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Introduction 
 

1. Introduction 
The aim of this chapter is to introduce the reader to the thesis. The first section gives the 

reader a practical understanding of why the topic of this thesis is relevant and interesting. 

After the background section the problem statement, purpose, delimitations, target group, 

useful terms, and disposition of the thesis will be outlined. 

1.1. Background 

Imagine that you are a strategist in a software company. The media is describing your 

industry as one of fierce competition and rapid technology change. Even time has changed in 

your industry. The stock markets focus on the quarterly earnings is increasing. In other words, 

one could say that an information technology year is reduced to one forth of a regular year. 

The positions of companies are changing accordingly: 86 new companies in the top 500 in 

Sweden in year 2001. At the same time dozens of other are filing bankruptcy 

(http://skolan.presstext.prb.se). The innovation pace is said to be so high that today's new 

technology might be history tomorrow. Where would you look for a long strategic decision? 

 

You might start by considering doing a strategic analysis. It is generally agreed that strategy is 

influenced by both internal and external environmental factors (Byars et al. 1996; de Wit and 

Meyer, 1998; Grant, 1991, 1998; Henderson and Mitchell, 1997; Hill and Jones, 1989; Spanos 

and Lioukas, 2001; Teece et al., 1997). A very well known model that takes both the external 

and the internal environment into consideration is the strength, weaknesses, opportunities, and 

threats (SWOT) analysis developed by Andrews in 1971 (Fleischer and Bensoussan, 2003). A 

SWOT analysis should help firms to find a fit between the strength and weaknesses and the 

opportunities and threats (Johnson and Scholes 1999, Fleischer and Bensoussan, 2003). 

However, it does not explain how a firm should act in case the strength and weaknesses and 

opportunities and threats do not correspond to each other. The question is whether a firm 

should follow its internal strengths and weaknesses or external opportunities and the threats. 

There has been much debated in the strategy literature as to which factor is more important in 

shaping firms strategy (Henderson and Mitchell, 1997). The factor that is more important in 

shaping a firm's strategy is what I call a strategic determinant. In many ways the debate on 

strategic determinants can be related to the nature of light. "When scientists study light as a 
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wave it reveals itself as a wave. When it is studied as a particle, it reveals itself as a particle" 

(Morgan, 1997, p. 349). In the same way, it seems, strategy can reveal itself as being 

determined by environmental factors or internal factors, depending on what is studied. It has 

been empirically proven that both perspectives are determinants of performance, little has 

been written about the relationship between the two perspectives (Spanos and Lioukas, 2001; 

Henderson and Mitchell, 1997). "Most researchers have relied on models in which the 

direction of causality is unidirectional" (Henderson and Mitchell, 1997, p. 6). This means that 

the researchers are focusing on finding the root of causality from either the internal 

environment or the external environment perspective. As Henderson and Mitchell (1997) 

state: "We have very little work that explicitly characterizes the continual, reciprocal nature of 

the interaction between the environment and the firms within it".   

1.2. Problem Statement  

The theories on the internal and external environment are often taking the contextual 

circumstances into consideration when arguing on using one of the two environments as 

starting point for strategic decision-making. In other words, certain business circumstances 

might suggest that a company strategy starts at a certain environment. I therefore find it 

important to investigate how the software companies perceive their industry. Furthermore, it 

might help the reader to understand the choice of strategic determinants. The first question is: 

 

• How do software companies perceive the software industry? 

  

The problem of external and internal strategic determinants is that they appear to be true at the 

same time, even though they seem contradictory or even mutually exclusive (de Wit and 

Meyer, 1998). This is also referred to as a paradox. "A paradox has no real solution, as there 

is no way to logically integrate the two opposites into an internally consistent understanding 

of the problem" (de Wit and Meyer, 1998, p. 17). The question that remains is whether the 

strategist should focus on the external determinants and ignore the internal determinants, 

focus on the internal determinants and ignore the external determinants or choose to focus on 

both as much as possible at the same time, which will possibly reap benefits of both. The 

second question is: 

 

• What are the strategic determinants in the software companies? 
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A natural extension of this question is to ask why the company chose these strategic 

determinants. The third question is: 

 

• What are the motives for the software companies' choice of strategic determinants? 

 

An interesting perspective is to investigate whether the resource base is influencing the choice 

of determinants. The forth question is: 

 

• Does size of the resource base influence the choice of strategic determinants in the 

software industry? 

 

With these four questions, I hope to clarify what drives the strategic choices of organizations 

in the software industry.  

1.3. Purpose 

The purpose of this thesis is to find out what determines the strategy of firms in the software 

industry. 

1.4. Delimitations  

I chose to focus on companies that are producing software solutions in Sweden, which means 

that pure software consultancies are excluded. The main reason for this decision is the distinct 

difference between developing a software solution and being a software consultant. The 

consultant is mainly looking for making customer specific solutions while the software 

producer usually develop solutions that can be applied for a wider range of customers. 

 

In order to find strategic determinants of the software companies it is necessary to investigate 

the firms' strategic choices. This is closely linked to strategic analysis because strategic 

analysis provides data for the strategic decisions. Despite the importance of strategic analysis 

techniques in a firm's decision-making I choose not to focus on strategic analysis techniques. 

The reason for this choice is that I am investigating the what and why of strategic decision-

making only, which excludes the how.  
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Another related issue is strategy implementation because strategic choice is followed by 

implementation. As with strategic analysis techniques, strategy implementation is not 

investigated in this thesis.  

1.5. Target Group  

The aim of this section is to point out who would benefit from reading this thesis. Instead of 

naming a specific target group I would like to propose three requirements that will increase 

the joy of reading this thesis. Firstly, the central issue of this thesis is strategy. However, this 

thesis will only reflect a small part of strategy. In order to get most out of this thesis, the 

reader should be able to place the research within the wider aspect of strategy. Secondly, a 

basic understanding of software development will increase the reader's ability to fully 

comprehend the result. Thirdly, chapter 2 is written for a reader with basis knowledge of 

methodology.  
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1.6. Disposition 

Table 1.1 contains short descriptions of the content of each chapter in this thesis. 

Table 1.1 - Disposition 

 
Chapter Contents 

 

1. Introduction 

Background, Problem Statement, Purpose, Delimitations, and 

Target Group.  

 

2. Theories on Science and Methodology 

Documentation of Scientific assumptions and how  the study 

was conducted.  

 

3. Frame of Reference 

 

Description of the external environment and the internal 

environment. Theories on superior performance that are 

taking either the external or the internal environment as 

starting point for strategic action. Overview of the theories. 

 

4. Discussion 

 

Reflection on the SWOT analysis. The paradox of 

strategically following the external environment and internal 

environment at the same time. Normative nature of theories 

presented in Chapter 3. 

 

5. Empirical Data 

 

Six interviews; Three interviews with big firms, three 

interviews with small firms. Summary of the interviews at the 

end of the chapter. 

 

6. Analysis 

 

Analysis of the software companies' perception of the 

software industry. Strategic implications of these perceptions. 

Analysis of the software firm's strategic determinants. A 

model that illustrates the strategic dynamics of the software 

companies. 

 

7. Conclusion 

 

Hermeneutical reflection on the study. The software 

companies' perception of the software industry. The software 

firm's strategic determinants and the reasons for their 

strategic actions. The difference of being a big firm and a 

small firm. A Model presenting the internal and external 

strategic focus of the software companies. 
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2. Theory of Science and Methodology 
When doing scientific research, it is crucial to document the basic view of the researcher and 

his/her research approach. Both can have a significant impact on the result of a study. The 

problem is that there is no one right way of doing research, however, there are certain rules 

that can improve the reliability and validity of a study. This chapter aims at presenting the 

thinking, reasoning and deciding upon scientific and methodology matters. The reader should 

keep my view of science and choice of methodology in mind when reading this thesis.  

2.1. Research Position 

The individual perspective of reality is influenced by the way an individual perceives its 

surroundings. There are probably no two individuals who are identical and therefore each 

individual perceives and interpret its surroundings, reality, in different ways. The individual 

perspective of reality is influenced by its beliefs, values and norms (Eriksson and 

Wiedersheim-Paul, 1999). These values and norms are influenced by upbringing, experiences 

and education etc.. In this way the objective reality turns into subjective understandings. 

However, there are times where the subjective understandings convert towards the same 

understandings and therefore build clusters of shared understandings. I believe that these 

clusters form what human beings regard as the "truth". In this way reality is socially 

constructed (Kvale, 1996).  

 

The definition of a paradigm is closely related to the clusters of truth. "Paradigms represent 

fundamental ways of viewing and interpreting the reality. Paradigms are webs of explicit or 

implicit meta-theoretical assumptions shared by a group of theories that bind their work 

together" (Elfring et al., 1995, p. 31). There are two paradigms widely accepted in the 

philosophy of science: positivism and hermeneutics (Andersen, 1994). 

 

From the positivistic point of view measurability, validation and quantitative methods play a 

central part in the research work and the paradigm is based on the natural sciences. (Elfring et 

al., 1995). From a positivistic view there is an objective reality and the scientist's goal is to 

find this true reality and develop simplified concepts and models that explain this reality 

(Lundahl and Skärvad, 1999). Truth can be found because the method is largely independent 

- 7 - 



Strategic Determinants in the Software Industry 
 

of the content and context of the investigation. The human factor in research is eliminated or 

minimized (Kvale, 1996).  

 

The hermeneutical paradigm perceives that it is impossible to eliminate the human factor in 

research. Therefore the hermeneutic paradigms can be seen as science of interpretation. The 

ability to interpret reality depends on the beliefs and values of the subjective and participative 

investigator (Lundahl and Skärvad, 1999). 

 

My fundamental assumption that the beliefs, values and norms of a person are influencing the 

way that observations are interpreted suggests that I follow a hermeneutic paradigm. 

Throughout this study I have been aware of the theories underlying this investigation, which 

has in fact influenced the data collection. It is therefore not possible to state that this thesis is 

objective.  

2.2. Research Approach 

The goal of this thesis is to find out what determines the strategy of firms in the software 

industry. The problem statement implies that I am aiming at both describing and 

understanding these determinants. In this way the research could be said to be both a 

descriptive and an explanatory study. The study is descriptive because it will reveal condition, 

characteristics of the investigated area. However, purely descriptive studies offer no 

explanation of why the conditions and characteristics occur (Lekvall and Wahlbin, 1993). The 

goal of an explanatory study is to answer why phenomena arose (Lekvall and Wahlbin, 1993). 

The combination of descriptive and explanatory study should therefore provide what the 

phenomena are and why they arose. Closely related to the discussion of how deep and broad a 

research should be is the choice between case studies and cross section studies. In a case 

study, the researcher does a detailed and profound study of one single case, unlike cross 

section study where he studies a few variables in many different cases (Lekvall and Wahlbin, 

1993). I find both are fitting my research and I will therefore not state that I am purely 

following either case study or cross section study. The time dimension of this thesis represents 

a snapshot of one point in time.  
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2.2.1. Deduction vs. Induction 

There are in general two ways of conducting a research, inductive or deductive. Inductive is 

when general rules are derived from a particular observation. When a conclusion is drawn 

from logical reasoning based on empirical studies it is said to be a deductive research. The 

difference is that the former creates the general rule, whilst the latter uses the existing rule to 

draw final conclusion (Ghauri et al, 1995) (see Figure 2.1).  

 

Figure 2.1 - Deductive, inductive, and abduction 

 
 Deduction Induction Abduction 

Theory 

 

   

Empirical Regularities 

 

   

Empirical Material 

 

   

  

Source: Alvesson and Sköldberg, 1994, p. 45. 

 

The investigation of this study aims at identifying patterns of actions in the collected data - an 

inductive approach. However, my understanding of well-established theories influences both 

the empirical research and the analysis.  It is therefore not a purely inductive study. My 

approach seems more abductive. According to Alvesson and Sköldberg (1994) abduction is a 

kind of combination between induction and deduction. The abduction starts with the empirical 

material like the induction. However, unlike the induction, the analysis of the empirical data 

can be based on theoretical argumentation. Like in the deductive approach the findings might 

support existing theories. However, it is might also be that the empirical findings will lead to 

changes in the theoretical argumentation, which will lead to changes in the future analysis of 

similar studies. Furthermore, the collected data can be used for future research. In this way, 

the abductive approach is a constant refinement of theories and empirical methods. 

2.2.2. Qualitative vs. Quantitative 

Another fundamental distinction can be made between qualitative and quantitative 

approaches. Which methodology is to be used depends on what is to be investigated. 
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Qualitative methods are often used when it is not meaningful to express the collected data in 

numbers. A quantitative method, on the other hand, would imply that the collected data can be 

expressed in numbers and analyzed with statistic tools (Lekvall and Wahlbin, 1993). There 

are several reasons why I chose to do a qualitative research. Firstly, it is my goal to gain a 

deeper understanding of the topic. According to Kvale and Torhell (1997) the primary task of 

the qualitative method is to gain a deeper understanding of a phenomenon. Furthermore, my 

abductive approach is too broad to be kept within the frame of a quantitative survey. Here I 

am mainly referring to the probability that the respondents will take me beyond the asked 

questions. Hence, it is difficult to capture the explanations why firms act like they do with a 

quantitative method.  

