
1 Getting Started: Overall
Assessment

Sun Tzu: Five elements for laying plans
Porter: Diamond model for analyzing competitiveness

While seamlessly organized, each of the thirteen chapters in

The Art of War is an independent set of military strategies and

theories on warfare. Thus, a comparison of Sun Tzu to another

theoretician must cater to each of Sun Tzu’s chapters, rather than

the whole book as a single unit. This chapter selects Sun Tzu’s five

elements framework from the first chapter of The Art of War and

Porter’s diamond model for theoretical comparison. The five ele-

ments are used to compare one’s own competitiveness with that of

one’s opponent to assess the probability of winning in war.

Similarly, the diamond model was developed to evaluate the

competitiveness of nations, but it has also been widely applied to

industry- and firm-level analysis.

A careful analysis of Sun Tzu’s five elements and Porter’s

diamond model reveals a surprising level of congruence between

the core thoughts of two masters, cutting through more than 2,500

years of history. Sun Tzu’s five elements are compatible with three

endogenous factors of the diamond model. This chapter demon-

strates that by adding Sun Tzu’s overarching strategic theme –

knowing the enemy – to the five elements and extending the ele-

ments of terrain and heaven (two of the five elements), Sun Tzu’s

extendedfive elements can better estimate the probability of victory

in war. On the other hand, if Porter’s diamondmodel adopts some of

Sun Tzu’s elements (i.e., the generalship, the same goal, and the

system of internal coordination), related to firm-specific advan-

tages, it becomes a more useful framework for analyzing a firm’s

competitiveness.
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This chapter first presents an overview of Sun Tzu’s five ele-

ments and Porter’s diamond model. It then examines the linkages

between the two models, and finds that each model’s strengths can

be used to extend the other to improve their explanatory power in the

real world. This chapter then applies the extended five elements and

diamond model to respective military and business cases (i.e., Japan’s

attack on Pearl Harbor and Sony’s experience with the Walkman).

Finally, the chapter concludes by summarizing contributions and

provides useful implications by addressing the similarities and differ-

ences between war and business.

1.1 sun tzu: five elements for laying plans

The opening thesis of Sun Tzu in The Art ofWar is, “Warfare is a great

concern of a nation as it is a matter of life and death, a road either to

safety or to ruin. Hence, it demands thorough comprehension and

investigation.” The Art of War, conceived to guide rulers and generals

on how to manage and win a war, has at its core the consideration of

the destructive nature of war that entails huge economic losses and

other harmful effects. In fact, Sun Tzu stressed extremely careful

deliberation before deciding to engage in a war. To this end, he pro-

posed five fundamental elements for consideration – principle, hea-

ven, terrain, generalship, and system.1 Sun Tzu then claimed that by

comparing one’s own competitiveness against that of the enemy, one

could calculate the prospects for victory before going to war andmake

prudent decisions on how to approach the conflict. According to Sun

Tzu, themore advantages one has in thefive elements, themore likely

one is to win the war.

Principle is explained as the shared purpose or common cause

between a ruler and the public (Chen, 1994; Tung, 1994; Wong,

Maher, and Lee, 1998). In order to motivate the public and gain

their support, the ruler must be able to lay out a convincing, justi-

fied cause to his people on why they must march to the battlefield

1 The Chinese characters are: 道, 天, 地, 將, 法.
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and risk losing their lives. A widely supported cause and trust in

their ruler promise stronger loyalty of the people, making them

willing to follow their ruler into perilous battlefields. Heaven,

on the other hand, signifies things such as yin and yang, cold and

heat, and times and seasons. This concept is concerned with all

of the interactions between natural forces (Griffith, 1963), not

just the climate or weather conditions. Terrain represents things

like far or near distances, danger or safety to march, open or

narrow passes, and the circumstances of life or death. Terrain can

be classified into the geographical features of the battlefield and the

chosen ground for fighting (Chen, 1994; MacDonald and Neupert,

2005). While the geographical features of the battlefield are hard to

change, one can still choose the most favorable ground for oneself or

lead the enemy into unfavorable ground. Generalship refers to the

five necessary virtues for good military leadership – intelligence,

trustworthiness, benevolence, courage, and sternness. It is worth

noting that Sun Tzu emphasized the basic qualities and cultivations

of generalship over a general’s military training and career

background (Chen, 1994). Lastly, system refers to the structure of

military organizations, regulations for controlling forces, and logis-

tical support.

