gain insight into how to drop its
cost structure. The second two actions (Create and Raise), by contrast, provide
company with insight into how to lift buyer value and create new demand (Kim and
Mauborgne, 2005a). Through this four actions framework company can systematically
explore how they can reconstruct the elements of buyer value across the “six-path” to
offer buyers an entirely new experience, while simultaneously keeping their cost
structure low.
However, as the researcher already discussed on the literature study, the actions of
Eliminated and Reduce among the four actions framework are not the only way to
improve company‟s cost structure, manage cost more efficient is another way to fulfill
this goal, but cannot illustrate through the four action framework. Therefore, before
using four actions framework, managing cost more efficient in Chinese feed industry
147

will be discussed firstly.
Through the previous analysis of companies‟ internal capability (Chapter nine), the
researcher concluded four factors which can be the key to manage cost efficient in
Chinese feed industry.
(1) Managing the procurement cost efficiently, in other words, sourcing the feed
raw materials and feed additives with the lower price or lower supply cost (in detail
see page). Cereals are necessary to ensure the nutrition of feed and cannot be
substituted; they are also representing normally 60–75% of the feed formula and
feed ingredients. Thus the availability and cost structure of feed ingredients
procurement is of outmost importance.
(2) Economies of scale. Economies of scale is especially important in feed industry.
Since the profit margin of feed product is rather low, the high capital costs of plant
need to be recovered over a high volume of output. In feed industry, the economies
of scale is not only important in the manufacturing sector, but also important in
marketing, distribution, and R&D.
(3) An efficient and low cost processing plant and distribution channel.
Efficiency gains in production processes have been achieved by many
organizations through improvements in capacity-fill, labor productivity, yield
(from materials) or working capital utilization (Johnson, Scholes and Whittington,
2008). In feed industry, efficiency of production is often gain through the use of
advanced production hardware/equipment (which will also reduce the waste of raw
materials and increase the quality of feed), having advanced IT systems to manage,
operate and integrate the complex technique and processing procedure, the
cumulative experience gained by workers, and, of course, the scientific
management of the assemble line, and plant and resource usage. The efficiency
and low cost of the distribution channel are achieved by the sophisticated
information technology and the supply chain management abilities.
(4) Experience. Experience can be a key source of cost efficiency and there is
evidence it may provide competitive advantage in particular in terms of the
relationship between the cumulative experience gained by an organization and
unit costs (Johnson, Scholes and Whittington, 2008).
Therefore, beside the application of Eliminate and Reduce, the researcher argued that
Minxiong‟s abilities of managing cost more efficiency will also improve its cost
structure. More specifically, Minxiong‟s abilities on having access to corn of assigned
grain reserve, economies of scale on production, and having an efficient processing
plant will help it to manage the cost more efficiency.

3. Future strategy formulation
In the following section, the researcher will applied the six-path framework to try to
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explore six blue ocean strategies for Minxiong, and the four actions framework will
be presented among all of these six paths to create value innovation for them. The
researcher emphasized again that when trying to make these six strategies sustainable,
they were formulated base on the four strengths (see page153) of Minxiong which are
the source of sustainable competitive advantage.
3.1.Path I: look across alternative industries.
The concept of alternatives was already introduced in the literature study of Blue
Ocean Strategy. Products or services which have different forms but offer the same
functionality or core utility are often substitutes for each other (Kim and Mauborgne,
2004a). In contrast, the concept of alternatives is broader than substitutes, alternatives
include products or services which have different forms and functions but the same
purpose (Kim and Mauborgne, 2005a). In the theory of “Competition Level”,
Substitutes are products or services compete within the level of “generic”.
Alternatives are products or services compete within the level of “generic” and
“budget”. At “generic level”, competition is defined as consisting of those products
and services fulfilling the same customer need (Lehmann and Winer, 2008). At
“budget level”, all the products and services compete for the same customer dollar as
forming a market (Lehmann and Winer, 2008).
Before the discussion of the alternative of feed, the concept of Maslow's hierarchy of
needs (Maslow, 1943) will be introduced firstly. Maslow's hierarchy of needs is in the
shape of a pyramid, with the largest and most fundamental levels of needs at the bottom,
and the need for self-actualization at the top (see figure 11-1).
Figure 11-1 Maslow's hierarchy of needs

Source: Maslow (1943)

Figure 11-1 shows that the basic needs, such as food and water that people requires for
subsistence or survive, or for maintaining a certain minimum standard-of-living, are at
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the first layer of Maslow's Hierarchy of Needs, and are the minimum should be
provided by any life insurance plan. Therefore, when those products are used to fulfill
such basic needs, they are called the necessities of life. In my opinion, these products
don‟t have the competitors exist on the competition level of “budget”, since they are
the first wish of purchasing when there is a dollar in customer‟s pocket.
Livestock need feed is like human need rice, and feed is the necessity of life for any
livestock. The competed product which has different forms and functions but the same
purpose, in other words competition with animal feed in the level of “budget”, is not
existed. Even if some alternative products for animal feed are existed, they cannot be
the quality competitor. Because when there are some capitals in the pocket of animal
farmers, the first things they are going to do is sourcing the animal feed, otherwise
their animal will die.
Therefore, when considering the alternative of animal feed, only the substitutes that
have different forms but offer the same functionality or core utility are considered. A
substitute performs the same or a similar function as an industry‟s product by different
means. Plastic is a substitute for aluminum. E-mail is a substitute for express for
express mail. Sometimes, the threat of substitute is downstream or indirect, when a
substitute replaces a buyer industry‟s product. For example, lawn-care products and
services are threatened when multifamily homes in urban areas substitute for
single-family homes in the suburbs. However, no matter in which points of view,
direct or indirect, animal feed is still unsubstituted nowadays.
As a result, this path is not useful when considering the blue ocean strategy for animal
feed.

3.2.Path II: look across strategic groups within industries
Strategic groups are organizations within an industry with similar strategic
characteristics, following similar strategies or competing on similar bases (Johnson,
Scholes and Whittington, 2008). These characteristics are different from those in other
strategic groups in the same industry (Johnson, Scholes and Whittington, 2008). This
searching path requires companies understand which factors determine customers‟
decisions to trade up or down from one group to another, instead of just focusing on
improving their competitive position within a strategic group (Kim and Mauborgne,
2004a). Therefore companies apply this path need to answers on the following
questions: “What are the strategic groups within the industry? “Why do consumers
choose for the higher group, why for the lower group?” (Kim and Mauborgne, 2004a).
In this section‟s analysis, the strategic groups which are possible to look across them
and create a blue ocean strategy will be presented firstly.
At one extreme, the Chinese feed industry is awash with traditional feed producers
that process manufactured animal feed and sale it to animal farms through their
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distribution channel. The customers of manufactured feed products are mostly
distributors, and some specialized animal households and commercial farms which
often have the large volume of purchase.
At the other extreme is the strategic group of animal feed that produced and mixed by
animal farmers themselves. Three kinds of animal farms prefer to produce animal feed
by themselves. Firstly, it is some small-and-medium scaled animal farms, since the
fluctuated characteristic of them, it is very hard for them to obtain the price advantage
through the bargain with distributors or feed producers. In order to reduce the cost of
feed, these farmers like to produce the feed by themselves. This kind of self-produced
feed mostly comes from vegetables, table scraps, green fodder and unprocessed grains
and oil seeds. However, this kind of self-produced feed cannot improve the cost
structure and bring considerable profit to small animal farms when consider its feed
performance (high FCR and low ADWG). Although the initial cost of feed is reduced,
animals need to take more feed and more time to reach the marketable weight.
Secondly, it is some specialized animal households and commercial farms which have
strong economic power. This kind of farms is weary to bargain with distributors, they
want to replevy the profit occupied by distributors and wholesalers. To improve the
quality of their meat product and maximize the production of animal, they can also
use the chance of self-producing to “customize” the feed formula or ingredients for
their animal based on the consideration of the environment and climate situation.
Thirdly, it is the most green and organic animal farms. Under the supervision of
current Chinese legal and regulation system, the effective control of food and feed
quality or safety is still a big challenge. To reassure the concern of this problem, many
green and organic animal farms produce animal feed by themselves. They often
purchase the nature and green feed ingredients by themselves, and then simply
process them for animal feeding. This kind of feed doesn‟t contain any antibiotics,
growth hormone, psychotropic drugs and other veterinary drugs. The ingredient is
often made from natural and green or organic crops. The feed performance is normal
lower than the manufactured animal feed, but the meat quality is much higher. In
addition, here the reason of self-production also partly attribute to the lack of the
market segment of organic animal feed.
Now the question is how a blue ocean strategy can be built by looked across these two
strategic groups. For the animal feed produced by small animal farms, the reason
make them trade between these two strategic group is only the price. Because of their
low education level, try to communicate with them and convince them to change their
points of view is not an easy task for the new enter like Minxiong. For the commercial
and large-scaled animal farms, it is very hard for them to give up the high investment
on feed production or ingredient sourcing system and then choose the feed produced
by others.
Therefore, it is more reasonable to formulate a strategy by looking across
manufactured animal feed and self-produced green or organic animal feed. The reason
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make animal farmer trade between these two strategic groups is very simple. For
manufactured feed products, their feed performance is higher. It is more convenient
for using, farmers just need to purchase the feed from the distributors, then directly
use it to the animal feeding. There is no need for them to build the logistic and
sourcing system of feed ingredients and feed additives. For the use of self-produced
green or organic feed, it is because the quality requirement of their meat products.
Moreover, by produce the feed by themselves animal farms can ensure the safety of
their feed and meat products.
Curves built the new strategy of Minxiong by drawing on the distinctive strengths of
these two strategic groups, eliminating and reducing everything else (see figure 11-2).
As the figure shows, Minxiong‟s new strategy eliminated relationship management
with the distributors, wholesalers and reduced investment on the sales representatives,
who, from this point on, were assigned only to some important customers.
Relationship managers and sales representative term were two of the highest-cost
elements of its business. Therefore, these moves together with the cost efficiency
advantages of Minxiong (see page155) will dramatically improve Minxiong‟s cost
structure.
Figure 11-2 New strategic canvas for Minxiong (path II)