2.3. Research Method 

The central issue of this section is to document how the investigation was conducted. The 

main task was to gather data for the analysis. There are two types of data sources, primary and 

secondary. The next two sections will describe how I collected the primary and secondary 

data. Critique on the primary and secondary data collection will be presented in order of 

appearance. 

2.3.1. Primary Data 

Primary data is mostly gathered for the specific research. Examples of primary data sources 

are observation and interviews. As mentioned in the research approach section the goal of this 

thesis is to describe what the firms are doing and explaining why they are doing it. According 

to Eriksson and Wiedersheim-Paul (1999), interviews are the best data collection method 

when the researcher wants to observe the respondent and to get a deeper understanding of a 

particular topic. To collect primary data I therefore used interviews.  

Interview 

Interviews can be made personally or via other electronic mediums, e.g. telephone, postal or 

electronic mails (Cooper & Schindler (1998). The greatest advantage of the personal 

interview lies in the depth and the detail that can be secured. Furthermore, the interviewer has 

more control than with other kinds of interrogation - it is possible to secure the correct 

respondent, adjusting the language, show visual materials and observe the interviewee in 
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general (Cooper and Schindler, 1998). Personal interviews were therefore first choice. 

However, in one case it was not possible to do a personal interview and therefore a telephone 

interview was conducted.  

 

There are three types of interview that can be conducted: structured interview, semi-structured 

interview, and unstructured interview. In the structured interview researchers emphasize on 

fixed response categories and systematic sampling and loading procedures combined with 

quantitative measures and statistical methods. Unstructured interviews give the respondent 

almost full liberty to discuss reactions, opinions and behavior on a particular issue. The semi-

structured interviews differ from both unstructured and structured interviews. They differ 

from unstructured interviews because the topics and issues to be covered, and the people to be 

interviewed and questions to be asked have been determined beforehand, but in a more 

flexible way than the structured interview (Ghauri & Grønhaug, 2002). 

 

The semi-structured interviews were chosen for this thesis because it enables the observation 

of new discoveries within the borders of the research topic. Again, it reflects the abductive 

nature of this thesis.  The interview guide is a basic framework for the interviewed questions. 

The aim was to start a dialogue more than going through the questions step by step. 

Sample 

The software industry is the chosen industry of this thesis. More specific, firms in Sweden 

that deliver software solutions for other firms based on a more or less packaged software. The 

main argument for this choice is the limited resources of the research. Following criteria was 

used to find firms to contact:  

 

Firstly, I divided the companies up in two groups. The basic idea was to compare companies 

who have an extensive resource base with firms who have a very limited resource base. The 

criterion used for dividing the companies was number of employees. However, I think that the 

distinction is a sliding scale and therefore it is of little value to name static numbers that 

represents one group or the other. Instead I chose companies who clearly represent the lower 

or upper half of the scale. It is my belief that a distinct difference is the basis of a good 

analysis. My goal was therefore to investigate companies with less than 10 employees to 

represent the limited resource group and companies with more than 500 employees to 

- 11 - 



Strategic Determinants in the Software Industry 
 

represent the extensive resource group. It is difficult to find software producers with more 

than 500 employees in Sweden. Using a list of the 500 biggest IT-companies in Sweden I 

found only 3 companies that matched my demands (http://skolan.presstext.prb.se). Of these 3 

companies 2 are participating. It is difficult to argue for patterns with only two companies. 

Therefore, I decided to include a third large company. This company employs approximately 

9000 people worldwide and 50 in Sweden. Although the Swedish subsidiary is answering the 

questions on their own behalf and has its own development there are aspects where the 

company is viewed as one. Most importantly the customers view the company as the 

worldwide company and not the Swedish subsidiary. As it will be presented later customer 

perception is an important resource for a firm. In this way the Swedish subsidiary could be 

said to have an extensive resource base although it only employs fifty persons. Therefore, it is 

my belief that integrating the firm into the study will not influence the validity in a negative 

way.  

 

Secondly, the companies had to compete with a product on the open market. This criterion 

was set to make sure that the company had customers and competitors. I think that there is a 

risk of getting biased answers from companies without customers and competitors. 

 

Thirdly, in order to do personal interviews, the software companies should be within an 

acceptable distance.  

Selection 

Upon having sampled a group of possible companies to interview, the companies were 

contacted by telephone. By explaining the purpose of this thesis I got connected to persons 

who could answer my questions. The position of the persons varied among the companies. It 

is therefore not possible to select one position that should have fitted all companies.  I believe 

that the employees of the companies know if they are able to answer my questions. I do not 

think that the difference in position is having a negative impact on the result. All participants 

have been working with the company over a long period and through their experience within 

the company they had gain the necessary knowledge to answer my questions. 

 

It is always difficult to determine the number of interviews necessary to attain validity. 

Through my telephone conversation with the software companies I quickly got an impression 
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that the response on the research area was very similar. This impression turned out correct. 

The interviewees had similar answers to my questions. The tendencies and patterns in the 

answers therefore suggested that I could stop further investigations. This corresponds to 

Ghauri and Grønhaug (2002) who argue that the researcher continues the procedure until no 

new opinions are uncovered. In qualitative research the purpose is to understand, gain insights 

and create explanations (Ghauri and Grønhaug, 2002). All in all I conducted six interviews in 

six different companies (see Chapter References). Of these six companies three were 

considered having an extensive resource base while the other three are considered having a 

very limited resource base. Due to the fact that the research is both case study and cross 

section study I found it more important to get variability in the group of companies than 

having many interviews in one company. Furthermore, the process of finding the most 

suitable person in the companies would imply that if other persons in the company would 

have been interviewed, they might not have been as capable as the primary person. This could 

lead to misleading results.  

Execution 

All respondents received a very short description of the investigation and the interview guide 

at least one day before the interview (see Appendix A). The supervisor of this thesis approved 

the interview guide before sending it to the companies. To avoid leading the respondents I 

deliberately did not explain the research area in depth and, as mentioned before, the interview 

guide is not very detailed. Nevertheless, it is my assumption that the quality of the responses 

improves if the respondent receives both beforehand.  

 

All interviews but one telephone interview were held in conference rooms. All interviews 

lasted between 30 minutes and 80 minutes. Before starting the interview I assured the 

interviewee that the interview would be held confidential. Since strategy is a vital part of a 

company's success it was decided to keep all participants anonymous. This turned out to be a 

wise decision because some of the participants are main competitors to each other. 

Additionally the respondent was informed that the interview would be recorded on a 

microcassette recorder. Recording the interview gives the possibility to concentrate on the 

topic and the dynamics of the interview (Kvale, 1996). "The words and their tone, pauses, an 

the like, are recorded in a permanent form that can be returned to again and again for 

relistening, however: It does not include the visual aspects of the situation, neither the setting 
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nor the facial and bodily expressions of the participants" (Kvale, 1996, p. 160-161). 

Furthermore, it is difficult to make sure that the recording is audible. Mumbling or 

background noise could make post recording transcription difficult. To avoid these pitfalls I 

took notes in addition to the microcassette recording. In order to analyze the interviews the 

taped interviews were transcribed into written texts. The interviews were sent to the 

respondents to make sure that they reflected their responses.  

 

All interviews were conducted in English. A critique can therefore be place on the fact that 

the interviewer and all respondents were non-native English speakers. There is a risk that 

language barriers might distort some of the messages of both interviewer and the respondents. 

However, none of the respondents gave the impression of having difficulties expressing them 

selves and their ideas. 

  

The interviews started by introducing myself and asking easy and formal questions to the 

respondent. The respondents were deliberately not informed in depth about the research area 

until the end of the interview. This choice was made to influence the respondent as little as 

possible. During the interview it is important not to lead the respondent in the wrong direction 

(Kvale, 1996). It might be that formulation and the tone of the interviewer influences the 

respondent. The questions were therefore often asked from different angles. As the interview 

moved along the questions gradually became more complicated. The purpose of this 

procedure is to develop a confidence and understanding between the interviews and 

respondent before going into the more complicated matters (Ghauri and Grønhaug, 2002).  

 

At the end of the interview the respondent was informed about the research in detail, which 

often lead to further discussion. However, none of the respondents did change their 

statements. 

2.3.2. Secondary Data 

Secondary data is collected and compiled for other purposes. Examples of secondary data 

sources are Internet, books, articles and annual reports. Regardless what kind of source is used 

it is very important to consider precision, validity, reliability and relevance of the data in 

relation to the purpose and problem statements of the research (Lundahl and Skärvad, 1999). 

The vast majority of secondary data was collected through books, often from libraries and 
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articles from public databases. Throughout my literature review I have prioritized theories that 

are generally applied and accepted. In the frame of reference the reader will therefore 

primarily find theories that are developed by scientists that have earned scientific respect 

within their field of research. All articles are taken from journals that are known as 

trustworthy sources, i.e. Strategic Management Journal, Harvard Business Review, Journal of 

Marketing, Journal of Management, California Management Review, The McKinsey 

Quarterly .  

  

Due to the fact that it is difficult to establish validity and reliability of Internet pages I have 

chosen not to use these sources as basis for analysis (Merriam, 1998).  

2.3.3. Reliability and Validity  

The previous sections should have introduced the reader to the underlying scientific 

assumption and the conduction of my study. This final section will concern the reliability and 

validity of the investigation. It is important to emphasize that the reliability and validity is not 

a final verification of the investigation. Reliability and validity has been built into the research 

with continual checks on both. 

Reliability 

A study with high reliability is recognized by the fact that the research findings can be 

replicated. A problem arises because qualitative research is highly contextual, meaning that 

information gathering is a function of who gives it and how skilled the researcher is at getting 

it. Furthermore, the world is in constant flux, which makes it impossible to repeat the exact 

same investigation twice. Therefore, the term reliability in the traditional sense seems to be 

something of a misfit when applied to qualitative research (Merriam, 1998). To avoid this 

Merriam (1998, p. 206) suggests that "Rather than demanding that outsiders get the same 

results, a researcher wises outsider to concur that, given the data collected, the results make 

sense. The question then is not whether findings will found again but whether the results are 

consistent with the data collected." By describing in detail how the data was collected 

(Chapter 2), explaining my view on the underlying theories for analysis (Chapter 3, 

Chapter 4) and presenting the empirical data (Chapter 5) the reader should be able to judge 

whether the results (Chapter 6 and Chapter 7) are consistent with the data collected. However, 

one could question whether reliability is of any relevance to a study that is based on 
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hermeneutic assumptions. As mentioned it is my assumption that beliefs, values and norms of 

a person will influence how the observations are interpreted. Seen from this perspective it is 

of secondary importance to the reliability that the reader is getting a detailed description of 

how the research was conducted. Another researcher has his/her way of interpreting the 

observations and might come up with a different result. This would imply that my result is not 

replicable and therefore not reliable. Nevertheless, it will be reliable to the researchers who 

come to the same result. This leads back to the socially constructed reality, where groups of 

people have similar perceptions of reality (Kvale, 1996).  

 

Research findings can be repeatedly wrong. Merriam (1998, p. 205-206) gives the following 

example of the relationship between reliability and validity: "A thermometer may repeatedly 

record boiling water at 85 degrees Fahrenheit (app. 30 degrees Celsius, red.); it is very 

reliable since the measurement is consistent, but not at all valid." This leads to the next 

section on validity. 

Validity 

According to Merriam (1998) there are two types of validity; internal validity and external 

validity. In the following I will present the internal and external validity of this study. 

Internal Validity 

Kvale (1996) states that "(internal, red.) validity refers to the truth and correctness of a 

statement" (p. 236) and that "(internal, red.) validity pertains to the degree that a method 

investigates what it is intended to investigate" (p. 238). 

 

Throughout the sections on primary and secondary data collection it has been documented 

how the research was conducted. The arguments will therefore not be repeated here. It should 

be emphasized that the research procedure was not coincidental but follows research methods 

found in generally accepted literature on research studies. By doing so, I hope to have 

achieved internal validity. 

External Validity 

According to Merriam (1998, p. 207) "external validity is concerned with the extent to which 

the findings of one study can be applied to other situations." The task is to find out whether 
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the results of a study are generalizable (Kvale, 1996, Merriam, 1998). Internal validity is a 

prerequisite for external validity. "There is no point in asking whether meaningless 

information has any general applicability" (Guba and Lincoln in Merriam, 1998, p. 207).  

 

The sampling, selection and execution of this study shows that the aim of this thesis is not to 

provide statistically valid result. The sampling and selection of participants is non-random and 

the number of interviews too low to do statistical calculations. The reason for this decision 

lies in my previous mentioned goal of gaining a deeper understanding of a specific sample. In 

other words this study will not find out what is generally applicable in the software industry. 

Merriam (1998, p. 208) argues, "In qualitative research, a small non-random sample is 

selected precisely because the researcher wishes to understand the particular in depth, not to 

find out what is generally true of the many." However, this does not imply that the result is of 

no general use. Software firms who are similar to the ones in the sample might very well gain 

insight by reading the result.  

 

The results might be widely acceptable through analytical generalization. "Analytical 

generalization involves a reasoned judgment about the extent to which the findings from one 

study can be used as a guide to what might occur in another situation. It is based on an 

analysis of the similarities and differences of the two situations. By specifying the supporting 

evidence and making the arguments explicit, the researcher can allow readers to judge the 

soundness of the generalization claim. This is also referred to as assertational logic" (Kvale, 

1996, p. 233). As mentioned in "reliability" section, first paragraph this thesis aims at giving 

the reader a result that makes sense based on the data collected. This should also provide a 

basis for future analysis of similarities.  
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3. Frame of Reference 
In this chapter terms and theories that are useful to my study are presented. I will start with a 

presentation of the external environment and internal environment. Then I will introduce the 

reader to theories of superior performance according to their strategic starting point. Finally, I 

will give an overview of the presented theories in relation to their strategic starting point.  

