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Abstract

A competitive strategy outlines how a company competes within its industry. Although each company
employs its unique competitive strategy, strategic group assessments identify clusters of competitors that
seck to execute similar competitive strategy. However, the empirical evidence for a direct link between
strategic group membership and performance is inconsistent and conflicting. This is primarily due to the
various approaches used, which have generally not adequately captured the differences in firms' strategies in
competitive environments. This paper explores the different sources of competitive advantages between
within-group rivals, British Petroleum (BP) and ExxonMobil, two leading competitors within the same
strategic group in the global petroleum industry. This paper analyzes and compares the differences and
similarities of the foundations of competitive advantages of within-group rivals, BP and ExxonMobil, and
makes strategically meaningful suggestions based on building blocks of the competitive advantage
approach.

Keywords:Global petroleum industry, Strategic Groups, Strengths and Weaknesses, Sources of
Competitive Advantage, British Petroleum, ExxonMobil

1. Introduction

Successful strategic management must directtowards positioning the organization most effectively within
its changing environment. Because there are a small number of genuinely unique strategies in any industry,
organizations must frequently decide which group of competitors they should mimic, rather than how they can be
genuinely distinct(Mintzberg, 1979; Scott, 1995; Zinn ez al., 1994). This means that managers must analyze other
firms' strategies competing in their industry and which strategies give them the best chance for success.The
configurational theory argues that this analysis must look at the organization as a tightly coupled whole and its
relationship to the competitive environment (Miller, 1987). With this perspective, managers seek configurations
that offer the best chance for success (Miller and Friesen, 1984). We can use one method to simplify and facilitate
this strategic decision-making process through strategic group analysis.

2. Literature review and Research method
2.1 Strategic group and its membership

Strategic group analysis is useful because it helps administrators and researchers identify an organization's
most direct and real competitors and the basis upon which they compete. Additionally, strategic group analysis
can help identifycritical internal strengths and weaknesses and external opportunities and threats. Strategic group
analysis aids in the understanding of how competitors approach the marketplace and the impact their decisions
have on performance (Osborne, Stubbart, and Ramaprasad, 2001).

The application of strategic group theory in strategic management research stems from an observation by
Hunt (1972). According to Hunt (1972), a set of firms emphasizing similar strategic dimensions to use a similar
strategy is called a strategic group. The competition between firms within a strategic group is greater than the
competition between a member of a strategic group and companies outside that strategic group: Intra-strategic
group competition is more intense than is inter-strategic group competition (Hunt, 1972).

The strategic groups model is useful for studying structured, stable, and capital-intensive industries, such as
steel and iron producers, retail chains, beer producers, bulk chemical manufacturers, petroleum producers, and
pharmaceutical producers.
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In these industries, the games' rules are established, products ate sold as commodities, and manufacturing
processes are well specified. The model assumes that small craft industries are in a hibernation stage and are
waiting for a robust structuring process that should happen with the diffusion of large-scale operations. Once they
are diffused, these processes will drive the industry dynamic toward establishing a dominant group of producers
manufacturing standard products relying on cost advantage. This proposition is derived to a large extent from the
structural, industrial economic perspective.

The extent of technological advancement, breadth of product offerings, product quality, pricing policies,
distribution channels, and customer service are examples of strategic dimensions that firms in a strategic group
treat similarly. Describing patterns of competition within strategic groups is evidence suggesting that
"organizations in a strategic group occupy similar positions in the market, offer similar goods to similar customers,
and may also make similar choices about production technology and other organizational features" (Greve, 1999).

Thus, membership in a particular strategic group defines the essential characteristics of the firm's strategy (Reger
and Huff, 1993).

The literature on strategic groups identified combinations of member-firm similarities based on scope and
resource commitments (Cool and Schendel, 1988). Research does show that group membership can account for a
significant portion of performance variance (Ketchen and Shook, 1996). For instance, firms in the pharmaceutical
industry share the same risks with similar strategies, yet there is considerable variance in profitability (Cool and
Schendel, 1988). A common economic principle is that "rent (i.c., advantage) commanded by a strategy declines
with increases in the number of rivals that can replicate it" (Caves and Porter, 1977) because tivals will copy
successful competitor's strategies.