Small-and-medium scaled companies
Self-produced green or organic feed
Minxiong's new strategy

Price

Cost of
supplement
products

Above-the-line
marketing

Relationship Feed performance
management

Feed quality

Pork quality

Knowledge

After-sale service Feeding advisors

Minxiong‟s new strategy emphasized the high safety level of their products that can
compete with the green or organic sale-produced feed. The ingredients they used
don‟t contain any veterinary drugs. Through the using of high-tech feed formula that
developed by Professor Zhang Rijun form China Agriculture University and the
unique soybean fermentation process, their feed products can improve the health of
animal, can reduce the cost of veterinary drugs, and also have the same level of
performance (FCR and ADWG) than manufactured feed. Moreover, since the natural
and green ingredients they used, the quality of pork is also improved. Beside these
factors, the new strategy also introduces the concept of feeding advisors. Since there
is a cooperated relationship between Minxiong and China Agriculture University, the
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know-how on animal nutrition, livestock production and livestock breeding can be
improved based on this relationship. Therefore, Minxiong have the resources and
capability to built the feeding advisor term that guild the feeding behaviors of animal
farmers and teach them how to use the feed products in a right way to improve the
performance of feed and increase the production.
Figure 11-3 Minxiong’s old strategy and new strategy (path II)

Minxiong's new strategy
Minxiong's old strategy
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Cost of
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Table 11-1 Eliminate-Reduce-Raise-Create Grid (Path II)
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Relationship management
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Feed performance
Feed quality
Pork quality
Knowledge
After-sales service

Reduce
Sales representatives

Create
Feeding advisors

Cost of supplement products
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3.3.Path III: Look across the chain of buyers
Companies in the Red Ocean typically deliver to homogenized, commonly defined
buyer groups. Individual companies in an industry often target different customer
segments. Although individual companies may target different customers segments in
an industry, they often only converge on a single buyer group (Kim and Mauborgne,
2004a). For example, the pharmaceutical industry focuses overridingly on influencers:
doctors. Sometimes there is a strong economic rationale for this focus. But often it is
the result of industry practices that have never been questioned (Kim and Mauborgne,
2004a). Challenging an industry‟s conventional wisdom about which buyer group to
target can lead to the discovery of new blue ocean (Kim and Mauborgne, 2004a). “By
looking across buyer groups companies can gain new insights, into how to redesign
their value curves to focus on a previously overlooked set of buyers” (Kim and
Mauborgne, 2004a).
For most industrial goods and many consumer products, the “buyers” must be broken
into several different entities within the organization or household, including the
following: initiator, influencer, decider, purchaser, and user (Lehmann and Winer,
2008). The distinction between buyers, user, and other purchase influencers is
particularly important for industrial products. The purchasers who pay for the product
or service may different from the actual users, and in some case there are important
influencers as well. Although these buyer groups may overlap, they are often different.
When they purchase something, they frequently hold different definitions of value
(Lehmann and Winer, 2008).
In this section, we will try to look across the whole consumer chain and to search for
non-served costumers, and answer the following questions: “What are the potential
buyer groups in the industry? On which group is the industry focused on? How can a
new buyer group create new revenue?”
Firstly, the buyer group of Chinese feed industry will be illustrated. Though the
previous description of Chinese feed chain and pork chain, the most important stages
of Chinese feed industry consist of processes that are performed by separate
organizations, also called chain actors, were illustrated. These stages are feed material
cultivation, feed additives production, feed production/processing, retail or sales
channels, and consumption in feed chain; and breeding, farrowing, finishing,
slaughtering, processing, retail or sales channels, and consumption in pork chain. To
release the figuration of the buyer group of Chinese feed industry, the stages of
“retail or sales channels”, “consumption” and “ processing” will be discussed in
the following paragraph.
The “retail and sales channels” stage of Chinese feed industry often contains traders,
dealers and distributors, and which are the primary purchasers of animal feed
products. They play a large role in offering products and services, including transport
in Chinese feed industry. They offer different feed products with different brands and
act as intermediates between supply and demand in feed chains by offering services
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like information exchange and credit or even cash collection.
The stage of “consumption” often has breeding companies, farrowing farmers, and
finishing farmers which are the major users of animal feed products. Breeding
companies supply the genetic basis for pig farms. They produce semen, sows and boars.
Often breeding companies operate (partly) outside the primary meet production chain
process. These companies specialise in genetic improvement and cultivation of pig
species. They also perform research to improve and optimise pork production
(Wognum, Terienekens, etc, 2009). Farrowing farmers produce and raise piglets.
Finishing farmers raise piglets from the previous stage until they reach the marketable
weight (Wognum, Terienekens, etc, 2009). Most finishing companies are separate
farms, but some farms perform both farrowing and finishing.
The stage of “processing” or “animal food processing” often contains meat
processing companies and food companies. They are the influencer of the feed
products purchasing. They often sourcing meat products from slaughterhouses, and
then sold them to wholesalers or directly to retailers, or process them to numerous
meat products, like steaks, loins, ham, sausages and convenience food. Since these
processing companies and food companies often have the special market positioning,
the animal products they source must meet the special criterion that related to their
positioning. For example, some food companies sale green or organic pork products
to retailers. The pork they used to process must meet the quality, safety and feeding
criterion of green and organic product. The pig need to feed with green or organic
animal feed that are product under a natural base, and feed in an environment without
pollution. When some food companies want to offer pork products with higher meat
quality, they have to source from animal farms that can provide pork to reach the
requirement such like higher lean yield of carcasses and lower carcass fat content.
In Chinese feed industry, feed processing/production companies focus overridingly on
purchaser: traders, distributors and dealer. They invest heavily on the above-the-line
marketing toward distributors and traders; they built huge sales representative term to
try to contact every distributor then can, and encourage them to give prominence to a
particular feed producer. Moreover, because there are some powerful distributors and
traders exist, and they controlled most of the distribution channel to animal farms in
some region, many feed company already thought about directly contact to animal
farms. Whereas, when they try to bypass the barrier of some powerful distributors,
facing the expected retaliation from them is one of the big challenges. Therefore,
nearly every feed company had agreed that the relationship management with
distributors and traders were the key to success in Chinese feed industry.
However, when turning our focus to the really end users of animal feed products:
animal farms. It is surprise to many feed producers that animal farmers treat these two
(above-the-line marketing and relationship management) as dispensable factors.
Animal farmer hated wasting time dealing with the distributors when they promote
some special feed products to them. On their point of view, distributors only tell the
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advantages and strong points of the products since they have good relationship with
the feed producer and benefit from the marketing approach taken by the feed company.
Compare to these, their social environment has higher influence on the behavior of
animal farms and their choice of animal feed. In other words, Chinese farms often
apply new measures since other farmers use them or they are recommended by local
authorities rather than the message from distributors.
During our field research with the animal farms, many of them mentioned that to
ensure the quality and safety of their animal products, meat processing companies or
food companies often recommend them to use some brands of feed products, and give
them the advices what kind of feeding way is more suitable for their animal and will
provide higher meat quality.
As a result, rather than invest heavily on competing factors which are insensitive to
buyers or face the risk of retaliation from distributors when bypass their distribution
channel, highly recommendation that shift the industry‟s longstanding focus to
influencers, which are meat processing companies or food companies, is given to
break away from the competition and create a blue ocean. As the analysis made in
previous chapter, Minxiong has the strength on know-how of nutrition, production
and livestock breeding based on the cooperated relationship with China Agriculture
University. Therefore, through the support of this competitive advantage, it is highly
recommend that Minxoing shifting its focus downstream from purchasers to
influencers and shift its industry landscape and transformed the company from a feed
producer to a company that also provides feeding advice.
In addition, because of the time limitation, the researcher cannot conduct a similar
survey toward meat processing companies or food companies. As a result, although by
following Path III highly recommendation that shift the industry‟s longstanding
focus from purchasers (distributors, traders and dealers) to influencers is given, the
data for more specific analysis and drawing strategic canvas is lacked.