3.1. The External Environment 

In order to analyze the external environment as a source of superior performance it is valuable 

to understand what the external environment is. Hence, I will start with a description of the 

external environment. The description will include four parts: Macro Environment, Industry, 

Strategic Group, Market Segment. The presentation of the Macro Environment and the 

Industry will introduce the reader to the factors in the external environment. The reason for 

presenting the Strategic Group and Market Segment is that these models are suggesting two 

different approaches for firm's to identify the industry factors, i.e. competitors 

(complementors), customers, suppliers. It should be mentioned that no two firms face exactly 

the same external environment (Byars et al.,1996; Johnson and Scholes, 1999).  

3.1.1. Macro Environment 

The Macro Environment includes general forces that are felt in many industries (Hill and 

Jones, 1989). These can be classified as political, economic, social cultural, and technological 

(Byars et al.,1996; Johnson and Scholes, 1999). The analysis of these forces is often referred 

to as PEST analysis. 

 

Some examples of political forces are hiring and firing of employees, compensation, working 

hours, and working conditions. Laws can influence advertising practices, the pricing of 

products, and corporate growth by mergers and acquisitions. Taxes directly influence the 

financial structure and investment decisions of organizations (Byars et al. 1996). 

 

The local, national, and world economic forces can influence business in many ways. Byars et 

al. (1996) argue that it is important to make a separate assessment based on organizational 

scope. Examples of local economies are wage rates, unemployment, disposable income. On 
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the national level, trends in growth, income levels, inflation, balance of payments can 

influence the earnings of an organization. The international economy can be dividend into 

different categories of nations with similar economic situation (Byars et al., 1996).  

 

A good example of how economics of the macro environment can affect business is the burst 

of the so-called "IT-bubble" around the millennium. As the stock market for information 

technology started to drop rapidly, so did the economy throughout the world. The worldwide 

recession has had a profound impact on most markets, especially the information technology 

market.  

 

Values, attitudes of customers are social forces. These forces have a significant influence on 

the demand of a product or service. Due to this fact they are valuable to consider when 

deciding a strategy (Byars et al., 1996). Another social force is demographic changes, which 

refer to the change in population. Some organizations might be very dependent on the size of 

the population, such as health care and educational institutions (Hill and Jones, 1989).  

 

 

Technology includes not only glamorous inventions that revolutionizes our lives but also the 

gradual improvements in methods, materials, design, application, diffusion into new 

industries, and efficiency (Argenti, 1980, in Byars et al., 1996, p. 36).  

3.1.2. Industry 

The analysis of the macro environment should give a basic understanding of the broad aspects 

of the environment. The next level of analysis is the industry. An industry is defined as a 

group of firms offering similar products or services (Hill and Jones, 1989; de Wit and Meyer, 

1998).  

 

According to Grant (1998), the structure of the industry determines the attractiveness of an 

industry. Therefore, the task facing the strategic managers is to analyze competitive forces in 

the industry environment (Hill and Jones, 1989). In practice there are many factors of an 

industry that influences competition and the level of profitability (Grant, 1998). Porter (1980), 

however, has developed a widely used framework that enables managers to do this (Grant, 

1998). This framework is known as the Five Forces of Competition. The Five Forces of 
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Competition are new entrants, buyers, suppliers, substitutes, and rivalry (Porter, 1980). The 

interrelation of the five forces is illustrated in Figure 3.1. 

 

Figure 3.1 - Five Competitive Forces  

 

Threat of 

Substitutes 

Bargaining Power 

of Suppliers 

Bargaining Power 

of Buyers 

Threat of New 

Entrants 

Substitues 

Suppliers Buyers 

New Entrants 

Industry 

Competitors 

 

 

Rivalry among 

existing firms 

Source: Porter, 1980, p. 4. 

 

New entrants to a market are a threat for existing companies, because most commonly they 

bring a new production capacity, they have a desire to gain market share, and often they also 

have substantial resources to compete (Porter, 1980). New entrants have significant influence 

on price-costs-profitability (Porter, 1980). Theoretically, any firm is free to entry and exit in 

an industry. However, when firms are able to earn high profitability in an industry, they 

usually inhibit additional rivals from entering the market (Rue and Holland, 1986). Entry 

barriers are unique industry characteristics. Barriers reduce the rate of entry of new firms, thus 

maintaining a level of profits for those already in the industry. From a strategic perspective, 

barriers can be created or exploited to enhance a firm's competitive advantage (Rue and 

Holland, 1986).  

 

The number of potential buyers as well as their needs, tastes, and preferences are major source 

of threats and opportunities in the competitive environment. The power of buyers is the 
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impact that customers have on a producing industry. There is a significant relationship 

between buyer and market, when buyer power is strong the market becomes a "monophony" - 

a market in which there are many suppliers and one buyer. Whether seller-buyer relationships 

represent a weak or strong competitive force depends on bargaining leverage and price 

sensitivity. Buyers have substantial bargaining leverage when buyers are large and purchase a 

sizable percentage of the industry’s output. Typically, purchasing in large quantities gives a 

buyer enough leverage to obtain price concessions and other favorable terms (Rue and 

Holland, 1986). 

 

A producing industry requires raw materials, labor, components, and other supplies. When 

suppliers are powerful, they can influence on the producing industry, such as selling its raw 

materials at a high price expropriating some of the industry's profits. The ability of suppliers 

to influence price or quantity on an industry, supplier is a key variable in the competitive 

sector (Rue and Holland, 1986). 

 

Substitute products are products in other industries that can perform the same function as the 

product of the industry. Therefore, the substitute product is competing with the products of 

the industry. A close substitute product with an attractive price constrains the ability of firms 

in an industry to raise prices and is therefore affecting the profits of an industry (Porter, 

1980). 

 

Rivalry among firms in an industry refers to the battle for attractive positions (Porter, 1980). 

Rivalry can be price competition, advertising battles, product introductions, and increased 

customer service or warranties (Porter, 1980). Porter (1980) argues that rivalry is often 

damaging for both the individual company and the industry as a whole. 

 

Before leaving the industry environment it should be mentioned that Porter's Five Forces of 

Competition framework is not without its critics. However, the critics are mainly focusing on 

the assumptions on which the model is based and not on the five forces them selves. One such 

difference is that Porter sees all business interactions as competition. Adam Brandenburger 

and Barry Nalebuff (1996), in their book called "Co-Opetition", introduced duality of 

competitive/cooperative of business relations (Grant, 1998). The new player was called a 

complementor (Ghemawat, 2001). A complementor is the mirror image of a competitor 
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(Ghemawat, 2001). On the demand side, they increase the buyers' willingness to pay for 

product; on the supply side they decrease the price that suppliers require for their inputs 

(Ghemawat, 2001).  Since other theories revolving an industry are not expanding the factors 

presented in Porter's Five Forces Framework they will be presented here.  

3.1.3. Strategic Group 

The boundaries of an industry are often very broadly defined (Grant, 1998). Looking at a 

firms industry could therefore turn out little fruitful. In such cases it can be useful to identify 

organizations with similar strategic characteristics, following similar strategies or competing 

on similar bases. This is referred to as Strategic Group analysis. A Strategic Group analysis 

can help identify the immediate competitors and what they are focusing on. Some Strategic 

Groups have positional advantages in Porters Five Forces of Competition framework (see 

Section 3.1.2. Industry). These strategic groups could then be viewed as desirable goals for 

non-group members. The problem is that firms who are switching Strategic Group often face 

costly barriers to mobility (Hill and Jones, 1989). 

3.1.4. Market Segmentation 

According to Grant (1998) and Porter (1985) it is useful to partition an industry into segments 

if the nature and intensity of competition varies among the different submarkets that an 

industry serves. This is referred to as market segmentation. "In the business world a market is 

usually defined as a group of customers with similar needs" (de Wit and Meyer, 1998, p. 334). 

An essential step of segmentation is to determine the basis of segmentation. Segment 

decisions are essentially choices about products and customers. The question is what are the 

characteristics of the buyers or of products that makes the most distinctly partition of the 

market (Grant, 1998). Porter (1985) states that profitability of the market segment is 

influenced by the same forces as those of the industry as a whole. 

  

The Five Forces of Competition model can therefore be applied to the market as well. There 

are, however, differences. First, there are differences when analyzing the substitute products 

in a market. In markets not only the substitutes from other industries, but more importantly, 

substitutes from other segments are taken into consideration. Second, the majority of new 

entrants will be from other segments within the same industry. However, mobility barriers 

might hinder a switch from one market segment to another (Grant, 1998). 
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3.2. The Internal Environment 

The above presentation showed that the external environment is concerning the macro 

environment, industry, market and strategic groups. Implicitly the external environment is 

revolving around customers, competitors, complementors and suppliers. In this thesis the 

internal environment revolves around the assets, resources, competences and capabilities of a 

firm. This decision is based on my literature review, which implied that these were the crucial 

factors in strategic theories focusing on the internal environment (see Section 3.3.2. The 

Internal Environment as Strategic Starting Point). 

3.2.1. Assets, Resources, Capabilities, Competences 

Throughout my literature review, it was noticed that the terms assets, resources, competences 

and capabilities were defined and presented in different ways. I would prefer to present the 

literature views on the different terms separately. Unfortunately, the literature definitions and 

description of the terms make a separate presentation difficult and repetitive. Instead the 

reader will be presented with one definition at a time.  

 

de Wit and Meyer (1998) have a broad view on resources (see Figure 3.2). Resources can 

basically be divided into tangible and intangible resources. Tangible resources can physically 

be observed. Examples of tangible resources are buildings, materials, and money. Intangible 

resources cannot be physically observed. In general, tangible resources need to be purchased, 

while intangibles need to be developed. Intangibles can be divided into reputaional resources 

and competences (de Wit and Meyer,1998).  
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Figure 3.2 - Types of firm resources 
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Source: de Wit and Meyer, 1998, p. 336. 

 

Reputational resources are for instance relationships and reputation. Reputation is an 

intangible asset because it creates confidence in customers and suppliers. Brand value, for 

instance, is a reputation asset. Consumers chose a branded product over an unbranded or 

unknown brand (Grant, 1998). Relationships with customers, competitors, or suppliers are 

intangible resources that have gotten increased attention during the past decade. Theories on 

customer relationship management and supply chain management have proven the impact of 

these resources on firm performance. 

 

According to de Wit and Meyer capabilities are a part of competences, which are a part of the 

intangible resources. Capabilities refer to the organization's potential for carrying out a 

specific activity or set of activities. Competences consist of knowledge, capabilities, and 

attitude and refer to a firm's fitness to perform in a particular field (de Wit and Meyer, 1998). 

 

Another definition of resources is given by Johnson and Scholes (1999), who divide resources 

into physical resources, financial resources, human resources, intangibles. The underlying 

reason for this division is, as Johnson and Scholes (1999) argue, that it is the typical way of 

dividing resources. Johnson and Scholes (1999) separate the resources from competences and 

capabilities. Activities of a company are undertaken with competences. By deploying 

resources a firm can create competences in separate activities. Johnson and Scholes (1999) are 

referring to capabilities as strategic capabilities. These strategic capabilities are a comparison 

- 25 - 



Strategic Determinants in the Software Industry 
 

of firm's Core Competences and its opportunities and threats to perform well (Johnson and 

Scholes, 1999). 

 

Without any deeper explanations Grant (1998) divides resources into tangible, intangible, and 

human resources. According to Grant (1998) tangible resources can basically be divided into 

physical and financial resources. In this way Grant (1998) and Johnson and Scholes (1999) 

are dividing resources in the same way. Grant is more detailed when it comes to divide the 

resources from competences and capabilities. According to Grant (1998, p. 118), "resources 

are not normally productive on their own. A brain surgeon is close to useless without a 

radiologist, anesthetist, nurses, surgical instruments, imaging equipment, and a host of other 

resources."  The organizational capabilities are the ones that make capable for undertaking a 

particular productive activity. Grant (1998) uses the term capabilities and competences 

interchangeably. 

 

Fleisher and Bensoussan (2003) argue that resources can be divided into tangible assets, 

intangible assets, organizational capabilities, and Core Competences. Fleisher and 

Bensoussan's definition of resources is also very broad. Most notably is that they use the word 

assets. According to Fleisher and Bensoussan (2003, p. 207-208) resources are: 

 

• Tangible assets are physical factors of production consumed in the delivery of 

customer value.  

• Intangible assets are factors of production that cannot be seen or touched that 

contribute to the delivery of customer value without being consumed.  

• Organizational capabilities are processes and activities that transform tangible and 

intangible assets into goods and service.  

• Core competencies are individual human skill and talent, collective organizational 

capacity, and learning that allow the firm to act on critical processes and activities to 

transform its tangible and intangible assets into competitively superior customer value. 

 

Fleisher and Bensoussan (2003, p. 208) describe the link between assets, capabilities and 

competencies as: "The product of capabilities applied on the firm's tangible and intangible 

assets generates competencies."   