A group of researchers (Porter, 1976, 1979; Dranove, Peteraf, and Shanley, 1998; Cool and Dierickx,
1993; Smith, Grimm, and Wally, 1997) examines the degree of rivalry within groups. According to Bogner and
Thomas (1994), a more significant within-group rivalry could result from the homogeneity of resources among
members because each firm strives to achieve the same goals but does not have unique resources or isolation
mechanisms that enable the firm to gain a competitive advantage (Smith e a/, 1997). The sources of competitive
advantages among within-group rivalry have similarities and differences based on the rivals' different strategic
directions.

Numerous studies have examined strategic group membership and performance across a variety of
industries, such as insurance (Fiegenbaum and Thomas, 1990), home appliances (Hunt, 1972),pharmaceuticals
(Cool and Schendel, 1988), and the steel industry(Nair and Kotha, 2001). However, no research has been applied
to the global petroleum industry. No research has been done for the sources of competitive advantages of the
strategic group members within the same strategic groups. Although the study of strategic groups has gained
considerable cutrency in the strategic management literature, there have been very few studies that have looked at
the different sources of competitive advantages among or between within-group rivals (Bogner, Mahoney, and
Thomas, 1998).

Conceptual developments suggest that unique firm structure and conduct (i.e., dimensions not shared
with other strategic group members) may significantly affect an individual firm's profit. Rumelt (1987) argues that
strategies that are differentiated and difficult to imitate are the key to a firm's chances to earn above-normal
profits. According to Teece (1986), the motivation to innovate also comes from rents earned on a differentiated
market position. Hatten and Hatten (1988) cite strategic groups' potential use to identify dimensions shared by
members so that the remaining non-shared conduct characteristics can be isolated to explain profits. Thus, though
firms may conform in their behavior through imitation, non-cooperative signaling, or tacit collusion, it appears
unjustified to assume a priori that such shared dimensions thoroughly explain the performance effects of firm
conduct (Lawless, Bergh, and Wilsted, 1989).

Following this line of thought, we argue that strategic group membership's influence on petformance
should be weighed against each membet's unique mix of competitive advantages. As Porter states, "A firm needs
to develop its unique competitive advantages to its ever-changing environment if it is to attain its best
petformance" (1984).

2.2 The Foundations of Competitive Advantages

Hill, Schilling, and Jones (2019) address the generic sources of building and sustaining competitive
advantages: superior efficiency, superior quality, superior innovation, and superior customer responsiveness.
These core components are generic. They provide four critical ways to build and maintain competitive advantages:
lowering cost and achieving high differentiation. Any firm can adopt these no matter what industry it is in or what
product or service it provides (Hill ez a/,, 2019).
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Each component is the result of the way the various value-chain activities within an enterprise are
performed. By performing and focusing value-chain activities on achieving a high level of efficiency, quality,
innovation, and customer responsiveness, a company can differentiate its product offerings, and hence offer more
value to its customers, and lower its cost structure (Olulade, 2014).

Superior efficiency can be achieved by emphasizing lowering the cost of inputs required to produce a
given output. The more efficient a firm, the lower the cost of its inputs needed to make a given output. Efficiency
helps a firm attain a low-cost competitive advantage based on high productivity (Hill ez 4/, 2019). Superior quality
has become imperative for survival in many firms. The impact of superior product quality on competitive
advantage is creating a brand name treputation, higher productivity/efficiency, and lower costs (Hill e al., 2019).
This enhanced reputation allows the firm to charge a higher price. At the same time, the costs are down, so profits
are much higher, thus a higher competitive advantage.