3.4.Path IV: Look across complementary product and service offerings
“Few products and services are used in a vacuum. In most cases, other products and
services affect their value” (Kim and Mauborgne, 2004a). In other words, the
complementary products and services can add value to customer. Take airline service.
When passengers arrive, the convenience and cost of transfer with ground
transportation affect the perceived value of customer needs. “But in most industries,
rivals converge within the bounds of their industry‟s product and service offerings”
(Kim and Mauborgne, 2004a).
Kim and Mauborgne (2004a) recommends companies to define the total solution
buyers seek when they choose a product or service, and think about what happens
before, during and after your product is used. For example, Babysitting and parking
the car are needed before people can go to the movies. Operating and application
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software are used along with computer hardware. In the airline industry, ground
transportation is used after the flight but is clearly part of what the customer needs to
travel form one place to another.
By understanding the context in which your product or service is used and figuring
out what happens before, during, and after the purchasing behavior, the weak points
can be identify (Kim and Mauborgne, 2004a). Then how can you eliminate these pain
points through a complementary product or service offering it is the key to follow this
path to create blue oceans (Kim and Mauborgne, 2004a).
Under the accepted rules of competition in Chinese feed industry, companies
competed to offer the lowest purchase price to attract customers. Feed formula and
technology were outdated, delivery times were late, quality was low, and the
complementary service was limited given the industry‟s penny-pinching approach. On
my points of view, however, none of this made sense. Why were feed companies
focused only on the initial purchase price of the feed product? In this section, the
market boundary will be reconsidered follow path IV, and to see insights that had
escaped the entire industry.
Before the use of animal feed, farmers need to make a choice among the hundred
brands of feed products in China. Since the quality of their animal meat is influence
by animal feed in a large extent, how to make a right choice is an important lesson for
them. Farmers always want to choose the feed products which are suitable for their
animals, and will increase the production of their animal, will reduce the time their
animal reach marketable weight, will improve the health of their animal, and also
have reasonable price. However, since the low education level of animal farmers and
the imbalance of information, making a right choice is not easy for them. Therefore,
others‟ recommendation has big influence on their choice. Compare to adopting
recommendations from distributors and sales representative; farmers like to give more
trust for the guidance made by authorities and government institute and the effect they
have seen in persons.
During the process of animal feeding, how to use animal feed in a right way to
maximize feed performance is the following task for animal farmers. Commonly,
Chinese feed producers only attach a simple user‟s manual on the packing bag,
guiding farmers use the feed products under a right way is a service often neglected
by them. Since the low education level of animal farmers, expect them to design a
reasonable feeding way through the sample manual and based on the actual condition
of their animal is unpractical. An unscientific feeding way, sometimes, will have
negative influence on the heath of animal.
Once the weight of their animals reach to the marketable level, farmers need to find
the distribution channel and sale their animals to retailers as quality as possible.
Otherwise, the longer their animals stay in farm, the higher cost will be made and
lower profit will be gained.
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As a result, through the description of the context in which animal feed product is
used, the pain points of animal farmers can be identified. Firstly, animal farmers lack
of professional knowledge to make right decision among hundred brands of feed
products. Secondly, even if they choose a feed product that has pretty good
performance, there are still many variables during the feeding process. The
performance of a nice feed brand might become disappointed when farmers used it
under an unscientific feeding way. Therefore, designing a reasonable and scientific
feeding way according to the actual condition of animal and the characteristics of
animal feed is very necessary. Most of Chinese farmers feel unassisted when they take
this business in persons. Finally, when animal farmers raise their animals reach to the
marketable weight, the next job is to find the distribution channel and sale their
animal products. Since the fragmented situation of Chinese farmer, their low
education, and the imbalance of information, finding a profitable distribution channel
is also a big challenge for them. Moreover, even if they succeed to contact buyers,
they are always on the passive position on the bargain with distributors and food
companies. These are the three pain points which are often neglected by feed products
providers, however, are desired to be solved by animal farmers. The sourcing of
animal feed occupy almost 70 percent of the cost structure for Chinese farmers, the
existence of these three pain point often make that cost cannot convert to a deserved
benefit.
In consequence, how feed producers can eliminate these pain points through a
complementary product or service offering it is the key to create blue oceans in this
path. This might give the insight that the feed industry did not have to be a
commodity-price-driven industry but that feed companies, focusing on selling their
products at the lowest possible price, had made it that way. By looking at the total
solution of complementary activities, it is possible to create a value curve unlike any
the industry had seen before (see figure 11-3).
As the picture shows below, similar to Path II, the new strategy also eliminated the
investment on relationship management with the distributors, wholesalers and reduced
the cost waste on building a huge sales representative term. These moves together
with the cost efficiency advantages of Minxiong (see page155) will dramatically
improve Minxiong‟s cost structure. In Chinese feed market, since the fragmented
situation of animal farms, “customize” the feed formula to every farm is costly and
unrealistic. More reasonable approach is evading the impact from environment and
breed through the improvement on animal feeding way. Under the cooperation with
China Agriculture University, a feeding advisor term can be built to offer animal
farmers the guidance on how to use their feed products under a more scientific
feeding way. As the researcher mentioned before, farmers prefer to apply measures
since other farmers use them or they are recommended by local authorities rather than
the message from distributors or sale representatives. Recently, a pig raising farm is
acquisitioned by Minxiong to implement its supply chain integration strategy. It is
highly recommend that Minxiong build this farm as a demonstration base, showing
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animal farmers the performance of their feed products, the quality of their meat
products, and the standard feeding way. Making the abstract factors can be visualized
and apperceived by animal farmers.
Figure 11-4 New strategic canvas for Minxiong (path IV)
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Minxiong's old strategy
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In this new strategy, another add-value to animal farmers is also created. That is
Minxiong will ensure the sales of animal products when its customers farmers raising
their animal reach to the marketable weight level. Since Minxiong was a trader before
it entered into the feed industry, this experience will help it find distribution channels
and retailers more easily. However, to prevent the cheating of animal farms on feeding
process and materials after they purchase Minxiong‟s feed products, customers who
want to enjoy this service have to strictly follow the guidance designed by the feeding
advisor, and their meat products need to pass the quality inspection.
In brief, Minxiong offers the total solution during the whole process of animal feeding.
Even though Minxiong charged a higher initial purchase price for their feed products
than the average price of the industry, it helps animal farms improving their feeding
ability, improving the healthy condition of their animal, improving the quality and
safety level of their meat products, and reducing the searching cost and risk for
distribution channel. In this new strategy, Minxiong try to change the way animal
farmers saw their revenues and costs involved in animal husbandry industry, and
create exceptional value for the buyers at a lower life-cycle cost.
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Table 11-2 Eliminate-Reduce-Raise-Create Grid (path IV)
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3.5.Path V: Look across functional or emotional appeal to buyers
Kim and Mauborgne (2004a) argued that most industries are either
functionally-oriented or emotionally-oriented. According to their points of view, some
industries principally compete on price and function largely on calculations of utility;
their appeal is rational. Other industries compete largely on feelings; their appeal is
emotional. Over time, functionally oriented industries become more and more
functionally oriented; emotionally oriented industries become more and more
emotionally oriented (Kim and Mauborgne, 2004a). This searching path requires
company to challenge the functional-emotional orientation of their industry.
Since some emotionally oriented industries offer many extra attributes that add price
without enhancing functionality, Kim and Mauborgne (2004a) recommends to strip
away those attributes to create a fundamentally simpler, lower-priced, lower-cost
business model that customers would welcome. In contrast, by adding a dose of
emotion functionally oriented elements industries can often infuse commodity
products with new life and stimulate new demand (Kim and Mauborgne, 2004a). Two
well-known examples are Swatch, which transformed the functionally driven budget
watch industry into an emotionally driven fashion statement, and The Body Shop,
which did the reverse, transforming the emotionally driven industry of cosmetics into
a functional, no-nonsense cosmetics house (Kim and Mauborgne, 2004a).
When companies try to following this path to define a blue ocean, firstly, the appeal
of products or services need to be figured out, it‟s functionality or emotionality? If
company competes on emotional appeal, it need know what elements it can strip out
to make the product functional? If company competes on functionality, it need know
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what elements can be added to make the product emotional (Kim and Mauborgne,
2004a)?
Animal feed products are, obviously, functionality oriented products, and feed
industry principally competes on price and function. According to Kim and
Mauborgen, functionally oriented industries can often infuse commodity products
with new life by adding a dose of emotion and, in so doing, can stimulate new
demand.
However, before the considering of the new strategy based on this path, there is a
need to discuss whether the necessity for life is possible to add some elements and
make it more emotional. As the researcher mentioned in the Path I, the necessity for
life is what people requires for subsistence or survive, or for maintaining a certain
minimum standard-of-living. Animal feed is such a product for every kind of
livestock. Livestock need feed is like human need rice, any livestock cannot survive
without feed.
Almost all kinds of life necessities competed on the functional base. In my points of
view, company cannot simply add some emotional elements to life necessities and
make them more emotionally oriented. It is unrealistically to shift the orientation of
life necessities to, for example, the gift of dream, the choice of successful person, or
things make you more confidence. The attempt tries to change the appeal of the
customer of life necessities from rational to emotional need supported by some
complementary products and services. For example, Starbucks turned the coffee
industry on its head by shifting its focus from commodity coffee sales to the
emotional atmosphere in which customers enjoy their coffee. This successful
transformation is not simply through adding some emotional elements to commodity
coffee, the support from complementary products and services, such as the decoration
of the store, the drinking atmosphere it creates, and the attitude of service, is also the
key for its success. Although coffee cannot be included in the confine of life
necessities, the way Starbucks running the business will give the inspiration about
how to create blue ocean strategy for feed industry by following PathV.
Therefore, the shift of the orientation of feed products from functionality oriented to
more emotionally oriented need the support from complementary products and
services. In the last section, the context of feed products, the complementary products
and services demanded by animal farmers before, during, and after their purchasing
behavior had been discussed, and a new strategy was created by looking across
complementary product and service offerings. In this section, Path V will be applied as
a supplement of Path IV, and some emotional elements will be added to make the feed
products more emotionally oriented.
By following the Path IV, Minxiong created a new strategy that offer the total solution
during the whole process of animal feeding. When farmers become the customer of
Minxiong, Minxiong will help them improving their feeding ability, the healthy
condition of their animal, and the quality and safety level of their meat products.
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Moreover, Minxiong will also ensure the sales of their meat products, help animal
farmers reducing the searching cost and the risk from distribution channel. Therefore,
Minxiong‟s new strategy tries to solve the pain points during the whole animal
feeding process and make their livestock business become more profitable. When
animal farmers bought feed products they were on the path to improve their living
standards, their businesses become easier, and they can share more laughter and
happiness with their families. As a result, an emotional element, such as “when you
choose Minxiong, we will make your business easier and make your life better”, can
be add to Minxiong feed products.