 

- 26 - 



Frame of Reference 
 

The above presentation of assets, resources, capabilities and competences shows that the 

literature is not consistent in the way of describing the terms and their relation to each other. I 

believe that the root cause of this inconsistency can be found in the broad definition on the 

terms. The broad definition of resources, assets, capabilities, and competences gives the 

authors freedom to make different groupings. Furthermore, I believe that use of adjectives 

contributes to further confusion, i.e. Core Competences, distinctive competences, 

organizational capabilities, and strategic capabilities. The use of adjectives increases the 

number of possible definitions and can lead to more confusion about the basic terms.  

 

Although it would be nice if the literature could agree on a consistent terminology I find it to 

be of secondary importance. Important to this thesis is that the reader has an rough idea of 

what the terms are covering and is aware that there are different definition of the terms. Due 

to this inconsistency I will be careful when using the terms in the following. To make the 

reading easier I will use the term resources to cover the aspects of assets, resources, 

capabilities, and competences. 

3.3.  Sources of Superior Performance 

The reader might wonder about the connection between superior performance and the 

research question of this study. Firstly, it is my assumption that the goal of strategy is superior 

performance. Secondly, my literature review will show that the theories on superior 

performance set off in either the internal environment or the external environment. In this way 

it could be said that either the internal environment or the external environment determines 

the strategies. Please note that it is the starting point of a strategy that is relevant for this 

study, not if the strategy formulation is including elements from the internal environment and 

the external environment.  

 

Before presenting the theories on superior performance it is valuable to know what superior 

performance1 is. Fundamentally there are two ways of superior performance. Firstly, a 

company may locate in a context where favorable conditions result in higher profitability. 

Analysis of the macro environment and Porter's Five Forces of Competition framework may 

                                                 
1 Performance as profits that can be traded into profitability, investments in market share or technology, 

customer satisfaction, employee benefits, etc. 
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be used to identify such a context. Secondly, a firm can seek to establish a position of 

competitive advantage for the firm. Sustainable competitive advantage is a central source of 

superior performance (Coyne, 1986; Grant, 1998). However, to find the sources of sustainable 

competitive advantage, one should understand what it is. Grant (1998, p. 174) defines 

competitive advantage as: 

 

"When two or more firms compete within the same market, one firm possesses a competitive 

advantage over its rivals when it earns a persistently higher rate of profit (or has the potential 

to earn a persistently higher rate of profit)". 

 

There are three conditions that have to be met in order for competitive advantage to be 

meaningful (Coyne, 1986): 

 

• The customers perceive a consistent difference in important attributes between the 

producer's product or service and those of his competitors.  

• The difference is the direct consequence of a capability gap between the product and 

his competitors.  

• The difference in important attributes and the capability gap can be expected to 

endure over time.  

 

There are two types of competitive advantage that a firm can possess: low cost or 

differentiation. Delivering the same product or service at lower cost can is referred to as low 

cost advantage. Differentiation advantage is obtained if the customer is willing to pay a 

premium price that exceeds the cost of differentiation (Porter, 1985).  

 

The following sections will present theories that are rooted in either the external environment 

or internal environment.  

3.3.1. The External Environment as Strategic Starting Point  

Companies that are adopting an external environment perspective should continuously take 

their environment as starting point when determining their strategy (de Wit and Meyer, 1998). 

 

- 28 - 



Frame of Reference 
 

Macro environmental factors are influencing the level of demand within an industry and are 

therefore directly affecting company profits (Hill and Jones, 1989). As these factors change 

the strategic management must understand the impact on their company and the opportunities 

and threats it faces. In this way the macro environment is affecting the performance of the 

company. The problem is that the macro environment is very broad and it would therefore be 

very expensive to do an extensive analysis. However, by focusing on an industry or market 

segment a firm can narrow the scope and determine which of the macro-level influences are 

important for the firm (Grant, 1998). 

Five Forces of Competition 

The competitive forces approach developed by Porter (1980) is rooted in the industrial 

structure school of Mason and Bain (Teece, 1984, in Teece et al., 1997, p.511). Bain 

questioned the validity of industrial organization by suggesting that industry structure is not 

limited to size but is also determined by mobility barriers (Fleisher and Bensoussan, 2003). 

Studies by Bain (Bain, 1956, in Grant, 1998) concluded that profitability was higher in 

industries with mobility barriers.   

 

According to Porter (1985), the fundamental determinant of a firm's profitability is industry 

attractiveness. By analyzing the Five Forces of Competition a firm can determine the 

attractiveness of an industry. The five forces influence profitability because they influence 

price, costs and required investment of firms in an industry. The strategies derived from 

Porter's framework are referred to as market power strategies (Fleisher and Besoussan, 2003). 

The profit derived from market power is also referred to as monopoly rents (Fleisher and 

Besoussan, 2003, Grant, 1998). A firm whose strategy and market position provide a good 

defense against the five forces can earn above-average profits. The goal of a firm's strategy is 

to deal with and influence or change the five forces in favor of the firm (Porter, 1985).  

Profit Impact on Market Strategy (PIMS) 

Related to the Five Forces of Competition is the observation of relation between market share 

and profitability. It is related to the Five Forces of Competition because it is about a firm's 

relative position vis-à-vis its competitors. According to Buzzell and Gale (1987) market share 

and profitability are interconnected. "Under most circumstances, enterprises that have 

achieved a large share of the markets they serve are considerably more profitable than their 
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smaller-share rivals" (Buzzell and Gale 1987, p. 367). This interconnection is extracted from 

the PIMS database, which is the world's most extensive and detailed source of information on 

the share/profitability relationship Buzzell and Gale (1987).  

 

According to Buzzell and Gale (1987, p. 369), there are four possible reasons that can explain 

the link between market share and profitability: 

 

• "Economics of Scale" in procurement, manufacturing, marketing, R&D, and other cost 

components can be achieved is an organization has a large market share.  

• "Risk aversion" by customers refers to the fact that buyers may favor products from a 

firm with a large market share because they do not want to take the chances sometimes 

associated with buying from a smaller-share competitor.  

• "Market power". If an organization have large market share that also means that 

somehow it have the control over the market. Their size permits them to bargain more 

effectively, administer prices, and in the end, realize significant higher prices for a 

particular product.  

• "A common underlying factor". Large market share might be the effect of quality 

management. If an organization has skillful managers that also means that the have the 

skill in controlling costs, getting maximum productivity from employees. Furthermore 

it could be that it is easier to stay market leader than for others to catch up. 

 

It should be noted that Buzzell and Gale (1987) are referring to the market as the served 

market. Buzzell and Gale (1987, p. 373) define served market as "that part or segment of an 

industry in which a business actually competes." 

 

According to Buzzell and Gale (1987) it is very important that a company carefully defines 

and selects its served market.  "Making the proper choices of products or services to offer, 

types of customers to serve, and geographic areas in which to operate are among the most 

important decisions that managers make" (Buzzell and Gale, 1987, p. 382).  

 

The PIMS research also show that share is more important in stable markets than it is in 

unstable markets (Buzzell and Gale, 1987).  
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Game Theory 

One of the criticisms of Porter's five forces framework is its failure to take full account of 

competitive interactions among firms (Grant, 1998).  

 

The strategic conflict approach is a theory that does take the interactions among firms into 

account. Strategic conflict is based on the tools of Game Theory (Teece et al., 1997). The 

Game Theory is the study of interactions among players whose payoffs depend on one 

another's choices (Grant, 1998; Ghemawat, 2001). The task of a firm is to react to actual and 

anticipated decisions of the other players. The prerequisite of Game Theory is to identify the 

players and specify each player's options, establishing the payoffs from every combination of 

options, and defining sequences of decisions (Grant, 1998). A major benefit of Game Theory 

is the recognition of competitors and complementors. As mentioned before the complementor 

is the mirror image of competitors (see Section 3.1.2. Industry).  

 

The problem is that it is practically not possible to precisely identify these prerequisites 

needed to "play the game". And the more players, the more complex is the "game". Game 

Theory is therefore most helpful when only few players are involved. Therefore, Game 

Theory is more applicable to a specific market segment than a whole industry (Grant, 1998). 

Market Orientation 

First of all it has to be made clear that Market Orientation is more than just listening to what 

the customers want. According to Slater and Narver (1999, p. 1176),  "Market-oriented 

businesses are committed to understanding both the expressed and latent needs of their 

customers, to sharing this understanding broadly throughout the organization, and to 

coordinating all activities of the business to create superior customer value". Market 

Orientation is about continuously scanning the market for sources of superior performance. 

  

Market Oriented firms work closely with lead users. "A lead user should be a window to the 

future rather than an anchor in the past" (Slater and Narver, 1997, p. 1003).  These market 

visionaries are having relatively advanced needs compared to other market members and can 

benefit significantly from a solution to those needs (von Hippel, 1986, in Slater and Narver, 

1997, p. 1003). The idea is that the lead user is willing to accept a partial, but potentially 

superior, solution form the supplier and to work closely with the supplier to refine the 
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technology or the product to meet their needs. The Market Orientation does also include a 

learning aspect. The organization learns from the observing the customer, rather than just 

listening to what the customer wants. This learning should lead to innovation (Slater and 

Narver, 1997). 

 

In addition to the customer orientation a Market Oriented firm must also be competitor 

oriented. "Competitor orientation means that a seller understands the short-term strengths and 

weaknesses and long-term capabilities and strategies of both the key current and the key 

potential competitors" (Narver and Slater, 1990, p. 22).  

 

It should be noted that the Market Orientation concept is focusing on the internal environment 

as a primary source of success (Kohli and Jaworski, 1990; Slater and Narver, 1999). "A 

business is market-oriented only when the entire organization embraces the values implicit 

therein and when all business processes are directed at creating superior customer value" 

(Slater and Narver, 1997, p. 1003).  

Hypercompetition 

The primary issue of Hypercompetition is "Creative destruction". "Creative destruction" 

refers to the fact that innovation creates new opportunities of profit while destroying 

competitor's advantage. This is closely linked to the concept of Hypercompetition (Grant, 

1998). The definition of Hypercompetition is (D'Aveni, 1995, p. 217-218): 

 

"Hypercompetition is an environment characterized by intense and rapid competitive moves, 

in that competitors must move quickly to build advantages and erode the advantages of their 

rivals. This speeds up the dynamic strategic interactions among competitors. 

Hypercompetitive behavior is the process of continuously generating new competitive 

advantages and destroying, obsoleting, or neutralizing the opponent's competitive advantage, 

thereby creating disequilibria, destroying perfect competition, and disrupting the status quo of 

the marketplace. This is done by firms moving up their escalation ladders faster than 

competitors, restarting the cycles, or jumping to new arenas"  

 

It seems that D'Aveni is basing his theory of Hypercompetition on a Schumpeterian idea of 

competition. 
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"The key issue raised by Joseph Schumpeter is whether current industry structures can be 

used as a reliable guide to the nature of competition and industry performance in the future. 

The relevant consideration is the speed of structural change in industry. If the pace of 

transformation is rapid, if entry rapidly undermines the market power of dominant firms, if 

innovation speedily transforms industry structure by changing process technology, by creating 

new substitutes, and by shifting the basis on which firms compete, then there is little merit in 

using industry structure as a basis for analyzing competition and profit" (Grant, 1998, p. 71). 

 

D'Aveni (1994) is explaining seven points that enables a firm to deal with a Hypercompetitive 

environment. Firstly, a company has to create a temporary ability to serve the customer better 

than competitors. This implies that employees and investors are prioritized lees highly.  

Secondly, the company has to see and create future needs that they can serve "better" than any 

competitor does. Thirdly, if two companies recognize the opportunity to create a new 

advantage at the same time, the company that can create the advantage faster will win. 

Therefore, the company needs speed capabilities. Fourthly, surprise allows companies to act 

to undermine competitor advantages before the competitors can take defensive actions. 

Furthermore, surprise can extend the period in which an advantage is unique. Fifthly, shifting 

the rules of the game create a sudden and discontinuous move in the industry, reshaping the 

competitive playing field and confusing the opponent. Sixthly, signaling can be used to delay 

or damper a competitor's action to create advantage and it throw competitors off balance, or 

creates surprise. Seventhly, sequential strategic thrusts might open new opportunities for new 

advantage. "As an example of a set of simultaneous thrusts, a company might feint a move in 

one direction and then move forcefully in another direction, creating surprise and temporary 

advantage from the misdirection of the opponent" (D'Aveni, 1994, p. 247). 

 

Porter (1996) criticizes the Hypercompetition idea for being focused on "best of breed". 

According to Porter (1996) the concept of Hypercompetition is operational effectiveness, 

which means performing similar activities better than rivals. Porter (1996) admits that 

operational effectiveness is important to superior performance. As the production frontier 

moves outward it is crucial for firms to keep up with it. The problem is that the movement of 

the production frontier improves the absolute effectiveness, "it leads to relative improvement 

for no one" (Porter, 1996, p. 63). With the production frontier Porter refers to the fact that all 
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firms are able to produce products very efficient and effectively.  This is in many ways related 

to perfect competition where firms compete on price until no on makes more than marginal 

profits. In D'Aveni (1994, p. 222) acknowledges: "There is no opportunity to compete in the 

sense of Hypercompetition in a perfectly competitive market. In Hypercompetition, by 

contrast, players gain advantages that are rapidly eroded". In other words, D'Aveni (1994) is 

aware that today's companies are fast at copying each other's advantages. Therefore, the 

advantage is only temporary, but if you are constantly innovative you will have temporary 

advantages all the time, which is then a sustainable competitive advantage.  