We can define superior innovation as anything new or novel about a firm's operation or product (Hill ez
al., 2019). Innovation gives a firm something unique. When a firm is a first-mover in its industry, it can charge a
premium price because of a lack of competition. Later, when there is competition, newcomers must deal with the
pioneer's reputation. There are various potential opportunities for gaining a competitive advantage through
technological innovation in products and processes. To achieve superior customer responsiveness, a firm must
deliver the products or services exactly what the customer wants when they want it. Any company that can quickly
respond to customers' needs and provides subsequent support will have a competitive advantage over
competitors. A firm must do its best to identify and satisfy customers' needs to build a competitive advantage in
customer responsiveness (Hill ez a/, 2019). There are high demands for customization and individualization to
meet customers' various needs. Customer response time has become a significant factor in increasing customer
responsiveness. Other important areas to achieve superior customer responsiveness are superior product design,
customer service, proper communication, and after-sales service and support.

2.3 Method

To understand the similarities and differences of each strategic group member's foundations of
competitive advantages, we need to understand and analyze the different sources of competitive advantages of
each member.This paper explores the various sources of competitive advantages of two close competitors within
the same strategic group in the global petroleum industry. This paper employs an exploratory approach to
investigate the similarities and differences of two strategic group members' building competitive advantage
sources. To explore this topic, this paperundertakes an extensive review of literature relating to the strategic group
formation and performances, the foundations of competitive advantages, and the sources of competitive
advantages across different companies. To analyze and compare strategic group members'varioussources of
competitive advantages, a broad array of resources and literature was compiled to inform this article, including
industry trade magazines, company's website, announcements, news articles, case studies, and various websites
describing the topics of competitive advantages of British Petroleum (BP) and ExxonMobil, and the global
petroleum industry. The majority of BP and ExxonMobil's corporate information came from their annual reports
available on their web resources.

3. Global Petroleum Industry Overview
3.1 Industry Overview

The petroleum industry is perhaps the most influential industry in the world. There is not another single
industry that is uninfluenced in one way or another by petroleum. It is the primary provider of energy in oil and
gas, fueling electricity to all industries worldwide. Fossil fuels include coal, oil, and natural gas, make up more than
85% of the energy consumed in 2018. Oil supplies 40% of that energy (Investopedia, 2018). The industry itself is
very competitive, with nearly unimaginable amounts of money moved annually.

The petroleum industry was born nearly 150 years ago and has grown ever since. While initial growth was
limited to lubricants and similar oils, as refining and technology improved, so did the number of uses for this
industry's products. Energy production opportunities increased, and the industry took off in leaps and bounds.
Mass production of automobile and aviation transportation only increased demand for petroleum products, and
the industry responded to exponential growth.

Competition, as can be imagined from the growth of the industry, has also grown substantially. Large
multinational companies, frequently supported or even owned by powerful governments, dominate the industry.
Relatively small- to mid-sized companies cut out profits through concentration on certain specific production
areas or geographic regions.
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The industry is broken down into three production areas of focus.Upstream operations involve the search
for petroleum reserves, the extraction of those resources, and the transportation of raw materials to refining
plants.Downstream operations involve the refining of oil into more useful petroleum products such as gasoline
and lubricants. It also includes the transportation of products to the end-user. The petrochemical area involves the
creation of products through further oilrefining and development. Products such as plastics, synthetic rubbers,
and other useful chemicals are produced through petroleum manipulation.

3.2 Strategic Groups in the Petroleum Industry

Due to the industry's required investment and commitment,there are three primary levels where
companies compete based on total revenues and total production levels. At the top of the industry are
megacompanies whose annual revenues frequently top $350 or even $400 billion U.S. dollars (Szatistica, 2018b).
These companies are giant multinational corporations conducting business in every environment imaginable, from
the frozen arctic tundra to the boiling sand-strewn deserts. Of the top five companies, two are state-owned
corporations, Saudi Aramco (Saudi Arabia) and Petro China (China). The others, Royal Dutch Shell (Netherlands),
ExxonMobil (Texas), and BP (London), work closely with governments everywhere(Agnihotri, 2018). These
companies focus on all aspects of the industry, from oil exploration to drilling and recovery, to refining and even
petrochemical products derived from the refining process.

The next group includes still large companies that are also frequently state-sponsored but operate at a
local or regional levelRussia provides numerous companies that fall into this level.Rosneft, Lukoil, and
Surguteneftegas captured revenues between $19 and $42 billion in 2018. They conducted both drilling and refining
operations at a regional level over numerous countries without real global operations(Carpenter, 2018).