3.6.Path VI: Look across time
Since all industries are subject to external trends that affect their businesses overtime,
for example, the rapid rise of the Internet or the global movement towards protecting
the environment, therefore looking at these trends with the right perspective is also
useful for creating blue ocean opportunities (Kim and Mauborgne, 2004a). The related
questions are: “Which trends will influence the industry? In which way will these trends
influence the industry? How can the company deliver a value on this basis?” (Kim and
Mauborgne, 2004a). This searching path it is the most difficult one in finding a Blue
Ocean, since the external trends is not very easy to detected (Kim and Mauborgne,
2004a).
Three principles are critical to assessing trends across time: “1) these trends must be
decisive to your business, 2) they must be irreversible, 3) they must have clear
trajectory” (Kim and Mauborgne, 2004a). For many of industries, although it may be
possible to see their trends or major event, it is very hard to predict its direction.
Therefore it would be a risky enterprise to envision a blue ocean strategy that might
result from it (Kim and Mauborgne, 2004a).
For example, the economic crisis was an important trend certain to have a big impact
on financial service industry. But it was impossible to predict the direction that trend
would take. In contrast, the euro had been evolving along a constant trajectory as it
has been replacing Europe‟s multiple currencies. This is a decisive, irreversible, and
clearly developing trend in financial service industry upon which blue ocean can be
created as the European Union continues to enlarge.
Therefore, when following this path to create the blue ocean strategy, Kim and
Mauborgne (2004a) recommended companies firstly answer the question what trends
have a high probability of impacting your industry, are irreversible, and are evolving
in a clear trajectory? How will these trends impact your industry?
For the time limitation of this research project, limited data and information was
generated to formulate the strategy based on this path. Through the interview for 12
experts for Chinese feed industry, only three main trends were given. (1) Along with
the continuous increase of the price of feed ingredients, the aspiration of the
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substitution for the main feed materials, such as corn and soybean, is become more
and more strong. Many scientists in China are working on finding the new feed
materials which are cheaper and have the same utility. (2) It is the informationization
of Chinese feed industry. Different from the initial development of information
technology like office automation and website construction, the development of
informationization this turn will focus on e-commerce, the construction of service
platform of information technological application, the application of cloud computing.
(3) It is the increasing awareness of food safety and human health. As the
improvement of living standards and consuming capacity, Chinese people pay more
attention on food safety and health, the concept of green and organic food already
thorough popular feeling. This will give enterprise opportunities to created new added
value to consumers.
However, it is very hard to formula the blue ocean strategy based on these three trends.
Because none of these three trends of Chinese feed industry meet the three principles
(these trends must be decisive to your business, they must be irreversible, they must
have clear trajectory) Kim and Mauborgne (2004a) used to assess trends across time.
Firstly, although the research of finding substitutes to the main feed materials is an
important trend certain to have a big impact on feed industry, it doesn‟t have the clear
trajectory and it is impossible to predict which substitutes will be the best. Secondly,
the trend of informationization of feed industry is irreversible and have clear
trajectory, but cannot be decisive to the feed production business. The advanced IT
system can be the sustainable competitive advantage of you business, however, it is
unrealistic to expect the success only rely on this IT system. Thirdly, ensuring the
quality, safety and health of animal products is the basic of feed industry, is take for
granted for the total industry chain. That is what need to be fulfilled by feed company
at first.
It cannot deny that, beside these trends presented above, still more trends of Chinese
feed industry are exist. However, since the time limitation only these three trends
were derived by the researcher. As a result, through the process of this research
project no strategy option was created by following this path.

4. Chapter summary
Based on the information support from the analysis of Part I and Part II, the
researcher tried to follow the Six searching path to create six uncontested market
space for Minxiong and then apply the Four-action framework to reach the value
innovation.
The researcher would like to argue that Path I (look across alternative industries) and
Path VI (look across time) are not effective paths when considering the blue ocean
strategy for Chinese feed industry. In Path I, the researcher introduced the concept of
life necessity to support this argument. In Path II, since trends of Chinese feed
163

industry cannot meet the three principles (these trends must be decisive to your
business, they must be irreversible, they must have clear trajectory) which are critical
to assess trends across time, also no strategy option was created.
By following the other four searching paths, the researcher created three strategic
options for Minxiong (Path V was used as the supplement of Path IV). In Path II (look
across strategic groups within industries) through looking across the manufactured
animal feed and self-produced animal feed a new strategic canvas was created. In Path
III (look across the chains of buyers) through the investigation of the buyer chain,
highly recommendation that shift the industry‟s longstanding focus from purchasers
(distributors, traders and dealers) to influencers (meat processing companies or food
companies) is given to break away from the competition and create a blue ocean. In
Path IV (look across complementary product and service offerings), through figuring
out what happens before, during, and after the purchasing behavior of animal feed, the
pain points of animal farmers were identified. By offering complementary products
and services to solve these pain points a blue ocean in feed industry was created. In
Path V (look across functional or emotional appeal to buyers), the researcher argued
that the shift of the orientation of life necessary, such as feed products, from
functionality oriented to more emotionally oriented need the support from
complementary products and services. Therefore, Path V will be applied as a
supplement of Path IV, and some emotional elements will be added to make the feed
products more emotionally oriented.
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Chapter 12: Conclusion and discussion
1. Introduction
This research project is aim to formulate future strategic options for a Chinese feed
processing company Minxiong. To make the strategy formulation process more
reasonable, understanding the current situation of Chinese feed industry and choosing
the suitable corporate strategic management theory is indispensable. Therefore, the
researcher have derived three objectives for this research project as presented in
chapter one (see page 6). The objective stated the problem to be solved is „to give a
recommendation of further corporate strategic options for the Chinese feed
producer MinXiong by making analysis based on the overview of the current
situation of Chinese feed industry and applying the adaptable corporate strategy
theory‟. Two objectives stated the knowledge to be produced are „to get insight into
which corporate strategy theory, Resource-based theory or Blue Ocean Strategy, are
more suitable for the case MinXiong under the current situation of Chinese feed
industry and its strategic capability‟ and „to give an overview of the current Chinese
feed industry situation by making a SWOT-analysis and drawing a strategic canvas
based on the current situation within the Chinese feed supply chain, its business
environment, companies’ internal strategic capabilities and an investigation of the
main competitors and the customers’.
From the objective the following central research questions are derived: „Which
corporate strategic theory, Competitive strategy theory or Blue ocean strategy
theory, are more suitable to apply to MinXiong issues?‟ „What is the current
industry situation of Chinese feed industry?‟ and „What are the feasible further
corporate strategic options for the feed producer MinXiong under the current
industry situation of Chinese feed industry?‟
In this final chapter the researcher presents his conclusions (12.2) on both the research
objectives and the central research questions. Further, the researcher discusses the
limitations of the research project, its methodology and conclusion, and also some
concept of Blue ocean strategy and resourced-based theory (12.3). Finally,
recommendations for further research and practical advices for firms are pointed out by
the researcher (12.4).

2. Conclusion
To answer the three central research questions, this research paper was divide into
three parts: Part I literature study which aim to conduct the comparison of Blue
ocean strategy and Resource-based theory and find out which one are more suitable
for the case Minxiong, Part II Chinese feed industry situation analysis which aim
to draw the overview picture of Chinese feed industry situation, and Part III Future
strategic options which aim to give recommendation for Minxiong‟s future
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development. The given answer to the first and second central research question is
derived from eight and nine sub research questions respectively (see page 9), which
the researcher answered at the end of the previous chapters. The specific answers allow
the researcher to give a detailed answer to these three central research questions.
In the following section, the researcher will presented the summary of the conclusion
he derived from these three research parts.
2.1. Conclusion of literature study
Since current Chinese feed industry is becoming more and more crowed and the
competition is becoming more and more fiercer, simply follow the same strategy of
other players and conduct a head to head bloody competition will not be sufficient to
sustain high performance, enhance, the researcher conducted the literature study of
two corporate strategic management theories which emphasize the importance of firms
avoiding intense competition: Blue ocean strategy and Resource-based theory.
Blue ocean strategy is a framework developed by Kim and Mauborgne to create new
market space and new demand through the simultaneous pursuit of higher value and
lower cost. It seeks to turn strategic movement on its head by replacing the concept of
„competitive advantage‟ in Competitive strategy with „value innovation‟ (see page
24) as the primary objective where firm must create consumer demand and exploit
untapped market. Instead of focusing on beating the competition and using the
competition as their benchmark, value innovation focus on making the competition
irrelevant by creating a leap in value for buyers and your company, thereby opening
up new and uncontested market space (Kim and Mauborgne, 2005a). The companies
caught in red ocean usually followed Competitive strategy which is beating the
competition by building a defensible position within the existing industry order
(Porter, 1980). According to this approach, companies can either create greater value
to customers at a higher cost or create a reasonable value at a lower cost. In other
words, it is the trade-off between value and cost (Porter, 1980). However, value
innovation create a new way of thinking about and executing strategy, defies this most
commonly accepted dogmas of competition-based strategy. Here “strategy is no
longer seen as making choice between differentiation and low cost, but seek to create
blue oceans pursue differentiation and low cost simultaneously” (Kim and Mauborgne,
2004b).
Resource-based theory shares the same strategic essence (or objective) with
Competitive strategy which is trying to achieve competitive advantage through the
cost-differentiation trade-off. However, compare to Porter‟s Market-based view,
resource-based theory emphasis the ability of firm using resources and competence to
achieve competitive advantage by either reducing a firm‟s cost or differentiating its
products or services rather than focus on the outside industry environment (Barney,
2001a). The highly performance of some firms in industries with so many threats and
few opportunities reminds us that the competitive environment outside a firm is not
the only determinant of the profit potential. Firm‟s internal skills and capabilities are
166