As opposed to the superstitious methods relied on to predict

the likelihood of winning the war before Sun Tzu, his objective,

comprehensive, and systematic five elements provide valuable

guidelines for assessing the relative strengths of one’s enemy and

oneself. Among these five elements, there are two exogenous

(or uncontrollable) elements – heaven and terrain – and three

endogenous (or controllable) elements – principle, generalship,

and system. As briefly mentioned before, while heaven and terrain

cannot be controlled, they can still be strategically managed.

According to Sun Tzu, a capable strategist can manage even the

climate and terrain, by taking advantage of favorable situations or

avoiding disadvantageous situations. Hence, in a broad sense, the

five elements account for the created competitive advantage of
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a military force, similar to Porter’s four determinants of the dia-

mond model.

1.2 porter: diamond model for analyzing

competitiveness

Porter’s (1990) diamond model is a useful framework for analyzing

national competitiveness. This model is composed of four endogen-

ous variables – factor conditions; demand conditions; related and

supporting industries; and firm strategy, structure, and rivalry – and

two exogenous variables – government and chance. Factor condi-

tions represent the factors of production necessary to compete in

a given industry. They are distinguished into basic factors that are

inherited (e.g., cheap labor and natural resources) and advanced fac-

tors that are created (e.g., skilled labor and technology). Demand

conditions describe the nature of domestic demand for the industry’s

products and services, and include the size and sophistication of the

market. Related and supporting industries refer to the availability of

internationally competitive related and supporting sectors and the

close interaction and synergy creation among them (i.e., cluster

effect). Firm strategy, structure, and rivalry represent the business

strategy, the structure of firms’ creation and organization, and the

nature of domestic rivalry. Since this variable is mainly about the

national circumstance and context that influence the firm’s strategy

and structure, it will be referred to as business context hereafter for

simplicity.2

Government and chance affect the firm’s competitiveness

through influencing each of the four determinants of the diamond

model, but they are beyond a firm’s control. Like Sun Tzu’s five

elements, the diamond model is a comprehensive model that

incorporates useful ideas of earlier scholars (Sledge, 2005; Cho

2 Porter later renamed it as the context for strategy and rivalry (Porter, 1998; Porter and
Kramer, 2002; Porter et al., 2008), and this book refers to it as business context for
conciseness. In fact, other studies (e.g., Cho, Moon, and Kim, 2008; Rugman and Oh,
2008) also refer to firm strategy, structure, and rivalry as “business context.”
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and Moon, 2013a). Porter defined national competitiveness as

a nation’s capability to create a productive business environment

that facilitates firms’ innovation and value creation. According to

Porter, a country’s competitiveness is more likely to be determined

by the key competitive industries, which are further influenced by

firm activities.

However, Porter’s diamond model concentrates on the home-

based diamond and does not fully account for international activ-

ities. The central idea of Porter’s diamond is that firms’ competi-

tiveness is subject to the competitiveness of the home country. This

is why international business scholars tried to improve Porter’s

diamond model to explain the competitiveness of small and open

economies (e.g., Singapore, Hong Kong, and Korea) in particular,

whose competitiveness depends much on the international activ-

ities of multinational companies. To this end, scholars introduced

extended models, such as the double diamond model (Rugman and

D’Cruz, 1993), the generalized double diamond model (Moon,

Rugman, and Verbeke, 1995, 1998), and the dual double diamond

model (Cho et al., 2008).