3.3.2. The Internal Environment as Strategic Starting Point 

Companies that are adopting an internal environment perspective should not be built around 

external opportunities, but around a company's strengths (de Wit and Meyer, 1998). In the 

following I will take a closer look at the arguments for why the internal environment is the 

source of sustainable competitive advantage. 

Firm Resources and sustained competitive advantage 

According to Grant (1998, p. 110), "The profits associated with the possession of superior 

resources are referred to as Ricardian rents, after the nineteenth century British economist, 

David Richardo, who explained why fertile land was able to earn high returns even when the 

market for wheat was competitive. Richardian (or scarcity) rent is the return earned by a 

resources over and above that required to bring it into production."  

 

Barney's (1991) criteria of firm resources to achieve sustained competitive advantage are 

shown in Figure 3.3. Identifying these firm resources could give a firm ricardian rents. 

Barney's (1991, p. 101) definition of resources is: "Firm resources include all assets, 

capabilities, organizational processes, firm attributes, information, knowledge, etc. controlled 

by a firm that enable the firm to conceive of and implement strategies that improve its 

efficiency and effectiveness." 
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Figure 3.3 - Firm Resource and sustained competitive advantage 
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Source: Barney, 1991, p. 112. 

 

The first criteria for resources to be sources of sustained competitive advantage are 

heterogeneity and immobility. In an industry where firms posses exactly the same resources 

they would all be able to pursue the same competitive strategy. According to Barney (1991) it 

is not possible for firms to enjoy a sustained competitive advantage in such an industry. In 

order to have sustainable competitive advantage the resources therefore have to be 

heterogeneous. Heterogeneity, however, is obsolete if the resources easily can be transferred 

from one firm to another. If firm resources are perfectly mobile, then other firms can easily 

acquire any resources that allow some firms to implement a superior strategy. Again, it would 

suggest that a firm couldn't achieve sustainable competitive advantage. Therefore the two first 

criteria of sustainable competitive advantage are that the resources are heterogeneous and 

immobile. Under the assumption that resources are heterogeneous and immobile there are still 

four criteria that have to be fulfilled before a resource can be said to be sustainable: 

 

• The first criterion is that the resource is valuable. The resources can are valuable only 

if they are directly linked to one or more of the key success factors within an industry 

(Grant, 1998). Barney (1991) defines valuable resources as resources that exploit 

strength or neutralize threats.  

• The second criterion is that the resource has to be rare. If a resource is widely 

available to firms within an industry then each of these firms have the capability of 

exploiting that resource in the same way, thereby implementing a common strategy 

that gives no one firm a competitive advantage (Barney, 1991; Grant, 1998).  

• That resources have to be imperfectly imitable is the third criterion. Resources are 

sustainable competitive advantages if the competitors who do not possess them 

cannot easily obtain them. According to Barney (1991) there are three reasons why 
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firm resources can be imperfectly. Firstly, unique historical conditions. Secondly, 

causally ambiguous, which 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 imitable. Thirdly, socially complex. Maybe the resources are 

complex social phenomena that cannot be systematically managed or influenced by 

the firm (Barney, 1991). 

• Finally, the fourth and last criterion for a resource to be imperfectly imitable is that 

there are no strategically equivalent valuable resources that are themselves either not 

rare or imitable (Barney, 1991).  

 

The above-mentioned criteria for resources in order to be a source of sustainable competitive 

advantage have implicitly touched the subject of durability of resources. Sustainable refers to 

the fact that competitors cannot replicate the strategy. This does not mean that they "last 

forever" (Barney, 1991, p. 103). Nevertheless, it is important to consider the durability of 

resources (Grant, 1998). Some resources might last longer than others. Reputation and 

Corporate culture are examples of long lasting resources. Other resources, like Technological 

patents, might be obsolete at the time it has gotten legal support. 

 

Barney (1991) makes a good description of the criteria for identifying superior resources, but 

little is said about of how to use the resources. Teece et al. (1997, p. 514) describes three steps 

to enter a market based on resources:  

 

• Identify your firm's unique resources 

• Decide in which markets those resources can earn the highest rents 

• Decide whether the rents form those assets are most effectively utilized by 

o Integrating into related markets 

o Selling the relevant intermediate output to related firms 

o Selling the assets themselves to a firm in related businesses 

 

These three steps make it easier to picture how the resources can be used as a source of 

superior performance. However, it is still quite abstract. A more concrete example of how to 

use the resources will be presented in the following section. 
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Core Competences 

This section is primarily based on Prahalad and Hamel's (1990) article "The Core Competence 

of the Corporation". It should be mentioned that Prahalad and Hamel's Core Competences are 

very technical oriented (de Wit and Meyer, 1998). 

 

Prahalad and Hamel (1990, p. 80) argue that "Once, the diversified corporation could simply 

point its business units at particular end-product markets and admonish them to become world 

leader. But with market boundaries changing ever more quickly, targets are elusive and 

capture is at best temporary." According to Prahalad and Hamel (1990) the source of 

competitive advantage can be attained by consolidating corporate-wide technologies and 

production skills into competencies that empower individual businesses to adapt quickly to 

changing opportunities. Using a tree metaphor, the following quote explains the function of 

Core Competences (see Figure 3.4): 

 

"The corporation is a large tree. The trunk and major limbs are core products, the smaller 

branches are business units; the leaves, flowers, and fruit are then products. The root system 

that provides nourishment, sustenance, and stability is the core competence." (Prahalad and 

Hamel, 1990, p. 82)  

 

Figure 3.4 - Competencies as the roots of competitiveness 
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Source: Prahalad and Hamel, 1990, p. 81, modified. 
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Prahalad and Hamel (1990) are stating the same argument when describing what "Core 

Competences" are: "The critical task is to create an organization capable of infusing products 

with irresistible functionality or creating products that customer need but have not yet even 

imagined". Hamel and Prahalad (1994) claim that tools of segmentation analysis, industry 

structure analysis, and value chain analysis are worthless in a non-existing market, i.e. the 

future market. Therefore, the firms should build Core Competences long before a precise form 

and structure of future markets comes completely into view (Hamel and Prahalad, 1994). 

Competing on Capabilities 

Stalk et al. (1992: p. 62) argue that "in a world characterized by durable products, stable 

customer needs, well-defined national and regional markets, and clearly identified 

competitors, competition was a "war of position" in which companies occupied competitive 

space like squares on a chess board, building and defending market share in clearly defined 

product or market segments." However, this has changed and it has become more difficult and 

less valuable to position yourself. When product life cycles accelerate it is the ability to create 

new product and exploit them quickly that counts (Stalk et al., 1992). In addition to the 

acceleration of the product life cycles there is globalization, which breaks down barriers 

between national and regional markets and competitors are multiplying. In this business 

environment competition is a "war of movement" rather than a "war of position" (Stalk et al., 

1992). Stalk et al. , it seems,  to base their theories on an Schumpeterian view of innovation-

based competition (see "Hypercompetition" in Section 3.3.1. The External Environment as 

Strategic Starting Point). 

 

In such a business environment a firm has to focus less on products and markets and rather on 

dynamics of its own behavior (Stalk et al, 1992.). The goal is to identify and develop the 

hard-to-imitate organizational capabilities that distinguish a company from its competitors. 

According to Stalk et al. (1992, p. 63) the five principles of capabilities-based competition 

are: 

 

• Speed. The ability to respond to quickly to customer or market demands and to 

incorporate new ideas and technologies quickly into products. 

• Consistency. The ability to produce a product that unfailingly satisfies customers' 

expectations. 
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• Acuity. The ability to see the competitive environment clearly and thus to anticipate 

and respond to customers' evolving needs and wants. 

• Agility. The ability to adapt simultaneously to many different business environments. 

• Innovativeness. The ability to generate new ideas and to combine existing elements to 

create new sources of value. 

 

Summarized these five principles state that a company has to show responsiveness and 

innovation. Other than explaining that a company should focus on capabilities in accordance 

with the five principles Stalk et al. (1992) do not go further into details with the capabilities. 

In other words, the abstraction level is very high.  

Dynamic Capabilities 

Barney (1991), Prahalad and Hamel (1990), Stalk et al. (1992) briefly mention that resources, 

Core Competences and capabilities should be improved continuously and renewed according 

to changing business environments. However, both Barney (1991) and Prahalad and Hamel 

(1990) are more concerned with how to identify the resources, Core Competences, or 

capabilities than with how to develop them. In other word, they do not explicitly say how to 

get new resources. The theory on Dynamic Capabilities will therefore be presented to get a 

better idea of how to renew the resources of a company.  

 

Teece et al. (1997) mention that Dynamic Capabilities is a way of gaining competitive 

advantage in regimes of rapid change and increasingly demanding environments. Teece et al. 

(1997) are basing their theory on three fundamental factors: Processes, Position, Paths. Teece 

et al. (1997) believe that a firm's competence and Dynamic Capabilities are based on firm's 

organizational processes that are in turn shaped by the firm's assets and its evolutionary path.  

Processes 

Teece et al. (1997) are referring to processes as organizational and managerial processes. 

These processes are the way things are done in the firm, or what might be referred to as its 

routines, or patterns of current practice (Teece et al., 1997). 

 

First of all it is very important how efficiently and effectively internal coordination or 

integration is achieved. The same goes for external integration, which has become ever more 
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important. External integration refers to strategic alliances, virtual corporations, buyer-

supplier relations and technology collaboration (Teece et al., 1997). 

 

"Routines are patterns of interactions that represent successful solutions to particular 

problems" (Teece et al., 1997, p.520). The routines are usually a cause of group behavior, but 

certain subroutines may be related to individual behavior. The group behavior opens the 

possibility for interorganizational learning. Collaborations and partnerships can be a vehicle 

for new organizational learning. Teece et al. (1997) argue that learning is most likely more 

important than integration of processes. "Learning is a process by which repetition and 

experimentation enable tasks to be performed better and quicker" Teece et al. (1997, p. 520). 

Learning involves organizational as well as individual skills. While individual skills are of 

relevance, their value depends upon their employment, in particular organizational settings. 

The organizational knowledge can be used to develop new patterns of activity, for instance 

routines (Teece et al., 1997).  

 

An organization that wants to develop Dynamic Capabilities must know how to reconfigure 

and transform itself. Without reconfiguration and transformation of the organization the firm 

will not survive in dynamic environments. Change is costly and therefore firms must develop 

processes to minimize low pay-off change. The ability to find valuable changes is by scanning 

the environment, to evaluate markets and competitors, and to quickly accomplish 

reconfiguration and transformation ahead of competition. In other words, the firm should be 

flexible (Teece et al., 1997). 

Posistion 

The strategic posture of a firm is determined by it specific assets (Teece et al., 1997). Teece et 

al. (1997) explains seven different assets that determine the strategic posture of a firm. 

 

1. A firm's technological assets may or may not be protected by the standard instruments 

of intellectual property law. Nevertheless, the ownership protection and utilization of 

technological assets are clearly key differentiators among firms (Teece et al., 1997). 

2. Technological innovations require the use of certain related assets to produce and 

deliver new products and services. Complementary assets can best be explained by 
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giving an example. An example is that the development of computers enhanced the 

value of IBM's direct sales force in office products (Teece et al., 1997). 

3. Financial assets. In the short run, a firm's cash position and degree of leverage can 

effect the strategic decision-making (Teece et al., 1997). 

4. Reputational assets (see Section 3.1.1. Assets, Resources, Capabilities, Competences). 

5. Structural assets refer to the formal and informal structure of organizations and their 

external linkages. The degree of hierarchy and the level of vertical and lateral 

integration are elements of firm specific structure. These structural assets have a 

significant impact on the rate and direction of innovation (Teece et al., 1997). 

6. Institutional assets. Environments cannot be defined in terms of markets alone. 

Institutions could be regulatory systems, as well as intellectual property regimes, tort 

laws, and antitrust laws. Such assets may not be entirely firm specific; firms of 

different national and regional origin may have quite different institutional assets to 

call upon" (Teece et al., 1997, p. 522). 

7. Market structure assets refer to product market position. Product market position 

matter, but it is often not as important as the fundamental position of the enterprise. 

This is mainly due to the fact that market position in regimes of rapid technological 

change is often extremely fragile (Teece et al., 1997).  

 

According to Teece et al. (1997) organizational boundaries are important dimension. 

Organizational boundaries are about the protection of assets especially when doing an 

external integration (Teece et al., 1997). 

Paths 

"Where a firm can go is a function of its current position and the paths ahead. The path it has 

traveled often shapes its current path " (Teece et al., 1997, p. 522). A firm's previous 

investments and its routines constrain a firm's future behavior. Learning tends to be local, 

which means that the learning will be revolving around previous activities. The importance of 

path dependencies is amplified where conditions of increasing returns to adoption exist. This 

is a demand-side phenomenon, and it tends to make technologies and products embodying 

those technologies more attractive the more they are adopted. Furthermore, it is recognized 

that how far and how fast a particular area of industrial activity can proceed is in part due to 
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its technological opportunities. A firm can affect the technological opportunities by being 

innovative and thereby putting itself in a more favorable position  (Teece et al., 1997). 