The third group involves companies that are more focused on operations in some regions of the globe,
specific industry areas, or both. These companies may only drill for oil, couldsolely focus on oil refiner, etc. They
may also contract operations for larger oil companies. Horizon Oil Ltd is one such company that focuses
resources on oil and gas exploration in the Asian Pacific region and managed revenues of $66.31 million last year.
Regal Petroleum-based out of London, England, produced $27.6 million in revenue, focusing on oil and gas
exploration. These aresmaller companies that can cke out a relatively small profit compared to larger oil industries
(Johnston, 2018).

4. SOURCES OF COMPETITIVE ADVANTAGES OF BP AND EXXONMOBIL

4.1 Foundations of Competitive Advantages
In this part, the competitive advantage sources of two competitors in the same strategic group are
analyzed and compared based on the building blocks of competitive advantage.

4.1.1 Efficiency and Quality Goals

Like the concept of productivity, efficiency in the production process helps a company build competitive
advantages by providing a lower cost structure. Concerningefficiency, there are several ways to analyze any
company in the petroleum industry.The industry has moved towards pushing efficiency by doing more and
producing more energy from fewer resources. It is one of the critical foundations of building competitive
advantages because it increasesemployees' overall productivity and capital, thus lowering its cost structure (Hill,
Schilling, and Jones, 2019).

BP certainly made strides in that area. They are smart about the positioning of locations with refining
locations positioned worldwide to take advantage of oil minerals extracted from the ground.Their efficiency was
lacking in their push to extract resources from the ground, leading to cut corners with disastrous results. The
explosion of the Deep-Water Horizon oil drilling rig in 2010 displayed BP's lack of appropriate corporate
oversight and regulations and an ecological disaster that took years to overcome (Ebinger, 2016).

Like BP, ExxonMobil's efficiency concerning the standard operations is substantial. They have well-
placed refineries and operation centers globally. They are in the business of increasing efficiency continuously, as
evidenced by their annual reports showing such improvements(ExxonMobil, 2018).Even more, they have increased
petrochemical production plants around the world to provide products efficiently to those that need them.

To develop competitive advantages, according to Agus (2008), quality is one of the significant
components for firms. According to Hill, Schilling, and Jones (2019), superior quality is commonly viewed in
terms of excellent product attributes and superior reliability. Quality is one of the fundamental foundations for
firms to develop and sustain competitive advantages. High quality increases the utility to customers, which allows
the business to control the flexibility of pricing (Mokhtar and Yusoff, 2008).
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A product is a bundle of various product attributes, such as size, weight, form, features, options,
performance, durability, reliability, style, and design (Agus, 2008; Garvin, 1987). When customers perceive that the
product's attributes provide higher value than attributes of products sold by competitors, we agree that a product
has supetior quality (Hill ¢z a/., 2019; Gatvin, 1984; Crosby, 1980). When customers evaluate a product's quality,
they measure it against two kinds of attributes - excellence and reliability. As with distinction in product attributes,
the product's reliability increases the value a consumer gets from a product, the price the company can charge for
that product, and the demand for the product (Hill 7 @/, 2019).

Based on the data and information, for BP, quality is one source of internal problems. Not a weakness in
the quality of products as they provide many outstanding products. The weakness lies in the question about the
quality of its operations. These operations led to two years, where BP lost revenue in 2010 and 2015 (Statistica,
2019a). The formet's case came from the poor leadership, oversight, and decision-making, tesulting in the loss of
tremendous amounts of resources due to the Deep-Water Horizon explosion and oil spill(Ebinger, 2016).The
clean-up costs and penalties were massive. According to BP, the latter was caused by the lack of leadership quality
necessary to prepare for a downturn in the open matket's oil price. While many companies experienced a
reduction in revenue, BP experienced a loss(BP, 2019).

These operations have led to an increase in quality products that can improve people's livesworldwide.
This is in addition to energy-producing products.ExxonMobil's petrochemical operations provide thousands of
beneficial products to its clients (Szatistica, 2019c). This same division gives tremendous strength to the company
in higher quality, substantial innovation, and increasedcustomer responsiveness. ExxonMobil is making strides
towards strengthening those areas(ExxonMobil, 2019).