In addition to analyzing competitiveness at the national level,

the diamondmodel has also been applied at the industry level (Jin and

Moon, 2006; Mann and Byun, 2011) and firm level (Moon and Lee,

2004). Porter (1990) claimed, “It is the firms, not nations, which

compete in the international markets.” The central question Porter

raised to study national competitiveness waswhyfirms in a particular

nation gain superior competitiveness. To deal with this research ques-

tion, Porter performed a firm level analysis by selecting the represen-

tative firms in the internationally successful industries of ten

countries. Thus, Porter’s research on national competitiveness actu-

ally represents the firm and industry competitiveness of the relevant

nations, although Porter’s diamond seems to be conceptually confined

to a national level analysis.

This chapter presents an extended version of Porter’s diamond

model by incorporating some of Sun Tzu’s military strategies
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to better analyze firm competitiveness in particular. With sub-

variables borrowed from Sun Tzu’s military concepts – characterized

as firm-specific factors – the extended diamond model can fill the

gap for evaluating firm competitiveness in practice. This chapter

also extends Sun Tzu’s five elements by incorporating some deter-

minants of the diamond model, including demand conditions and

related and supporting sectors.

1.3 the integration of sun tzu and porter

Porter’s diamond model and Sun Tzu’s five elements share certain

similarities. First, the purposes of the two models are similar.

Sun Tzu’s five elements are used to explain the probability of

winning in warfare by assessing the strengths and weaknesses of

the competing rivals. Similarly, Porter’s diamond model is used to

evaluate the competitiveness of nations (as well as industries and

firms) in relation to their competitors. Second, both models have

achieved comprehensiveness by incorporating most of the key

determinants in one framework. Just as Sun Tzu stressed thorough

examination of the military capabilities and conditions of one’s

enemy and oneself based on the five elements, Porter emphasized

that competitiveness is determined by the four factors of the

diamond model.

1.3.1 Principle versus Business Context

In business, Sun Tzu’s principle can be interpreted as the establish-

ment of the same goal between the firm and employees, so that

employees will be responsible and loyal to the firm (Chen, 1994).

Wong et al. (1998) extended Chen’s (1994) concept to a broader

scope, including the consensus between firms and the society.

Internal consensus refers to the consensus between managers and

employees, while external consensus refers to the consistency

between the firm’s goals and social interests. Therefore, the key

objective of this element is to share the same vision and values within

the firm as well as between the firm and the society.
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The internal and external consensus can be placed under the vari-

able ofbusiness context. Porter (1990) particularly pointed out thatfirms

tend to succeedwhen their goals are in linewith the sources of a nation’s

competitive advantages (e.g., ownership structure and capital market

conditions) because they can then gain sustainable capital investments

and talent inflows. This implies that Porter’s business context variable

emphasizes the importance of external consensus (i.e., the firm’s goal

and the needs of nations) more than the influence of internal consensus

within the firm on firm performance. Therefore, the concept of business

context can gain greater relevance and applicability, by explicitly incor-

porating the importance of internal consensus characterized in Sun

Tzu’s principle, and considers both internal and external consensus

with equal weights. This consideration will further the understanding

of a firm’s competitiveness that Porter pioneered.

1.3.2 Heaven and Terrain versus Related and Supporting
Industries

Existing studies on Sun Tzu from a business perspective interpret

heaven as the economic and business climate, such as business cycles,

government policies and incentives, cultural and social norms, the

state of technology and its changes, market structure, and other gen-

eral economic and social factors (Wee, Lee, and Hidajat, 1991). On the

other hand, terrain is read as local, physical, and infrastructural vari-

ables, including supplies of industrial and rawmaterials, access to the

capital markets, technology and R&D centers, and infrastructure ser-

vices (e.g., transportation, telecommunication, and water and power

supply) (Chen, 1994).