3.3.3. Overview of Theories on Superior Performance 

Figure 3.5 illustrates my view of the presented theories according to their starting point. 

 

Figure 3.5 - Strategic starting point of theories on superior performance 
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The theories on Five Forces of Competition, Game Theory, PIMS theories are taking the 

external environment as a starting point for their strategic behavior. Of course the position of 

a firm is associated with the internal environment of the firms, but strategically they have 

their starting point in the external environment. 

 

Market Orientation has been placed with the major part in the external environment and a 

minor part in the internal environment. The major part in the external environment is due to 

the fact that Market Orientation starts by observing needs in a market. A strategy that purely 

follows customer needs is not considering the internal environment. However, it is said that a 

Market Oriented strategy is demanding a flexible organization - flexible in terms of adapting 

effectively and efficiently to the needs of customers (Slater and Narver, 1997). Therefore, it 

could be said that the Market Orientation is partly covering the internal environment. 

 

Hypercompetition resembles Market Orientation in many ways. It is about constantly 

satisfying customers' latent needs and finding new customers. However, it seems, 

Hypercompetition is more interested in the future needs of customers than the expressed ones. 
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Market Orientation gives a more stable impression than Hypercompetition. One could say that 

Market Orientation is about expanding while Hypercompetition is about moving. With 

expanding I mean that the Market Oriented firm is looking to keep its present position while 

entering new positions. Moving refers to disrupting present positions by finding new ones. 

Just like the Market Orientation it is crucial that the organization is able to adapt to the fast 

changes (D'Aveni, 1994). 

 

On the other side of Figure 3.5 the Resources and Core Competences are presenting theories 

that uses the internal environment as starting point for strategic choice. Both theories are 

taking little interest in the external environment. The only thing is that both Resources and 

Core Competences have to be valuable to the customer (Barney, 1991; Prahalad and Hamel, 

1990). 

 

In the aspect of being internal or external focused, the Competitive and Dynamic Capabilities 

can be seen as the mirror images of Market Orientation and Hypercompetition. Market 

Orientation is saying that a firm should focus on customers' expressed and latent needs. In 

order to be Market Orientated the firm has to develop flexible internal environment. The 

Dynamic Capabilities are saying that a firm should develop a flexible internal environment. 

With this flexible internal environment the firm should focus on expressed and latent needs of 

customers (Teece et al., 1997).  

 

It seems like the external and internal oriented theories are basing their argumentation on two 

assumptions. Firstly, it appears that the theories on external environment are assuming that 

firms have an internal environment to pursue external oriented strategies. Secondly, it appears 

that the theories on internal environment are assuming that the external environment will 

correspond the internal oriented strategies. 

3.3.4. Normative Theories 

The theories on superior performance seem to be of normative nature. This means that they 

are describing how the companies should act in a certain environment. However, the theories 

are not making any distinctions between the firms within the environment.  In other words the 

theories are not making a distinction of firm specific attributes. An example is Hamel and 

Prahalad (1994) who state that a firm should push out the boundaries of current product 
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concepts and put the most advanced technology possible directly into the hands of the world's 

most demanding users. The problem is that this proposition can only make sense for a tiny 

fraction of powerful, rich, businesses. This is simply not a realistic vision for the vast majority 

of smaller companies (Conor, 1999, p. 1161). As mentioned in chapter 1 and chapter 2 this 

thesis questions the normative nature of the theories. 
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4. Discussion 
In the previous chapter the external and internal environment and why both are considered 

sources of superior performance was presented. In the following I will present my reflections 

on the topic.  

4.1. The Paradox  

As the reader has noticed there are arguments for being both internal environment and 

external environment oriented when determining a strategy. Actually the internal environment 

and the external environment constitute the two sides of the same coin (Spanos and Lioukas, 

2001). Both the external and the internal environment are influencing profitability (Spanos 

and Lioukas). It is important to emphasize that this research is interested in where the theories 

take their starting point. All theories are realizing that a firm has to take both environments 

into account, however, in different order of appearance (see Table 4.1). The question is why 

can a firm then not focus on both at the same time? 

 

Assume a company decides to focus on both the internal and the external environment. 

Already at the "fit through" (see Table 4.1) the firm has to face the paradox of being both 

external and internal environment oriented.  

 

Table 4.1 External Orientation  vs. Internal Orientation 

 
 

 

External Orientation Internal Orientation 

Starting point 
 

External Environment Internal Environment 

Fit through 
 

Adaptation to External Environment Adaptation of External Environment 

Strategic focus 
 

Attaining advantageous position Attaining distinctive resources and  

Strategic moves 
 

Positioning and industry entry Developing resources  

Tactical moves 
 

Attaining necessary resources  Positioning and industry entry 

   

Source: de Wit and Meyer, 1998, p. 333, modified. 
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Adaptation to and of the external environment at the same time is only possible if the external 

environment "fits" perfectly with the internal environment. However, I do believe that is a 

very rare phenomenon. In most cases there will be a "misfit" between the external and the 

internal environment. The internal environment may not correspond the necessary resources 

of an external oriented strategy. There are two ways this could happen. Firstly, the resources 

are not developed enough to cover all the requirements of a particular market or industry. 

Secondly, the resources might exceed the requirement of a particular market or industry. In 

case of a "misfit" the firm has to decide whether to follow the internal environment or the 

external environment. Is it better to find a market that fits your resources or should you 

develop your resources to meet the most attractive market position?  

 

From a pessimistic point of view both path might lead to failure. If you decide to focus on a 

particular position in a market of constant flux there is a risk that your advantageous position 

has diminished by the time you have developed the necessary resources.  On the other hand if 

you decide to focus on your internal environment there might be a risk that there is no market 

"fitting" your resources. However, if you decide to compromise you will be neither 

optimizing the use of resources nor will you be in the most attractive market position.  

 

The connection between the external and the internal environment makes one question 

whether it really matters if you are focusing on one or the other? As Henderson and Mitchell 

(1997, p. 9) state: 

 

" [...] firms undertake strategic actions in response to their (external, red.) environments and, 

as a result of those actions, develop particular capabilities. In turn, though, the capabilities 

that the firms develop also shape competition." 

 

The conclusion of this discussion is that I find no logical answer to the question of being 

external or internal environment oriented by focusing on the literature. Therefore I think it is 

interesting to see how the software companies are dealing with the paradox in practice.  

  

 

- 46 - 



Empirical Data 
 

5. Empirical Data 
This chapter contains the empirical findings gathered through six interviews with firms in the 

software industry. To avoid confusion among the statements the interviews will be presented 

separately. The presentation starts with the interviews of the three big companies and ends 

with the three small companies. To reflect the research question each interviews will be 

divided into two parts. The first part will cover the companies' perception of the software 

industry. The firm's strategic determinants will be presented in the second part.  

 

At the end of the chapter the reader will find a summary of all interviews. Due to the fact that 

the respondents are representing their company the information will be presented as if it is the 

company and not the respondent who answers. The reader might experience that the responses 

of the companies differ in length. This is mainly due to the methodological method of this 

thesis (see section 2.3.1.). As mentioned in section 2.3.1., the interviews had a semi-structured 

form. The semi-structured interviews gave the respondent a high degree of freedom in how to 

answer. Therefore, in some situations the respondent took me beyond what I had imagined, in 

other cases the respondent said little.  

5.1. "Big Companies" 

5.1.1. Company B1 

Company B1 is operating worldwide with 3400 employees and its headquarters are situated in 

Sweden. The respondent of Company B1 is responsible for development in the area of 

planning, strategic planning. 

B1's view on the software industry 

B1 has been in the software industry for twenty years. During this time the technical 

development on which the business applications run has changed dramatically. The company 

has to regard these changes. 
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B1 describes the software industry as a place where it is becoming hard to justify the "best of 

breed"2 solutions: 

 
"In the software industry there is a tendency from 'best of breed' to the big players."  

 

B1 presents two perspectives that explain this. Firstly, the big players are catching up. 

Secondly, the "best of breed" solution must be very much more efficient than a solution that 

belongs to normal software package because integration is very expensive.  

 

To stay competitive in the software industry one has to make the right decisions and the right 

moves all the time. Making one fundamental wrong move and one might be out of the 

business. According to B1 there is a big risk in making the wrong decision because one might 

lose their position even if you are number one in your segment.  

B1's strategic determinants 

"The market is of course something that you must regard when you form a strategy. And what we have had are 

putting into perspective where we can 'beat' the competition the easiest way or where we are strong. ". 

 

Company B1 positions itself by looking at its current product portfolio, then at the current 

market and where it has a strong position. Finally B1 examines whether it can sell more in 

that area. Because of limited resources the firm would not focus on things where it does not 

have a market position anyway. 

 

There are several aspects that B1 takes into account before positioning itself. The first thing is 

to look at the core product that B1 is selling and find out whether it supports the processes 

required by the particular market segment. The following quote explains the underlying 

reason for this: 

 
"Basically, it is all one core product, it is the same product, but you set it up differently. Niche it to the market." 

 

B1 explains the underlying historical development as follows: 

 

                                                 
2 the best product. 
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"In the beginning you sold independent systems, like financial systems, customer-order system, pay role system. 

After that the new things was to integrate everything into one package. With this package you could go to the 

market and say that you have one package from one supplier. That meant that the customer did not have to build 

bridges between their systems. Such a package could sell to all companies because they came from a very 

disaggregated world. What followed was that the software companies had to be more specific, the general 

package was not good enough." 

 

Therefore, B1 started to develop industry specific applications, which is a two-way strategy. 

Firstly, you streamline the sales organization to talk market specific terminology and to learn 

about the requirements and the regulations and the processes in the chosen industry. Secondly, 

the software product has to support the processes.  

 

To find the requirements for a software application and to keep the application up to date B1 

analyses competitors and customers. According to B1 you have to look at competitors and 

what they are doing.  However, this is mainly done by asking new customers or former 

customers why the changed system. B1 is building relationships to customers to learn from 

their needs. 

 
"Building customer relationships is therefore important, but not at any price." 

 

B1 argue that one has to be very specific when choosing companies to do partnerships with. It 

has to be a company that is leading in its industry or a company that is on the leading edge of 

what is possible in technology. If it is a company that just follows the crowd then they will 

adopt the technology once it has passed its peak. B1 works only with companies that want to 

change their business and take advantage of new technology and solutions rather than just 

follow the other ones. There is usually a sort of partnership involved. The partnership includes 

that both companies would like to coexist.  

 

B1 is a global player and therefore has to consider the geographical aspect as well. The 

different laws and regulations might affect the strategic decision. A part from the 

geographical aspect there is the technical aspect. B1 argues that even if one has a working 

application it is crucial to keep up with technical development on which the application is 

executed.  
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"We have been in the business for close to 20 years and of course the hardware development underneath the 

implementation has changed dramatically. " 

 

According to B1, even the best software application will be a failure if it is not complying 

technical standards.  

5.1.2. Company B2 

Company B2 is operating worldwide with 3200 employees and the headquarters are situated 

in Sweden. The respondent of Company B2 is chief of administration in Sweden. 

B2's view on the software industry 

During the last ten years B2 has experienced many fundamental changes in the technology 

and on the market. However, B2 believes that after the change to year 2000 nothing dramatic 

has happened in the technological aspect of the software industry3. 

 
"I think, we are somewhere in the middle of nowhere, nothing dramatic is happening on the market or in the 

technology." 

 

According to B2 it is a more stable situation then it was a couple of years ago. However, there 

is always a fight on the market, but the fight is not so much about who has the best software 

package. It is very much about the consulting organization, the people implementing the 

systems. That is how you get new business on the market. 

 
"People are more important now then the couple of years ago."  

 

B2's strategic determinants 

"If you look on the market everyone is probably searching some special niche where they can be stronger than 

the other one."  

 

                                                 
3 B2 is referring to the year 2000 problem. This problem occurred because many computer systems were 

working with two digits converting to represent a year, i.e. 1969=69. To make sure that the computers did not 

think that year 2000 was 1900 the software systems had to be updated.     
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B2 are looking at what market it should penetrate and where it might have a strong position 

with its product. B2 has a component-based software. The component based software product 

makes it easy for B2 to add new components to the existing product. At present B2 is 

planning to focus on seven different segments and skip all the other ones. The seven segments 

were chosen according to the amount of experience in those segments and because B2 

believes that it is those kinds of segments that will invest in software. 

 

A couple of years ago B2 took a decision to have more directly selling from existing 

customers. B2 mentions two reasons for that decision. Firstly, to understand what the 

customer really wants in order to develop the software even more. Secondly, the people inside 

B2 to learn more about the customers business so they can identify new business 

opportunities. 

5.1.3. Company B3 

Company B3 is operating worldwide with 9000 employees, of which 50 are working in 

Sweden. The respondent of Company B3 is responsible for the consulting, education, sales 

and support of the company in Sweden. 

B3's view on the software industry 

"I have been in the software industry for 15 years. It is always a not developed market. It is not like selling cars. 

That is a developed market. You can look into the future and have a fairly good idea what will happen. Software 

industry is not like that. It is still a very complex business - you don't really now what is happening." 

 

According to B3 the software industry is constantly changing. It is changing faster than the 

market can adapt to the changes. B3 is explaining that during the past fifteen years people 

have always said: "in five years from now the industry will be none complex and more static", 

but that has never happened. B3 does not think that the market will become a static solution. 