4.1.2 Innovation and Customer Responsiveness Goals

Innovation is being creative in introducing new services, products, or processes (Hill ez a/., 2016, 2019;
Lipinski, 2012). Innovation is not just a competitive advantage, but a capability that allows overturning the
competitive advantage of other firms (Thylmann, 2003). Hamel (1996) argues that business concept innovation is
the foundation for value creation in the new economy. There are two types of innovation: product innovation and
process innovation. Product innovation refers to value creation by creating or developing new products or
updated versions of currently available products that customers perceive as having more value, thus giving the
company the option to charge a higher price (Hill ¢f a/, 2019). Process innovation provides a company to create
higher value by lowering overall production costs based on competitive cost structure (Hill ez 4/, 2019).

Innovation in products and processes is the essential foundation of competitive advantage for any
business in the long run. Any type of competition can be viewed as a process driven by innovations in both
products and processes (Hill ez 4/, 2019).Innovation is one of the essentialcomponents to build a competitive
advantage for any business.

BP is moving towards expansion in petrochemicals and other opportunities.As evidenced by its increased
profit compared to overall revenue, there is still some weakness in innovation. About mineral exploration and
refining, BP has a unique position holding about 20% share of Rosneft, the largest oil company in
Russia(Agnihotri, 2018).They signed a long-term project for the exploration and development of the Volga Urals
region of Russia. There are significant political risks as both the European Union and the United States have
slapped sanctions on Russia's oil production. Still, when and if these issues are resolved, this position could
quickly become a strength.Process technology research at BP was yielding a potentially significant competitive
advantage (Davis, 2013). And the latest technology developments have the power to change strategy as well as
drive new investment and profits growth. A new acetic acid process is likely to shift BP's investment strategy for
the widely used and fast-growing chemical. It could be developed to link directly to a new ethanol dehydration
technology that can provide "green" ethylene, when produced from the right feedstock, to meet fast-growing
demand. The new acetic acid process technology's principal advantages are that it eliminates the need to putify
carbon monoxide, does not require expensive methanol, and contains no iodides (Davis, 2013).

At ExxonMobil, "R&D is in our DNA"implies its focus on innovation. ExxonMobil focuses on the next
generation of energy solutions, collaboration with leading research and technology companies in energy research,
and new technologies for emissions-reduction goals. ExxonMobil is looking to solve significantinnovation
challenges: Reducing emissions from manufacturing processes and process intensification. To build and sustain its
unique competitive advantage based on process innovation, ExxonMobil has a goal;"Our goal is to develop novel
process technologies, including membranes and other advanced separations, catalysts, and high-efficiency reactors,
that can lower CO2 emissions by 25% or greater" (ExxonMobil, 2019).
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Superior customerresponsiveness, orresponsiveness to the customers, allows a company to customize and
individualize its offerings, improve response time, and provide exceptional service (Hill ez a/, 2019). Delighted
customers attribute more value to products/setvices, creating a competitive advantage based on differentiation.
As addressed previously, improving the quality of a company's product offering is consistent with achieving
superior customer responsiveness, developing new products with features that existing products lack.

At BP, customer tresponsiveness, both on the front end (in providing products that respond/meet
customet's ever-evolving needs) and the back end (with customer service and support), has long been a
foundation of competitive advantage.

BP's responsiveness to customers is vitalbecauseitprovidesquality petroleum energy sources and
petrochemical products to the market. As previously stated,aboutinnovation, BP could strengthen this with
increased movement towards a broader base of petrochemical products. EvenBP's bounce back from net loss to
net profits between 2015 and 2016 without as much gain in revenue may indicate that BP's customer
responsiveness is becoming an internal strength(BP, 2018).

Since 2007, ExxonMobil has proactively committedtovarious 'Environmental, Social, and Health Impact
Assessment' (ESHIA) projects and activities to successfully implement a project and develop long-term, positive
relationships with the communities and host countries where they operate. ExxonMobil developed an ESHIA
Guide for itsupstream professionals to help ensure a consistent approach when conducting these assessments.