also very crucial for maintaining highly performance and avoiding fierce competition.
To analyze this phenomenon, resource-based theory introduced two concepts which
are resource heterogeneity and resource immobility (see page 41). Resource
heterogeneity assumes that firms are not identical, but consist of a unique cluster of
resources, both tangible and intangible, and capabilities (Barney, 1991). These will
differ between firms in the same industry and will make possible different strategies
and different performance (Barney, 1991). Resource immobility assumes that the
resources and capabilities may not be perfectly mobile, and can be difficult for one
organization to obtain or copy the capabilities of another (Johnson, Scholes and
Whittington, 2008). Therefore, if resources are heterogeneously distributed across
competing firms, and if firms without these resources find it more costly to develop,
acquire, and use them to implement a strategy than firms that have already used them to
implement that strategy, these resources can be a source of sustained competitive
advantage and make the competition irrelevant(Mata, Fuerst and Barney, 1995).
However, not all firm‟s resources hold the potential of sustained competitive
advantages. To have this potential, a firm resource must have four attributes: valuable,
rare, imperfectly imitable, and exploited by a firm‟s organizational processes (see
page 42).
Through the comparison between Blue ocean strategy and Resource-based theory, the
researcher found that although they have different strategic essence (the former is
focus on creating value innovation and the latter is still aim to achieve competitive
advantage through cost-differentiation trade-off), there is a possible to combine these
two theories rather than applying them alone. In other words, they are
complementarily rather than being opposed. Since creating a blue ocean strategy is
not a static achievement but a dynamic process (Kim and Mauborgne, 2004a). Once a
company creates a blue ocean and its powerful performance is known, sooner or later
the imitators will appear. Therefore the start of a blue ocean strategy is also the start
of imitation by competitors. The question is, how sooner or later will the imitator
come? In other words, how easy or difficult is blue ocean strategy to be imitated? In
order to make the blue ocean strategy sustainable, the ideology of resource-based
theory can be used into blue ocean strategy. More specifically, if the achievement of
value innovation of a blue ocean strategy is based on company‟s resources and
competences which are valuable, rare, imperfectly imitable, and exploited by a firm‟s
organizational processes, then such value innovation will become sustainability. In
consequence, when company trying to avoid the fierce competition by taken the
procedure of Blue ocean strategy formulation (which contains four procedures see
page 63), the framework of Resource-based theory can be applied at the same time
to identify the potential of firm‟s resources and competences become the sources of
sustainability. Then it is possible to create the Blue ocean strategy based on the
positive effects from these resources or competences either on firm‟s cost structure or
its value proposition to buyers. The improved formulation procedure used to create
sustainable Blue ocean strategy is illustrated in the theoretical framework (see page
62). This framework is also the basic for the following empirical study.
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2.2. Conclusion of Chinese feed industry situation analysis
In order to analyze the Chinese feed industry systematically, according to the
theoretical framework, the researcher divided the analysis of this path into four parts
which are (1) the description of feed supply chain; (2) the analysis of Chinese feed
industry environment situation (including the analysis of macro-environment and
industry forces); (3) the analysis of companies‟ internal capabilities (resrouce-based
theory); and (4) the profile of feed industry strategy (drawing strategy canvas).
Feed chain is part of the food production chain. It is also can be identified as a
ramification in the meat value chain. Most Chinese feed chain contains five stages:
feed material cultivation – feed additives production – feed production/processing –
retail or sales channels – consumption (see page 86). The pork chain contains seven
stages: breeding – farrowing – finishing – slaughtering – processing – retail or sales
channels – consumption (see page 90). Moreover, there is also an imbalance
development situation among different stages of Chinese feed supply chain.
To analyze the environment of Chinese feed industry, the PESTEL framework and the
Porter‟s five forces analysis was used. To identify companies‟ internal capabilities, the
VRIO framework was applied. The result of this two analysis part was summarized by
a SWOT-analysis.
Strengths
• Sourcing feed ingredients with lower price.
• Having special access to the source of feed ingredients.
• Economies of scale on production.
• Efficient processing plant.
• High technologic feed formula and an alternative feed additive.
• R&D development ability.
• The ability of know-how of nutrition, production and livestock
breeding.
Opportunities
• The high economic growth rate of China
• The support from Chinese government and the implementation of the
policy 'Building New Countryside'.
• The increasing living standards of Chinese citizen
• The increasing demand of high quality and safety food of Chinese
customers
• The more and more strict food safety regulation in China
• The development of animal science to improve animal health.
• The improvement of Chinese animal husbandry structure.
• Growing and converting crops into biofuel is no longer encouraged.
• The favourable taxtation policy taword Chinese feed industry

Weaknesses
• Lack of standard feed quality and safety control system.
• Logistic system is sill need to improve
• Having few distribution channels to animal farm.
• Lack of clear corporate and marketing strategies
• Lack of the skill of communication with animal farmer
•The corporate management ability is still weak.

Thearts
• High inflation rate in China.
• The change from easy monetary-policy stance and loose fiscal policy
to a tight monetary-policy and prudent fiscal policy in China.
• Severe overcapacity in Chinese feed industry.
• The shortage of feed ingredients
• The imbalanced development among the stages in Chinese feed chain
• The implementation of "New Law of Employment Contrasts"
• “Energy Efficiency and Emission Reduction” policy.
• The shortcoming of Chinese legal and regulation system
• The fierce competition in Chinese feed industry.
• Fragmented situation and low education level of Chinese farmer
• Strong bargain power of distributor and trader.

Beside Minxiong‟s strengths and weaknesses which were presented in the table above,
the researcher also used porter‟s value chain analysis to indentify some unique
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resources and core competences for feed production/processing companies. All these
resources and competences were listed in a VRIO framework to evaluate their
potential to become the sustainable competitive advantage (see table 9-1 on page
131).
To understand the profile of Chinese feed industry, its strategic canvas was drawn. By
using the strategy canvas where the competition is currently investing, the factors the
industry currently competes on in products, service and delivery, and what customers
receive from the existing competitive product on the market will be understood.
Through the strategic canvas, firstly, seven principal factors that Chinese feed
industry currently competes on and invests were presented. These competing factors
are „price per kg of feed, the cost of supplement products, above-the-line marketing,
relationship management with feed distributors, wholesalers and animal farms, feed
performance (FCR and ADWG), feed quality (safety, stable performance, nice
manufacturing process, and long-term preservation), pork quality, the knowledge on
know-how of animal nutrition, livestock production and livestock breeding, and
after-sale service‟. Secondly, the performance of the industry players on these factors
was shown, and then the strategic profile and the value curve (see page 139) of them
were visualized. Although there are more than ten thousand feed mills participated in
Chinese feed industry, from the buyer‟s point of view there is enormous convergence
in their value curves. They offer a moderate price which is neither high nor low, and
invest heavy on product marketing and establishing a huge sales representative term
and maintaining good relationship with the distributors and traders. For the other
factors, leading feed companies present a higher level of offering based on their better
manufacture process, feed technology and financial support compare to
small-and-medium scaled feed company. In addition, the researcher also conducted an
analysis called visual exploration to find the different focus between feed companies
and animal farmers on the competing factors of Chinese feed industry. This research
overturned many of the conclusions managers had reached in the first step of the
strategy creation process. The contradictions mainly appear on two competing factors
the above-the-line marketing, and the relationship management with feed distributors,
wholesalers. On customers‟ point of view, they hated wasting time dealing with
company‟s sales person. To buyers, sales representatives only tell the advantages and
strong points of their products, and when they successfully sale their product to
customers they will disappear immediately. Moreover, animal farmers also argue that
distributors and retailers give prominence to a particular feed product is because feed
companies give more encouragement to them or have good relationship with them
rather than the product is actually excellent.
2.3.Conclusion of future strategy formulation
Through reviewing the literature about industry environment analysis, blue ocean
strategy and resource-based theory, the researcher built the theoretical framework
which is the foundation of this research. Through the knowledge support from the
literature study and by following the methodology derived from the theoretical
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framework, the overall picture of Chinese feed industry was drawn. Based on the
information support from the analysis of these two parts, the researcher tried to follow
the Six searching path to create six uncontested market space for Minxiong and then
apply the Four-action framework to reach the value innovation.
The researcher would like to argue that Path I (look across alternative industries) and
Path VI (look across time) are not effective paths when considering the blue ocean
strategy for animal feed industry. In Path I, the researcher introduced the concept of
life necessity to support this argument (see page 149). In Path VI, since trends of
Chinese feed industry (see page 162) cannot meet the three principles (these trends
must be decisive to your business, they must be irreversible, they must have clear
trajectory) which are critical to assess trends across time, also no strategy option was
created.
By following the other four searching paths, the researcher created three strategic
options for Minxiong (Path V was used as the supplement of Path IV). In Path II (look
across strategic groups within industries) through looking across the manufactured
animal feed and self-produced animal feed a new strategic canvas was created (see
page 150). In Path III (look across the chains of buyers) through the investigation of
the buyer chain, highly recommendation that shift the industry‟s longstanding focus
from purchasers (distributors, traders and dealers) to influencers (meat processing
companies or food companies) is given to break away from the competition and create
a blue ocean (see page 154). In Path IV (look across complementary product and
service offerings) through figuring out what happens before, during, and after the
purchasing behavior of animal feed, the pain points of animal farmers were identified.
By offering complementary products and services to solve these pain points a blue
ocean in feed industry was created (see page 156). In Path V (look across functional
or emotional appeal to buyers), the researcher argued that the shift of the orientation
of life necessary, such as feed products, from functionality oriented to more
emotionally oriented need the support from complementary products and services.
Therefore, Path V will be applied as a supplement of Path IV, and some emotional
elements will be added to make the feed products more emotionally oriented.

3. Discussion
This Master thesis tried to build a framework to formulate a sustainable Blue ocean
strategy. Once a company creates a blue ocean and its powerful performance is known,
sooner or later the imitators will appear. The start of a blue ocean strategy is also the
start of imitation by competitors. Therefore, make a blue ocean strategy sustainable is
also crucial for every company want to apply this strategy. This research explored a
way to solve this problem by combining Blue ocean strategy with Resource-based
theory. Based on this theoretical framework, the researcher explored it in Chinese
feed industry and successfully formulated several future strategic options for a feed
processing company Minxiong.
170