 

In B3's arena of the industry there is a large amount of competition. And there has always 

been. However, B3 is focusing on large accounts with large data volumes. There are fewer 

competitors dealing with large accounts and large data volumes. But the competitors are only 

big software companies. B3 explains it as follows: 
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"The big companies in Sweden only want to do business with big software companies." 

 

The big companies do not want to buy from a small software company because they do not 

know whether the little software company will be on the market next year. 

B3's strategic determinants 

"A key thing is that we tried to divide the market into different segments. When we do that we always look for 

our decision. We are trying to make sure that it is not overcrowded with competitors. See that we have unique 

selling points within that arena. And then go for that area and not try to run after deals in all the other areas."  

 

B3 points out that it is important to focus on specific segments because their software can be 

applied for many segments. When B3 has made a strategic decision about working in specific 

areas they focus on these only. That is very important, because otherwise B3 would spread 

their resources around in many areas.  

 

According to B3 it is very nice to have a strong market position in these rough times. The 

advantage of market position in the software business is in being attractive for the large 

Swedish organizations. One has to have a fairly good market position to be attractive. 

According to B3 it is expensive to go with a vendor the first time. Therefore, the customers 

will stay with their vendors or choose a vendor that has a good market position. 

 

B3's product development is purely customer driven. B3 customers can send in requests about 

changes in the software. B3 will then consider the requests for a new release of their product. 

If B3 goes into new areas it is always customer driven. Some customers tell them to enter a 

new area and maybe B3 will do something jointly together with them. If several customers 

come up with the same idea B3 might do a product out of it.  

 

B3 is heavily involved in cooperation with other firms. This is mainly due to the fact that B3 

has a very small consulting department. B3 is trying to make the software together with large 

consulting companies. B3 has partner relations with all the big consulting firms. B3 spends 

quite a lot of time on their partner relations. 
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5.2. "Small Companies" 

5.2.1. Company S1 

The Swedish company S1 has 6 employees. The respondent of company S1 is chief executive 

officer. 

S1's view on the software industry 

"Earlier you made a program you compiled it and it could work for 10 years! The environment did not change. 

Today the environment is changing all the time." 

 

According to S1 the technology is changing very fast. The pressure on programmers is 

increasing. They have to know much more today - they have to know the whole environment 

and the environment is changing all the time. A software company has to follow the 

technological development all the time. A company like S1 looks at how new technology fits 

to its solutions. In case of a match they will adopt it. Otherwise, the company would sit back 

with old software.  

 

With today's object-oriented components (see Appendix B) in the software industry it has 

become relatively cheap and fast to build software. It was not like that before. That is because 

a company can reuse the software components. Today's programmers are not developing 

software they are building software. It is like the toy LEGO; the programmer just has to put 

the pieces together. S1 is developing complete software and solving relatively complex 

solutions with only two programmers. To do what they are doing today you needed 20 

employees before. Today the companies have to focus on understanding the business and 

understanding the problem. S1 states: 

 
"Software in itself is nothing. It is the service and the knowledge of customers that makes it important." 

 

It is not only the technology that is changing. S1 think that the customers have changed too. 

The customers know what they can expect from a software package. The customers are not 

very surprised that your software package can write, print, format etc.  
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"It feels like we have come to a situation where the software industry has become like electricity or something. 

Everyone takes it for granted. If you sell an ERP4 package you don't have to describe the components inside the 

system. Everyone knows what you can expect from that kind of software. Go back 10 years, there you had to 

describe what the software was doing." 

 

The danger of dealing with experienced customers is that the often have an opinion about a 

certain product. According to S1 the customers do not act neutral. In this case S1 believes that 

selling a software product it is more about emotions than it is about having the best product. 

Because people are having an opinion on software it is much more religious or political today.  

S1's strategic determinants 

S1 strategic focus is always based on what the core of the product looks like. When S1 has a 

core solution, in this case software and the knowledge about the software, they look for a 

market that fits the core solution. This approach also makes it possible for S1 to chose their 

competitors. S1 explains this procedure as follows: 

 
"If you go for lucrative markets it would be an extremely surprise if there was not someone there already. 

Secondly, you might go into the trap of never ending development. It is so easy to find a market where there is 

big money and you develop and you develop. But you can't do that today because it is too expensive and too 

risky."  
 

However, with this S1 does not mean that the company is not flexible. It is flexible but within 

the limits of the architecture of their solutions. According to S1 a company needs to have a 

good architecture that is flexible from the beginning. According to company S1 there are two 

ways of developing the basic components. The first one is to work closely with universities: 

 
"You work with guys who are the top guys there (university, red.). They know everything about the trends the 

latest developments, the most interesting ideas. Based on that you can say there most be a need. So you make 

your solution.  Then you have made your first component and then you go out and look for a market that fits. It 

is science driven. If you have the luxury of having those kind of contacts." 

 

                                                 
4 Enterprise Resource Planning. An amalgamation of a company's information systems designed to bind more closely a 

variety of company functions including human resources, inventories and financials while simultaneously linking the 

company to customers and vendors (http://www.investorwords.com). 
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Another way is to start from a need. The company has to discover a very specific need. As a 

company you go for that need make a solution and then look if anybody else has made it.  

5.2.2. Company S2 

The Swedish company S2 has 4 employees. The respondent of Company S2 is chief executive 

officer. 

S2's view on the software industry 

From a technology point of view the software industry is changing/evolving all the time. This 

evolution forces the actors of the software industry to change. S2 also thinks that it is 

changing from a customer's point of view. The customers are more and more aware of the 

opportunities in software. 

 
"The bubble effect has cost a lot of money. It is becoming more and more like a traditional industry it is the 

delivery that counts." 

 

S2 have to deliver something and prove that it is working. Building a software system has 

become more like building a house. However, the difference between building a house and 

building a software system is that you can reuse the previous buildings for new buildings. 

Therefore the systems S2 are building are quite rapidly built. 

 

S2's strategic determinants 

S2 has done two different strategic approaches. In the beginning S2 anticipated a market need 

for a certain technology. The technology would enable S2 to gain relative advantage over 

competitors. Therefore S2 introduced a strategy based on the anticipated market need of the 

technology. This strategy was fulfilled in 1999 where S2 launched the first software product 

for developing the technology. The problem was that the market did not respond:  

 
"There was a lot of interest. A lot of hits on our website and a lot of attention - but not too much money."  

 

Now S2 has turned its strategy toward its customers. S2 saw that it had 90% of its income 

from strategically not focused customers. S2 realized that they possessed something that is of 

valuable to their customers. S2 therefore decided to dig into the company and look at what it 
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was capable of doing. The outcome was a new product family, which was oriented towards 

this market. 

 

When developing the new product family S2 decided to speak and listen to the customers.  

During this listening S2 had their competence, experience in mind. They did this to avoid 

developing a strategy, which they could not fulfill.  

 

S2 knows that its product can be applied to other markets. The problem is that it takes long 

time to get to know a new market.  

 
"Since we are few employees. Learning a new branch takes long time. It takes a lot of time." 

 

According to S2, partners might help them out of that problem. S2 builds relationships with 

customers who need S2 technology and in return S2 can learn about the customers' market.  

5.2.3. Company S3 

The Swedish company S3 has 6 employees. The respondent of Company S3 is chief executive 

officer and chairman of the board. 

 

S3's view on the software industry 

In general S3 perceives the software industry as very dynamic. If a company comes up with a 

good software solution, it can be sure that 100 other companies will come and try to make the 

same solution. 

 
"Software development is a race against time" 

 

S3 claims that they have to stay ahead all the time by improving their functions. The 

following quote will present S3's view on how to stay competitive in the software industry: 

 
"We can do another Windows operating system, we can probably do it better. Microsoft was first on the market 

and they keep coming up with new versions, which are getting clients to use Windows. It is not that their product 

is the best in the world, it is just that they were first on the market." 
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S3's strategic determinants 

"When you are a small company the only way you can say that you are best in something is by doing it 

consistently." 

 

S3 is very focused on one niche in the software industry. With six employees S3 would have 

difficulties convincing customers that they are the best on the market in many things. S3 

believes that focusing is the only way to be competitive and being a head of all the others.  

 
"We are on track, we don't go around doing lots of other stuff." 

 

According to S3 it is very important to find a position on the market.  

 

In the beginning S3 was looking at what the players on the market were doing. After an 

analysis of the competitors products S3 knew the strength and weaknesses of the competitor's 

products. Upon the analysis S3 started to develop a product that contained the positive things 

and improved the negative things found in the analysis. This strategy was very dependent on 

the abilities and resources of S3 and what S3 could produce. The focus was on what S3 can do 

and how they could do it better. This it is very important because it enables one to produce 

something and come on the market. However, at the same time one has to be aware of the 

market needs.  

 

Now that S3 is on the open market they still look at what the competition is doing but are also 

listening to the customers.  
 

"We are very good at listening to our clients. We are a small company and very flexible, which means that we 

can develop something very fast." 

 

The customers know a lot and use the system every day. It is from the customers that S3 gets 

its inspiration for new releases. S3 believes that it care more for its customers then the large 

competitors. The large competitors do not care as much as S3 does. S3's clients see that S3 

listened to them from one version to the next version. This keeps clients happy and attracts 

new clients. However, one should look at how important the customer is and whether S3 is 

able to fulfill the wishes of the customer. S3 ground role is to stick with its business area and 
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to the business plan. S3 believes that if one follows the customers too much, then there is a 

risk that one starts spreading. A small company like S3 cannot afford that   

 

S3 educates their employees by letting them attain courses. S3 think that it is important to 

have the skilled resources in the company in order to be prepared for customer demands. 

5.3. Summary of Empirical Data 

Table 5.1 gives an overview of all the firms' responses.  

Table 5.1 Summary of Empirical Data 

 
Company Area of concern Response 

Software Industry Many changes, from "best of breed" to the "big players", Fatal to make wrong 

move  

B1 

Strategic Determinants Look at products, market position, market segmentation, niche it to the market, 

partnership with customers 

Software Industry Many changes but more stable at the moment, always a fight on the market, 

People are getting more important 

B2 

Strategic Determinants Strong position with component based product, experience, and Market 

segmentation. 

Software Industry Very complex, Changing all the time, Large amount of competition B3 

Strategic Determinants Market segmentation, Market position, Relationships with customers, 

Partnerships with consulting firms 

Software Industry Changing very fast. It is cheaper and faster to develop, getting more 

complicated 

S1 

Strategic Determinants Finding market that fits the product and where there is little competition. 

Market segmentation.  

Software Industry Technology and customers are changing all the time S2 

Strategic Determinants Turning their strategy towards their developed market. Building partnerships 

with customers and competitors. 

Software Industry Very dynamic. Fierce competition. S3 

Strategic Determinants Market segmentation. Customer relationship. Look what the competitors are 

doing.  
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6. Analysis 
This chapter will present an analysis of the empirical data. The analysis consists of three 

parts. First part is about the software companies' perception of their industry. The 

strategic determinants of the firms are the issue of the second part. In the third part I will 

present a model of the strategic dynamics found in the software companies. The two 

first parts are structured in the same way. They both begin with an analysis of the big 

and small firms in relation to the subject of the section. Thereafter the patterns of the big 

and small firms will be compared. Finally, the findings will be analyzed on basis of the 

theoretical framework. Figure 6.1 illustrates the outline of this chapter. 

 

Figure 6.1 - Chapter outline 

 

Theoretical Framework 

"Big Companies" vs. "Small Companies" 

"Small Companies" "Big Companies" 

6.2. Strategic determinants 

6.3. Strategic dynamics in the software industry 

Theoretical Framework 

"Big Companies" vs. "Small Companies" 

"Small Companies" "Big Companies" 

6.1. Software industry 
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6.1. Software industry 

"Big companies view on the software industry 

B1, B2 both describe the technological development of the software industry as one that 

has changed dramatically during the past decade. However, they both mention that the 

software industry is not facing any major changes at present. While B1 and B2 

indirectly say that the software industry is constantly changing, B3 is more direct. B3 

says that it is impossible to predict the future of the software industry and that the 

business is very complex. Summarized all three companies describes the software 

industry as often changing.  

"Small companies" view on the software industry 

S1, S2, S3 see the software industry as very dynamic. S1 and S2 mention that the 

software industry is changing all the time. S3 is mentioning little about the changes in 

the software industry. However, S3 describes it as a place where there is fierce 

competition. Getting customers and coming with new versions seems to be the way to 

stay a head of competitors.  

"Big companies" vs. "Small companies" view on the software industry 

The small companies perception of the software industry does not deviate much from 

the ones of the big companies. It would have been a surprise if the size of a company 

would have an impact on how the firms perceive the software industry. Summarized 

five of the six companies explicitly said that the software industry is often changing.   

Theoretical analysis of the companies' view on the software industry 

It is my impression of the software companies' perception of the software industry is 

matching the external circumstances expressed in many of the theories. An ever-

changing industry is corresponding to Prahalad and Hamel's (1990), Stalk et al.'s 

(1992), and Teece et al.'s (1997) description of an environment where their theories are 

sources of superior performance. These theories are taking the internal environment as 

starting point of strategic choice. 
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The findings are also in line with D'Aveni's (1994) environment characterized by 

intense and rapid competitive moves. Therefore, the findings might also suggest that the 

software firms are using the theories on Hypercompetion as a mean to competitive 

advantage.  