ExxonMobilseeks sustainable economic growth, social development, and environmental protection to
promote customer responsiveness in its business perspective. ExxonMobil commits to protecting people, the
environment, and the well-being of the communities where they operate.

4.2 Comparison of Sources of Competitive advantages of BP vs. ExxonMobil

Both BP and ExxonMobil are potent companies with tremendous assets and the ability to produce large
profits. Their tie to oil price is an overall weakness that may not be entirely avoidable for both companies. This
weakness cannot be avoided;BP can use other strengths to mitigate it.Both companies are also expanding into
other industry products through petrochemical innovation and the products produced through this
technology. ExxonMobil is more potent in this area but can become a considerable strength for both companies.

BP's main competitive advantage over its competitors is its agreement and nearly 20% holding in the
largest Russian oil company Rosneft(Agnihotri, 2018).Eventually, the resources in Russian oilfields will be
extracted. BP is in a great position to profit from those operations, whether they conduct the upstream operations
themselves or not. Due to favorable political impacts, they may increase their advantage in holding and increasing
their profits in the future.

ExxonMobil, on the other hand, has two competitive advantages over its competitors.One advantage that
ExxonMobil exploits are oil refining in which it is heavily invested. It is the largest oil refiner globally, refining
around 5.5 million barrels a day(AlotoibiandMalibara, 2016). ExxonMobil is also a leading researcher on Carbon
Capture  Storage (CCS)  technology, hoping to improve greenhouse gasses' capture and
reduction(AlotoibiandMalibara, 2016).This falls in line with how far advanced they are in their petrochemical
division, which could almost be listed as a third competitive advantage. Their petrochemical division is firmly
entrenched in developing and producing beneficial products worldwide(ExxonMobil, 2019c).

ExxonMobil has significant potential opportunities and competitive advantages in its innovative
proprietarytechnology, global customer scale, and an integrated system that allows unique operational efficiencies.

5. Summary Of Findings

Both BP and ExxonMobilare two big companies, fully integrated organizations with exposure to oil,
natural gas, refining, and downstream products. They have internal weaknesses, as evident from their ties to the
price of their main commodity, crude oil.

Both companies are firmly entrenched in vertical integration to maintain their competitive advantages
based on efficiency. They have essential business divisions that work in both the upstream operations of
identifying new mineral resources, extracting that resource, and moving it to refineries. As addressed, both
companies are deeply involved in downstream operations as they refine crude oil and deliver it to the market to
build competitive advantages in efficiency and innovation. ExxonMobil needs to continue its refining operations
to harness its current advantage and reap the profits.Despite the low margins, downstream is one of
ExxonMobil's main competitive advantages, so it is no surprise that the company is positioning itself for a
favorable future.
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Horizontal integration is one area where both companies need to expand to build competitive advantages in
customer responsiveness.Both companies are well-positioned to take advantage of various business opportunities
worldwide. ExxonMobil is further on its way in this area through its petrochemical division. As BP and
ExxonMobil continue to create new products through petrochemical research, they can expand into the
production of those products through expansion and other companies' creation for that putrpose.

BP and ExxonMobil can use strategic outsourcing to benefit competitive advantages in efficiency and
quality. As addressed previously, BP is in a good position as BP teams up with Rosneft in the Russian oilfields.
Both companies can find other opportunities to do the same in other areas of the world as they can find and
exploit opportunities while teaming up with smaller companies that can concentrate on exploration and drilling in
various parts of the world.

Finally, oil, gas, and coal will be an "incredibly important" part of the global energy mix in the future, not
least due to the fact that the world's population is expected to expand by a quarter over the next couple of
decades. Doubts over the future of global oil company business models have also been stoked by the sectot's tacit
recognition that the outlook for future oil and gas prices is less rosy than previously thought. BP and ExxonMobil
need to focus on building and sustaining their unique mix of competitive advantages based on core foundations of
competitive advantages; efficiency, quality, innovation, and responsiveness to customers.
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