However, this research still has some limitation. In the methodology chapter (chapter 6)
the researcher presented possible limitations that might influence the validity and the
conclusions of the present research project. The next paragraphs will discuss how these
limitations influenced the research. Additionally, the researcher would also like to
discuss a few concepts of the Blue Ocean Theory and resource-based theory.
3.1. Discussion on limitation
Time limitation
The time available to conduct the empirical research project in the context of the MSc
Thesis and Diploma Thesis was scheduled for a period of six months. The quality of
data collection through interview and empirical survey is influenced by this time
constraints. The setting up of the strategic canvas and the determination of the industry
competing factors of Chinese feed industry was derived from six cases located in
Fujian, Shangdong, Sichuan, and Guangdong, and six interviews of government
officials and university experts. Although four out of six feed company run business
nationally and the experts are assumed to have a bird‟s eye view of feed industry, it is
evident that accuracy of the industry competing factors is influenced by deriving them
only from 12 interviews. Moreover, bias is also reached as two cases are active only in
Fujian province and operating on a small-and-medium scale.
With the second phase of data collection for the empirical survey the researcher aimed
to generate the data from animal farmers and analyze the different focus between
farmer and company on the competing factors. However, the time limit influenced the
reversion rate of the quantitative questionnaire. Although the research received the
support from the local government, the researcher only succeeded to contact 33 pig
farms (12% respondent rate by 278 sample units). However, the researcher argues that
the participants are to some extend representative for the pig farmers in Longyan
where Minxiong running its business. The rate of return still remained low after
sending three reminder emails and calling each company several times. As the time
constrain the researcher was not able to arrange a face-to-face interview with each of
the 278 companies and to increase the validity and accuracy of the results.
In addition, because of the time limitation, the researcher cannot conduct a similar
empirical survey also toward influencers (meat processing companies or food
companies) of animal feed. As a result, although by following Path III (look across the
chains of buyers) highly recommendation that shift the industry‟s longstanding focus
from purchasers (distributors, traders and dealers) to influencers is given, the data
for more specific analysis and drawing strategic canvas is lacked.
The same problem also happened on the analysis of Path VI (look across time). The
three trends of Chinese feed industry were derived from the 12 interviews, and it is
hard to conclude that beside these three there is no other trends exist. Perhaps the
results could be different if the respondents were located in other companies, provinces,
or university.
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Instrument limitation
The main instrument used in this research is interview. Although it is often one of the
most important methods of data gathering, interviews can be a difficult task. Because
to ensure useful information can be generated through an interview, the researcher
must possess a variety of skills to communicate with the interviewee. The quality of
the interview result is highly related to the performance of interviewers. Through
these 12 interviews the researcher gained useful experience and sum up what he has
learned as follow. The best way to start the interview process is by the consultant and
the CEO, or a department head, providing the interviewees with a statement that states
the purpose of the engagement, the interview topics and its length, a request for
cooperation and a promise of confidentiality. In the interview more comprehensive
information is usually better gathered from statements rather than questions which can
lead to narrow answers. Statements such as "Tell me more about" and "Walk me
through that process" are part of the command and leading approach which takes
away the burden from interviewers just asking questions. The interviewer should also
give helpful feedback, with reassuring words if they are going in the right direction
and redirecting them if not.
However, there are several limitations of interview the researcher had found through
his experience. Firstly, since it is difficult to get everyone together, too little time and
consideration will be given to making the final decision, which may simply bring the
meeting to a close because one or other member of the panel has to get away.
Secondly, it is the confidentiality limitation. As has already been mentioned in Chapter
6, confidentiality issues arouse during the interview and the empirical survey. Some
feed company managers and the experts didn‟t cooperative because their knowledge
might spillover to competitors or other consultants and they were afraid of a possible
leak out of relevant confidential information which could favor competitors.
Generalization limitations
The researcher mentioned in Chapter 6 that the project is focused on Chinese situation.
Therefore the conclusions of situation analysis are only valid for this region. Moreover,
all the respondent of the empirical survey are located in Fujian province. Therefore, the
strategic options are only valid for this region. Further, the generalization is limited
because of the low rate of respondents. The reliability of the conclusions would be more
evident by a higher participant rate. Further, the conclusions would be more valid.
3.2. Discussion on Blue ocean strategy
When companies try to formulate a strategy for a new market discovered by following
the logic of Blue ocean strategy, the concept of “value innovation” should bear in
their minds at constantly. A successful Blue ocean strategy is not easy to achieve, only
when the value of buyer and company itself are leaped simultaneously can it become
valid. One major reason to make a Blue ocean strategy lose is because the failure of
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value innovation. Although one follow the logic of Blue ocean strategy, try to move
their strategy focus from competition to customer and look across industry boundaries,
the failure in achieving value innovation, especially ignoring the cost structure, will
make the action end up with a simple differentiation strategy or customer-oriented
strategy. If the differentiation strategy create some features beyond the adoptability of
buyers, or the customer-oriented strategy result customization of offering but create
too-small target market, the utility of buyer will still have no boost, and the cost
structure of company will become even worse. Therefore, when formulate a Blue
ocean strategy more attention should be paid to how to driving the cost down and
improve company‟s cost structure. Otherwise, your Blue ocean strategy would end up
with a differentiation strategy or a customer-oriented strategy; it cannot be called as
blue ocean strategy.
In addition, according to the point of view of Kim and Mauborgne, Blue ocean
strategy has some imitation barriers root in them, and sustainability can be trace to
these barriers. In other words, they hold the opinion that a blue ocean strategy will
naturally bring considerable barriers to imitators. But reasons about the natural
existence of these imitation barriers are lack of explanation and proof by Kim and
Mauborgne.
3.3. Discussion on Resource-based theory
Resource-based theory provide company many useful tools and frameworks can be
used to achieve competitive advantage. It places the firm rather than the industry at
the center of strategy formulation and strategy decision-making, and emphasis the
importance of the relationship between firm‟s resources (or competences) and
competitive advantage. However, to formulate a strategy, Resource-based theory is
not enough. A valid strategy should take into account both the environment and the
firm itself, in other words, both the market driven perspective and resource-based
view need to be considered.
A strategy only concerned about the market environment without enforce firm‟s
internal capabilities will often be imitated very easy by competitors. Such strategy
lays the eggs that other companies hatch. In contrast, a strategy only concerned about
company‟s internal capabilities without the industry situation often make one invest
too much on the quest for productivity, quality and speed, but frustrate by their
inability to translate those gains into sustainable profitability (Porter, 1996). Such
strategy makes „operational effectiveness and management tools‟ take the lead. “As
managers push to improve on all fronts, they move farther away from viable
competitive positions” (Porter, 1996).

4. Recommendations
In the following two paragraphs the researcher presents recommendations for further
research, and also for additional efforts managers can do to improve company‟s
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performance in Chinese feed industry.
4.1.Further research
Firstly, while resources have all of the VRIO (valuable, rare, imperfectly imitable, and
organizationally exploited) attributes are the best, they are quite rare. In practical, it is
not uncommon for successful firms to simply be combinations of a large number
VRO (valuable, rare, and organizationally exploited) or even VO (valuable and
organizationally exploited) resources and capabilities. Recall that even VO resources
can be considered as strength under a traditional SWOT analysis. However, the
problem is such VO or VRO resources only lead firms to temporary competitive
advantages. Therefore, the researcher recommended the further research to measuring
whether the interaction between two VO or VRO, or VO and VRO resources or
capabilities is valuable, rare, imperfectly imitable, and organizationally exploited and
can lead to sustainable competitive advantage.
Secondly, the researcher recommended conducting the further research about how to
implement Blue Ocean Strategy successfully. When the new strategy was formulated,
the manager should turn to the principles that drive effective execution of blue ocean
strategy. It deal with solve the organizational risk and management risk. For solving
organizational risk, it lays out how leaders and managers alike can surmount the
cognitive, resource, motivational, and political hurdles in spite of limited time and
resources in executing blue ocean strategy (Kim and Mauborgne, 2004a). For
management risk, it lays out how managers can integrate the execution into strategy
making, thus motivating people to act on and execute a blue ocean strategy in a
sustained way deep in an organization (Kim and Mauborgne, 2004a). Because a blue
ocean strategy perforce represents the change of the status quo, how can managers
execute blue ocean strategy under a way that can facilitates both strategy making and
execution by mobilizing people for the voluntary cooperation.
4.2.Practical recommendation
By following the approach of Kim and Mauborgne‟s Blue Ocean Strategy and
combining with the Resource-based theory, the researcher explored new paths to look
at Chinese feed industry. However, as a new entrant of the market, it still has huge
gap between leading companies. This gap is mainly appeared in some internal
capabilities, such as the management abilities, culture construction, supply chain
management abilities, and so on. Therefore, besides having a right strategy options,
continually perfect its internal capability is also very crucial. The strong firm‟s
internal capability will also help the successful implementation of the new strategy. In
contrast, a weak firm‟s internal capability will make the new strategy to nothing. Only
by constantly perfect firm‟s internal abilities, and under the guidance of the
reasonable strategies and tactics, can a firm break through the red ocean.
Therefore, the researcher gave Minxiong highly recommendation on improving the
internal capability presented as follows:
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Firstly, try to improve its supply chain management skill. Supply chain management
is “a set of approaches utilized to efficiently integrate suppliers, manufacturers,
warehouses, distributors and retailers so that goods are produced, distributed and
delivered at the right quantities to the right places and at the right time” (Simichi-Levi
et al, 2003). A supply chain includes manufacturer, supplier, transporters, warehouses,
retailer, third-party logistic provider, and customer. The objective of supply chain
management is to maximize the overall value generated rather than profit generated in
a particular supply chain. Nowadays, firms cannot only treat production, processing,
distribution and consumption as individual processes with profit maximization at the
firm level, building the interconnected system of highly varied processed performed
by firms with complex relationships is crucial.
Secondly, try to improve its human resources practices. A firm‟s human resources are
defined as all of the knowledge, experience, skill, and commitment of a firm‟s
employees, their relationships with each other, and with those outside the firm
(Barney and Wright, 1998). A firm‟s HR practices are defined as all of the programs,
policies, procedures, and activities that firms use to manage their human resources
(Barney and Wright, 1998). The HR function plays an important role in firm
performance, however, cannot view on firm‟s annual report
Thirdly, try to develop a unique culture. The explanations here argure that firms with
sustained competitive advantages typically are characterized by a strong set of core
managerial values that define the ways they conduct business (Barney, 1986b). It is
these core values (about how to treat employees, customers, suppliers, and others) that
foster innovativeness and flexibility in firms; when they are linked with management
control, they are thought to lead to sustained competitive advantage (Barney, 1986b).
Fourthly, try to improve the information technology. The researcher recommended
Minxiong to try to develop the e-commerce of feed market, construct the service
platform of information technological application, and apply the cloud computing.
In addition, supply chain integration in feed industry is also a very important issue
need to be researched by feed companies. In order to reduce the stress from the
upstream and downstream industries, some feed companies started to extend their
industry chain into the downstream breeding industry, such like Sichuan New Hope
Agribusiness Co., Ltd, Tongwei group, Tech-bank and Zhengbang Group. To extend
into the downstream breeding industry can help feed enterprises more closely to market
demand, thereby enhancing the quality of feed processing, raising sales, and also
through the integration of industrial chain are able to intensify feed companies‟ ability
to deal with industrial cyclical fluctuations and promote the level of comprehensive
profitability (Research Report on Chinese Feed Industry, 2009-2010; China Research
& Intelligence, Dec 2009, Pages: 50).
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Appendixes
1. Interview question
This interview is part of the MSc-thesis research run by Zhang Xin in China. Topic
of his MSc-thesis is about sustainable blue ocean in Chinese feed industry. The
outcome of this interview is to generate useful information to fulfill one of the
research objectives: “give an overview of the current Chinese feed industry
situation”.
Operationalisation
 Concept to be operationalised: “Industry situation”
 Indicators:
The description of feed supply chain
Industry situation

The analysis of industry environment situation
The analysis of companies‟ internal capabilities
The market profile of feed industry

Supply chain: supply chain consists of all parties involved, directly or indirectly, in
fulfilling a customer request. The supply chain includes not only the manufacture
and suppliers, but also transporters, warehouses, retailers, and even customers
themselves (Chopra and Meindl, 2001).
Industry environment in this project contains two parts of analysis: the analysis of
macro-environment and the analysis of industry forces.