It should though be mentioned that the expressions of the empirical data is somewhat 

more calm than in many of the above mentioned theories, especially D'Aveni's theory 

on Hypercompetion.   

 

One should not forget that this does not dismiss the Five Forces of Competition 

framework, PIMS, Game Theory or the market oriented as possible strategic tools. 

These theories do not explicitly name circumstances under which they should be used. 

The reason for this can probably be found in the fact that they think their theories are 

generally applicable. However, Stalk et al. (1992) are mentioning directly that 

positioning is not valuable in fast changing markets. In other words, Stalk et al. (1992) 

are saying that the five forces framework and PIMS logic is of little value in rapid 

changing markets. To some degree this could also be applied to the Game Theory. In 

ever-changing markets it is difficult to foresee the strategic moves of a competitor. 

Market Orientation, however, is not affected by Stalk et al.'s (1992) argumentation. 

 

Summarized it seems that the indications for following theories based on the internal 

environment are stronger than those for following theories having the external 

environment as starting point. It is interesting to see if these theoretically based 

predictions are reflected in practice.   

6.2. Strategic determinants 

"Big companies strategic determinants 

When the big companies chose market segment they start by looking at their product. 

B1, B2 and B3's software solutions can all be applied to a wide range of different 

markets.  

 

B1, B2, B3 finds positioning on the market important. B1 and B3 explain that the 

market positioning is mainly because of limited resources. However, B3 also does it to 

- 61 - 



Strategic Determinants in the Software Industry 
 

be attractive to the large Swedish companies. B1 is looking for a market where they can 

beat the competition the easiest way. B2 is searching for market position because it has 

to find niches where it is stronger than everyone else. B3 is stating that a criterion for 

picking a market is that it is not overcrowded with competitors.  

 

Within the market segments all the big companies develop relationships to the 

customers and are very focused on specifying their product to the customer. The 

customer relationships are a primary source for keeping their products updated and to 

find new needs.  The employees of B2 learned how to listen to the customers. 

 

All companies are aware of the competition, however, they all claim to spend little time 

focusing on it.  

"Small companies" strategic determinants 

The small companies choose a market segment once they have a product. Both S1 and 

S2 are stating that their software solutions can be used in many markets. Whereas S1 is 

talking little about why they chose specific segments S2 and S3 are saying that the size 

of the company makes it necessary to chose one segment. S3 makes it very clear that the 

customers would not believe a small company to be the best at many things. Therefore 

S3 focuses on one segment only. 

 

When it comes to choosing the market segment S1, S2 and S3 seem to be following 

different paths. S1 is acting very much like the big companies and choose their market 

segment by finding the markets that best fit their core solutions. According to S1 it is 

simply too risky to go for markets that seem attractive. S2 have found their present 

market segment more or less by coincidence. However, it was because S2 had a 

software solution that matched the specific market segment. S2's product is applicable 

to many market segments. However, due to a lack of resources S2 is focusing only on 

that single segment. Upon having chosen segment S2 is building a relationship with the 

customers to learn the segment and thereby product the best product. Unlike S1 and S2, 

it seems that S3 found a specific market need and has made a product that suits these 

market needs. 
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All the small companies are having customer relationships to get new ideas for current 

products and to develop new ideas for future products. Furthermore, S2 is emphasizing 

that they need to build relationships in order to develop the required knowledge of a 

market segment.   

 

Both S1 and S2 are having few competitors in their segment, which is probably why 

they are not very focused on competitors. It is my impression that S3 thinks that it is 

important to observe what the competition is doing. 

"Big companies" vs. "Small companies" strategic determinants 

Five out of six companies are having one or many software solutions that are able to 

serve a wide range of markets. These products are the companies starting point for 

choosing a market segment. All companies claim to be focusing on specific market 

segments. Within these market segments all the companies are building customer 

relationships to keep their product updated and to get ideas for new solutions. 

 

The empirical data shows that there is no significant difference in the strategic 

determinants of big and small companies. The big companies are covering more market 

segments and geographically they are more widespread. But when it comes to the 

content of the strategic focus there seems to more that unites them than divides them. S1 

explained the difference between big and small as follows: 

 
"When you are big and have many resources then you can do things parallel. If you don't have the size 

and you don't have the resources then you have to do things sequentially." 

 

The empirical findings seem to support S1 explanation of the difference between big 

and small companies. I am mainly referring to the fact that the small companies laid 

much emphasis on the historical development of their strategizing. The small companies 

started by developing their software solution, then they chose a market segment and 

now they are mainly listening to the customers - a rather sequential approach. The 

empirical data does not mention the approach of the big companies. However, I believe 

that the big companies are capable of developing new solutions at the same time as they 

are listening to customers. This believe is based on the fact that the big companies have 

separated divisions that enables them to deal with both aspects at the same time.  
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Theoretical analysis of the strategic determinants 

Summarized the data on the strategic determinants show that the companies are 

following four main approaches:  

 

1. Develop a flexible software solution 

2. Find markets that fits the software solution  

3. Chose a market that is easy to enter and concur 

4. Listen to the customer in the chosen market  

 

Developing a flexible software solution refers to the fact that the software companies 

solutions can be applied to many markets. This corresponds to Prahalad and Hamel's 

(1990) core products, which could be used in a wide range of end products. According 

to Prahalad and Hamel (1990) a firm should seek to maximize their world share in core 

products. Meaning that the company does not only look to maximize share in end 

products. The data gather from company B1, B2, B3 does not imply that they seek to 

maximize share in the core products. The focus on core product is more related to the 

flexibility of the core product, so the firms can adapt easily to market needs. 

 

Find markets that fits the software solution is in line with Teece et al.'s (1997) second 

step of market entry. While Teece et al. (1997) stops the market entry here, the findings 

take two steps further.  

 

Choosing a market that is easy to enter and concur resembles a Porter's (1980) way of 

thinking. Mainly the part that the companies are searching for a market with little 

competition seems in line with Porter (1980). According to Buzzell and Gale (1987) a 

company should look for a market leader position. By finding markets that are easy to 

enter and where the firms have unique selling points there is an increased possibility for 

being market leaders. Risk aversion is an important issue for the firms to pick a specific 

market segment. One of the companies said that the large Swedish companies would 

only work with the big software vendors. Furthermore, it was said the many companies 

are going out of business because of the economy slow down. In such times it is 

obvious that a customer will chose a larger competitor in a market segment in order to 

make sure that the company will continue to exist.  
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Despite the lack of competitor orientation the companies seem to have a very market 

oriented approach. In accordance with the Narver and Slater (1997) the companies are 

trying to satisfying current customers needs and finding latent customer needs. The fact 

that the companies are listening to the customer's suggestions to improvements and 

learn from observing the customers proves that. The companies are getting their ideas 

for improvements of existing and new products by listening to the customers. Although 

D'Aveni's (1994) Hypercompetition theories also focus on the customers there seems to 

be no indications that the companies are trying to disrupt their current positions.  

 

Based on these findings it can be said that the four main approaches are based on 

theories that are having their starting point in both the internal and external 

environment. Developing flexible software solutions suggest a resource based strategy. 

The same goes for the finding of markets that fit the software solution. However, 

deciding a final market segment seems to be more based on theories about market 

power. Listening to the customer is a Market Oriented approach. As mentioned in the 

previous section the companies perception of the software industry implicated that the 

firms would mainly follow theories starting in the internal environment. The findings 

show that the theoretical prediction does not fully correspond the practical findings. The 

firms positioning strategies are the most surprising findings. This result is directly 

opposing Stalk et al. (1992).  

6.3. Strategic dynamics in the software industry 

Figure 6.2 summarizes the dynamics found in the empirical data of the software 

companies. The model is based on the four approaches mentioned in the previous 

section.  
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Figure 6.2 - Strategic Dynamics in the software companies 
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Lets start with the core product (CP), which represents the flexible software solution. 

Please notice that a firm might have several core products. Underneath the core product 

lays the resources of a firm. In the software industry the software solutions are often 

reflections of the competences of a firm. If a company is a specialist in optimization 

then their competences will be stored in source code5, which are a part of the core 

products. In accordance with Prahalad and Hamel (1990, p. 85) the "core product are the 

embodiments of one or more core competencies." These core products are the ones who 

give the software companies direction of which markets to pursue. With core markets 

(CM) I mean the sum of market segments to which the core product can be applied. 

According to the software companies they cannot focus on all the markets to which 

their software solution can be applied. Therefore, the next step is to find the most 

suitable end market (EM) within the core market. The end market corresponds a market 

segment. The end markets have specific traits to which the core product will be adapted. 
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Analysis 
 

I chose to call a core product, which is adapted to an end market, an end product (EP). 

This corresponds B1's explanation of their software solutions: 

 
"Basically, it is all one core product, it is the same product, but you set it up differently. Niche it to the 

market" 

 

Within the end markets the companies build relationships with customers. From these 

relationships the companies learn even more about the end markets and can therefore 

further improve their end products. However, the relationship might also inspire a 

company to improve their core product or build new core products.  

 

The empirical findings show that there are many technical changes happening 

underneath the software application. These changes are being presented as the technical 

changes in figure 6.2. The most important issue is that the technical changes are 

normally not end product specific. Technical changes do usually apply to the core 

product. By updating the core product the firm has updated all the end products to deal 

with the technical changes. 
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7. Conclusion 
This chapter will start with a reflection on the relation between the result of this study and my 

research position. Thereafter I will present the result based on the purpose and research 

questions. Finally, the underlying research question of whether the software companies are 

focusing on the internal environment, the external environments or both when deciding upon 

strategic matters will be answered. 

Hermeneutical Reflection 

In this section I reflect on my hermeneutic research position and approach, which was 

presented in chapter 2. I started this research by anticipating general results of the research 

topic. In light of these anticipations I collected secondary data that seemed to suit my 

research. Literature review on the secondary data did slightly change my anticipated results. 

With these changed anticipations I collected the primary data. The data of this separate part 

connected with the separate part based on the frame of reference was presented in the 

analysis. With this analysis I believe to have reached a result that is seemingly free of inner 

contradictions.  

 

The description of the interconnection between the overall result and the individual parts can 

be related to the hermeneutical circle (Kvale, 1997). By reaching a consensus between the 

separate parts of the research and the overall result I believe to have exited the hermeneutical 

circle. It is this result that I call my conclusion, which shall be presented in the following four 

sections. 

The Software Industry 

According to the software companies' the software industry is an industry that is constantly 

changing. The changes refer mainly to technological changes. However, they also refer to 

changes in the market. A software firm must keep up with these changes in order to stay 

profitable.  
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Strategic Determinants 

In such an environment the software firms have four different strategic determinants: 

 

1. Develop a flexible software solution.  

2. Find markets that fits the software solution  

3. Chose a market that is easy to enter and concur 

4. Listen to the customer in the chosen market  

 

Firstly, it is important to develop a flexible software solution that fits with a wide range of 

markets. The rationale behind a flexible software solution is that it is fast to adapt to different 

market needs. In addition to that, the parts can be reused in other new software solutions, 

which results in faster developing time of new software solutions. Secondly, a firm should 

search for markets that fit the software solution. This enables a firm to narrow the search for a 

specific market segment. Thirdly, the firm chooses a market segment that is easy to enter and 

where their product has unique selling points. It is very important for the firms to find a 

market position and then focus on that particular market only. It requires too many resources 

to focus on other markets. Furthermore, it is important to have a large market share in order to 

attract customers. Once the firm has customers it should, fourthly, listen to the customers and 

build relationships with them in order to improve their current products and get ideas for new 

products. These focuses are the strategic determinants of the software industry. 

"Big firms" vs. "Small firms" 

In relation to the strategic determinants there is difference between being a big or small firm. 

The only difference, it seems, is that the big firms have a greater number of various flexible 

solutions while the small firms are focusing on fewer solutions. Furthermore, the big firms 

have the resources to develop new solutions and be focusing on market segments at the same 

time. The small firms are working more sequentially, meaning that they are mainly focusing 

on either developing new software solutions or concentrating on the market segments 

customers. 

- 70 - 



Conclusion 
 

Internal Determined vs. External Determined 

As it was presented in the analysis the two first determinants are corresponding theories that 

suggest the internal environment as strategic starting point and the two last determinants are 

corresponding theories that suggest the external environment as a strategic starting point  (see 

Figure 7.1). 

 

Figure 7.1 - Internal and  External Determinants in the Software industry 
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Does the result mean that both the internal and external environment might determine a 

software firm's strategy at the same time? 

 

Yes, it does. However, the internal and external environments have different complementary 

functions. Therefore they are not confronted with each other, which solves the paradox.  
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Appendix A 
Interview Guide: 

Company Information: 

• Firm size 

o Employees 

o Turn Over 

• Firm position  

o What are you producing? 

o Who are your main customers? 

o Who are your main competitors? 

o What is your relative position? 

Industry/Market Information: 

• Describe how you perceive the software industry? 

• Describe how you perceive competition in the software industry? 

Orientation: 

• What determines your strategy? 

o Resources?  

o Capabilities/Competences? 

o Customer? 

o Competitors? 

o Industry? 

o Macro Environment? 

• Why are you (not) focusing on: 

o Resources? 

o Capabilities/Competences? 

o Customer? 

o Competitors? 

o Industry? 

o Macro Environment? 

 

What do you consider being the most important factor(s) for success in the software industry?  
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