The macro-environment: the macro-environment is the highest-level layer.
This consists of broad environmental factors that impact to a greater or lesser
extent on almost all organizations (Johnson, Scholes and Whittington, 2008).



The industry environment: industry is the next layer with the broad
environment. This is made up of organizations producing the same products or
services. Therefore, it is useful to understand the attractiveness and the
potential threats of a particular industry.

Companies‟ internal capabilities are the resources and competences of an
organization needed for it to survive and prosper (Johnson, Scholes and
Whittington, 2008).
The profile of feed industry strategy is the most immediate layer surrounding
organizations. Understanding the profile of markets and competitors is useful to
depict clearly the factors that affect competition among industry players and which
factors they invest in strategically.
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 Variables:
Macro-environment: Political factors, Economic factors, Social factors,
Technological factors, Environment factors, and Legal factors.
Industry environment: barriers to entry, impact from alternative products, buyer
power, supplier power, competitive rivalry.
The profile of feed industry strategy: business factors (key competing factor),
competitors profile, strategic group profile.
In this interview questions are classified into four sections, the answer of each
section will be useful to understand the above four indicators respectively.
Moreover, in order to prepare on six-path analysis, some information which is not
covered by the previous questions will be generate by the last three questions.
These three questions are about the understanding of the strategy groups, the
complementary product and service, and the appeal of industry: functional or
emotional.
This interview is conducted on top-managers of a few carefully selected companies
active in Chinese feed industry and experts from some university and government
departments who are specialized in that field.
Your explicit knowledge about the feed business will enlarge the researcher‟s
understanding and lead to a deeper understanding. The final analysis of the
empirical research can become available upon request, to the participating
interviewees/companies in the project. The outcome should provide interesting
insights into the best tools that lead to the identification of new and uncontested
market space, the Blue Ocean.
Confidentiality is guaranteed, by the publication of exclusively anonymous and
aggregated results (at industry and group levels). The time necessary to prepare the
interview by following the interview schedule will take you approximately 30 min.
Part A: The description of feed supply chain
1. Before the start of the interview can you descript what is feed supply chain and the
pork chain look like, in other words, what is their figuration? Are there any
shortcomings exits on the situation of Chinese feed supply chain?
Since the feed industry is part of an entire supply chain (for example, feed producer is a
part of pork chain), when you answer the following question try to consider the
situation of the entire supply chain.
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Part B: industry environment situation
Since the feed industry is part of an entire supply chain (for example, feed producer is a
part of pork chain), when you answer the following question try to consider the
situation of the entire supply chain.
 Macro-environment
1. What are the current government policies or the change of government policies
would that can influence the feed industry? Are there some support or restricted
policies exist?
2. What are the impacts of the change of macroeconomic factors on feed
production/processing business? The macroeconomic factors are, for example, the
inflation rate, the growth rate of GDP, or the rate of unemployment.
2.1.Do you realize the threat from the overcapacity of Chinese feed industry or the
shortage of feed raw materials? What is your opinion toward these threats?
How can the industry solve these problems?
2.2.Through my desk research, I found the phenomenon that the manufactured
compounded feeds was still not widely used in Chinese market. In your opinion,
what is the reason give rise to this phenomenon? What is your idea about
solving this problem?
3. Which social factors would influences how a feed company operates? Also think
about the social factors that influence the pork demand. Social factors are, for
example, demographics, lifestyle changes, income distribution, social mobility,
attitude to work and leisure, consumerism, level of education, and so on.
4. What is the situation of technological development in Chinese feed industry?
5. Do you think the growing desire to protect the environment have any impacts on
feed industry. If any, what kinds of impacts are they?
6. Which legislations are used to regulate the feed industry? Are there some public
standards or private standards used for feed quality management?
 Industry forces
7. The threat of entry
1) What is the extent and height of the barriers to entry for feed industry? In other
words, does companies enter feed industry easily or difficulty?
2) Which entry barriers exist? The entry barriers are, for example, economies of scale,
experience, capital requirements, access to supply or distribution channels,
legislation or government action, differentiation of product, and so on.
8. Impact from alternative products
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1) What are the alternative products of feed for the end-consumer and why do you
think so? The concept of alternatives is broader than substitutes. Products or
services which have different forms but offer the same functionality or core utility
are often substitutes for each other (Kim and Mauborgne, 2004a). In contrast,
alternatives include products or services which have different forms and functions
but the same purpose (Kim and Mauborgne, 2005a).
Alternative product

Reason

1.
2.
3.
4.
5.
2) Why do customers trade across alternative industries? What are the key factors that
lead buyers to trade across alternative industries?
9. Buyer power and buyer group
1) Which buyer groups are exist in feed industry? What buyer group is the feed
industry (especially your company) focused on? (please distribute 100percent to
the seven buyer groups in terms of importance)
Exporters

%

Wholesalers

%

End – Consumer (Animal farmers)

%

Other feed company

%

Other, namely…

%

2) To clarify the contrasts, why is the industry (your company) focused on the buyer
group with the highest percentage points? In contrast, why does the industry (your
company) not focus on the buyer group with the lowest percentage points? (when
relevant, please mention multiple reasons)
3) What new buyer group could be unlocked by the industry (your company)?
4) These different buyer groups are concentrated or fragmented?
5) What is the extent and height of the switching cost for your current customers? Is it
high, medium, or low? In other words, Can the current customer (not
end-consumer) easily switch to another feed products produced by competitors?
6) What are the factors influence the switching to other feed suppliers from the
customer perspective? (for example, price, product differentiation, brand identity,
the quality of feed, and so on)
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Factors making it easier

Factors making it more difficult

1.

1.

2.

2.

3.

3.

4.

4.

5.

5.

6.

6.

7) What is the reason make more and more animal farmers decide to produce feed by
themselves? Did this phenomenon impact your business?
10. Supplier power
1) What are the main feed materials? Can different feed materials substitute from
each other? (For example, when the price of corn increases, can we use soybean or
other materials which has the lower price to substitute corn?)
2) What is the percentage of cost relative to total procurement in feed industry (your
company)?
3) The supplier is concentrated or fragmented?
4) Can feed companies easily switch to another supplier of the same feed material?
What is the extent and height of the switching cost for feed companies?
5) Which factors will influence the switching to other feed material supplier from the
feed company‟s perspective?
11. Competitive rivalry
1) In 2010, there are over 10,000 feed company cowed in Chinese feed industry. 40%
of the feed production is product by the top-30 feed company. In other words, 60%
feed production is product by the rest 10,000 small and medium size feed
companies. Do you realize the fierce competition in Chinese feed industry? What
is your idea about survival in this red ocean and maintain a high performance?
12. Future development
Which trends will influence the industry? In which way will these trends influence
the industry? How can the company deliver a value on this basis?
13. In general, in your opinion, what is the prime opportunity and threat of feed
industry?
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Part C: companies‟ internal capabilities
1. What are the internal resources and capabilities of feed companies can lead to
competitive advantage? What is the competitive advantage of your company? How
can feed companies gain these resources and capabilities?

2. What are the strengths and weaknesses of Minxiong‟s internal strategic capabilities?
In other words, what are Minxiong‟s competitive advantages, and are there some
shortcoming of Minxiong‟s capabilities and strategy?

Part D: The profile of feed industry strategy
1. Business factors
1) What are the key competing factors in feed industry? In other words, which
features are essential to the industry and of particular importance to a group of
customer? When think about this question, try to ask yourself “why would
customers choose your products?
CF 1:
CF 2:
CF 3:
CF 4:
CF …
CF …
2) What is the performance of your company on the BF you list above? (please
evaluate them on a scale from 1 to 10 with 10=‟ company offers buyers more, and
hence invests more in that factor‟ and 1 = „company offers buyers less, and hence
invests less in that factor‟)
BF 1:

1

2

3

4

5

6

7

8

9

10

BF 2:

1

2

3

4

5

6

7

8

9

10

BF 3:

1

2

3

4

5

6

7

8

9

10

BF 4:

1

2

3

4

5

6

7

8

9

10

BF …

1

2

3

4

5

6

7

8

9

10

BF …

1

2

3

4

5

6

7

8

9

10

3) What are the big players in Chinese feed industry, and who are the main
competitors for your company? What is the performance of the leading company,
your competitors and the small-and-medium scaled company on the BF you list
above? (please evaluate them on a scale from 1 to 10 with 10=‟ company offers
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buyers more, and hence invests more in that factor‟ and 1 = „company offers
buyers less, and hence invests less in that factor‟)
Leading company:
BF 1:

1

2

3

4

5

6

7

8

9

10

BF 2:

1

2

3

4

5

6

7

8

9

10

BF 3:

1

2

3

4

5

6

7

8

9

10

BF 4:

1

2

3

4

5

6

7

8

9

10

BF …

1

2

3

4

5

6

7

8

9

10

BF …

1

2

3

4

5

6

7

8

9

10

Small-and-medium scaled company
BF 1:

1

2

3

4

5

6

7

8

9

10

BF 2:

1

2

3

4

5

6

7

8

9

10

BF 3:

1

2

3

4

5

6

7

8

9

10

BF 4:

1

2

3

4

5

6

7

8

9

10

BF …

1

2

3

4

5

6

7

8

9

10

BF …

1

2

3

4

5

6

7

8

9

10

BF 1:

1

2

3

4

5

6

7

8

9

10

BF 2:

1

2

3

4

5

6

7

8

9

10

BF 3:

1

2

3

4

5

6

7

8

9

10

BF 4:

1

2

3

4

5

6

7

8

9

10

BF …

1

2

3

4

5

6

7

8

9

10

BF …

1

2

3

4

5

6

7

8

9

10

Your competitor

2. Strategy group
1) Which strategic groups can be distinguished in Chinese feed industry? (Strategic
groups are organizations within an industry with similar strategic characteristics,
following similar strategies or competing on the similar basis) Some characteristics
for indentifying strategic groups are: product diversity and number of market
segments.
2) Why do customers trade up for the higher group, and why do they trade down for
the lower one?
3. Complementary product and service
1) What complementary products or services are needed by animal farmers? In other
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words, what happens before, during, and after the purchasing behavior? Whether
or not some pain points for customers exist, what are they?
2) How can feed company eliminate these pain points through a complementary
product or service offering?
4. Functional or emotional
1) Feed industry competes on functionality or emotional appeal? Please give the
reason.
2) If you compete on emotional appeal, what elements can you strip out to make it
functional? If you compete on functionality, what elements can you strip out to
make it emotional?
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2. Questionnaire
Which factors listed below will lead you to choose this feed product. Please evaluate
them on a scale from 1 to 10 with 10 =‟ highly determined‟ and 1 = „lowly determined‟.
CF 1: Price per kg of feed.
1

2

3

4

5

6

7

8

9

10

CF 2: The cost of supplement products.
1

2

3

4

5

6

7

8

9

10

Additional remarks: for example, the cost of veterinarians and veterinary medicine
are inevitable in animal husbandry.

CF 3: Above-the-line marketing.
1

2

3

4

5

6

7

8

9

10

Additional remarks: building a huge sales representative term by feed
productin/processing companies to raise consumer awareness in a crowded market,
and to encourage distributors and retailers to give prominence to a particular feed
producer.

CF 4: Feed company‟s relationship management with feed distributors,
wholesalers.
1

2

3

4

5

6

7

8

9

10

5

6

7

8

9

10

CF 5: The performance of feed.
1

2

3

4

Additional remarks: Under a stable feeding practice, the performance of a kind of
feed is influenced by the formula it takes, whether or not use feed ingredients apply
high animal technology, the nutrition level of this feed, and so on. It is mainly
measured by the following two factors together:
 Feed conversion ratio (FCR). FCR equal than the number of pounds or
kilograms of animal feed needed to produce 1 pound or kilogram of animal all
over a specified period of time and under standard conditions. In animal
husbandry, FCR is a measure of an animal's efficiency in converting feed mass
into increased body mass.
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 Average body weight gained per day (ADWG). How long a hog stays with
a producer depends chiefly on how long it takes the hog to reach marketable
weight. Under the same FCR, if a feed product is tastier and can make animal
eat more every day, then this product will have more attraction for
consumers. Because the palatability or taste of feed is an important factor
that impact ADWG. A feed that is very palatable will tickle the pig‟s taste
buds and have it eating immediately. A feed that maintains a desirable taste
encourages the hog to eat more than it normally would.

CF6: The quality of feed.
1

2

3

4

5

6

7

8

9

10

Additional remarks: That quality of feed is influenced by at least four aspects. 1)
The safety of feed. To ensure feed safety, company needs to control strictly the whole
feed chain to prevent undesirable feed ingredients, such as growth-promoting
antibiotics finding their way into animal feeds. 2) The stable performance of animal
feed. Whether the performance of a feed product is stable or not. In other words,
whether the FCRs of a kind of feed product and from different production volumes
are control in a stable level. 3) Feed manufacturing process. For example, most
kinds of the manufactured compound feed are made into pellet. Pelleted feeds have
the advantages of ease of handling, lack of dust and waste, and a standard composition
of the pellets. However, they have the disadvantage of additional cost and the potential
danger of destruction of vitamins by heat or compression during processing. High
quality feed products can make the pellet unraveled when animal take food, and
guarantee the content of vitamins. 4) Whether suit for long-term preservation. If
animal feed become moldy or deteriorated during the storage period, it will influence
the safety and the taste of feed. That is also related to the manufacturing process and
the package technique.

CF 7: Pork quality.
1

2

3

4

5

6

7

8

9

10

Additional remarks: The food and way farmer used to feed their animal will decide
the quality of pork to a great extent. Under standard conditions and standard feeding
way, animal feed will influence the pork quality in a large extent. The quality of pork
directly influence the price it can be sold. The quality of pork can be broadly classified
into three areas (James & House, 2011): 1) indexing parameters which are factors
related to “the lean yield of carcasses, carcass fat content, and the cross-sectional
surface area of the loin muscle” (James & House, 2011); 2) sensory parameters
which encompass those factors that “affect the aroma, flavor, appearance and taste of
pig meat” (James & House, 2011); 3) nutritional parameters are dietary factors that
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affect the nutrient density and profile of pork (James & House, 2011).

CF 8: The feed company‟s knowledge on animal nutrition, livestock production
and livestock breeding.
1

2

3

4

5

6

7

8

9

10

4

5

6

7

8

9

10

CF 9: After-sale service.
1

2

3
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3. Interview information
Case

Company/Institutio
n name

Location

Interviewees

Positions
interviewees

Case 1

Minxiong

Longyan,

Zhang Min

CEO
and
Chairman

Fujian

Case 2

West Hope Group

Chengdu,
Sichuan

of Date
of
Interview
Bard

Lan Guiqin

Vice General Manager

Wang Degen

Vice General Manager

Gao Kai

Manager of Marketing
Department

Case 3

East
Hope Minhou,
(Fuzhou) Animal
Fujian
Nutrition Food Co.,
Ltd.

Zhou Hangyu

General Manager

Case 4

Liu He Group

Qing Wei

General Manager of the
middle
part
of
Shangdong province

Zhang
Qingwei

Vice Sales Manager

Du Huangqian

Manager
of
Development
and
Planning Department

Qingdao,
Shangdong

Case 5

Case 6

Evergreen Animal Zhanjiang,
Feed Co., Ltd
Guangdong

Qiang Da (Xiamen) Xiamen
Agriculture
Co.,
Fujian
Ltd

2010-11-08

2010-11-12

2010-11-15

2010-11-22

Wang Jianhong Vice General Manager
2010-11-25
Chi Wei

Manager of Operation
Management
Department

Lin Xiaobo

General Manager

2010-11-26
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Case 7

Case 8

Case 9

Fujian
Province Fuzhou,
Agriculture
Fujian
Department
Animal
Husbandry Office

Zhang
Xiaohong

Office Director

Fujian
Development
Reform
Commission

Yu Jun

Vice
Director

Fuzhou,
and Fujian

Fijian
Province Fuzhou,
Agriculture
Fujian
Department Animal
feed and Veterinary
Drug
Administration
Office

2010-12-01

Commission
2010-12-03

Zhang Jianfu

Director of Agriculture
Development Office

Lin Yong

Office Director
2010-12-07

Case 10 China Agriculture Beijing
University

Zhang Rijun

Case 11 China Agriculture Beijing
University,
Ministry
of
Agriculture
of
Industry
Feed
Center

Dong Bin

Case 12 China Agriculture Beijing
University,
National
Feed
Engineering
Technology
Research Center

Li Defa

Professor,
Director of Laboratory 2010-12-13
of Feed Biotechnology
Research
Staff

Specialist
2010-12-13

Professor, Director of
National
Feed
2010-12-14
Engineering
Technology Research
Center
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4. Questionnaire sample (pig farms)
Pig farm

Location

Pig production

Wang Tou Pig Farm

Zhangping, Longyan

500

Xing Nong Pig Farm

Wuping, Longyan

3000

Hong Fa Pig Farm

Wuping, Longyan

4000

Cheng Jiao Pig Farm

Wuping, Longyan

700

Sang Xing Pig Farm

Xingluo, Longyan

500

Hong Xiang Pig Farm

Xingluo, Longyan

600

Mei Shan Pig Farm

Xingluo, Longyan

50

Lian Sen
Association

Pig

Farm Xingluo, Longyan

30000

Qiu Long Ken Pig Farm

Xingluo, Longyan

300

Tong Luo Ping Pig Farm

Xingluo, Longyan

40

Shun Fa Pig Farm

Xingluo, Longyan

800

Hong Ye Pig Farm

Xingluo, Longyan

30

Hong Yang Pig Farm

Xingluo, Longyan

6000

Biao Da Pig Farm

Xingluo, Longyan

1000

Long Xing Pig Farm

Xingluo, Longyan

700

Qi Shan Pig Farm

Xingluo, Longyan

1000

Yu Xi Pig Farm

Shanghang, Longyan

500

Dang Chun Green Pig Xingluo, Longyan
Farm

800

195

Long Ma Green Pig Farm

Xingluo, Longyan

5000

Sang Xing Green Pig Farm Xingluo, Longyan

300

Xin Xing Green Pig Farm

500

Xingluo, Longyan

Kang Shun Green Pig Xingluo, Longyan
Farm

10000

Lu Feng Xiang Pig Farm Shanghang, Longyan
Association

5000

Hua Long Cun Pig Farm Liancheng, Longyan
Association

3000

Zhong Lian Pig Farm

Wuping, Longyan

500

Gu Tian Pig Farm

Liancheng, Longyan

700

Da Ding Keng Pig Farm

Xingluo, Longyan

3000

Hong Wei Pig Farm

Wuping, Longyan

800

Dong Tian Dong Mei Pig Zhangping, Longyan
Farm

500

Yu Xi Organic Pig Farm

Shanghang, Longyan

3000

Ping Cheng Pig Farm

Liangcheng, Longyan

6000

Lian Sheng Pig Farm

Xingluo, Longyan

40

Da Shun Pig Farm

Yongding, Longyan

50
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