However, these interpretations are too subjective and lack

strong theoretical support for validation. As noted earlier, among the

five elements, heaven and terrain are the uncontrollable yet manage-

able variables, if a leader possesses the proper skills and strategic

mind-set. A renowned strategist of ancient China, Zhu Geliang, for

example, utilized the changing direction of the wind to defeat his

enemy through a fire attack. Similarly, HanXin strategically deployed
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his army in front of a river, which did not offer his troops an option to

retreat. Han Xin used geography and psychology to motivate his army

to “fight to the death” and ultimately emerged victorious. As such,

both variables of heaven and terrain can play an important role in

enhancing one’s competitive position in warfare.

In a similar vein, related and supporting industries can reinforce

firm competitiveness and help create new advantages. In this respect,

heaven and terrain can be linked to Porter’s related and supporting

industries. However, Sun Tzu overlooked the interaction between the

enemy and other indirectly involved parties, which in fact could also

influence the military strengths of counterparts. Thus, Sun Tzu, too,

could learn from Porter’s business theory. In this case, Sun Tzu’s

heaven and terrain variables can be extended by adding the concept

of the enemy’s relationship with third parties when analyzing an

enemy’s competitiveness.

1.3.3 Generalship versus Factor Conditions

Generalship can be equated to a CEO’s leadership in business. Wee

et al. (1991) reinterpreted Sun Tzu’s five attributes of generalship in

the business context as follows: intelligence as wise decision-making

in the face of various business opportunities and threats; trustworthi-

ness as the trust placed upon the leadership; benevolence as being

sympathetic and kind to subordinates; courage as the boldness of

making decisions and willingness to take necessary risks; and stern-

ness as being highly principled.

Porter (1990) did not explicitly define leadership as a separate

determinant of the diamondmodel, because although business leader-

ship is indeed important for competitiveness, it does not function

independently from the other four determinants of the diamond.

However, in the diamond model, Sun Tzu’s generalship can find its

place in advanced factor conditions (i.e., skilled human resource).

Porter defined business leaders as those who have an excellent under-

standing of and belief in the critical factors. They have the ability to

recognize and incorporate the national advantages to enhance their
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business competitiveness. Leaders must also have a strong willing-

ness and courage to change and be prepared to sacrifice the easy life for

difficulty in order to achieve desired results. Therefore, Porter (1990)

stressed three out of the five virtues of a competent general suggested

by Sun Tzu – intelligence, courage, and sternness.

On the other hand, there is an interesting difference between

Sun Tzu and Porter on defining leadership. Sun Tzu placed a greater

emphasis on the basic qualities and cultivations of generalship instead

of military and technical pedigree. This distinction is important

because knowledge and skills can be improved through training, but

the qualities of generalship are not easy to acquire (Chen, 1994).

Therefore, Sun Tzu’s requirements for good leadership tend to revolve

around innate or inherited characteristics. On the other hand, Porter

(1990) stated that the birth of heroes in an industry is a result of the

national environment – thereby emphasizing the role of the national

system in nurturing the leadership.

1.3.4 System versus Business Context

Sun Tzu’s system refers to organizational structure and regulation.

Wong et al. (1998) explained this element as the organizational struc-

ture facilitating efficient coordination among various business func-

tionswithin the organization. Each of these business functions should

then be designed not only for its own purpose but also for the support

of other functions. Therefore, Sun Tzu’s system can be compared to

firm structure under the business context of the diamond model. For

this variable, Porter (1990) stressed that there is no single, universally

appropriate management system for a firm to follow, and he down-

played the role of firms’ internal organization, particularly the crea-

tion of synergies through internal coordination and cooperation

among different divisions and businesses within the firm. However,

firms tend to be successful if the management system favored by the

national environment is well suited to the sources of competitive

advantages in the industry. Therefore, Porter eventually came to
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emphasize the influence of external factors on the formation of com-

petitive firm structure and performance.

The interaction between external and internal factors has

become increasingly important in today’s globalized economic

environment, as firm competitiveness is no longer the function of

home-based resources alone. Instead, firms disperse their value

activities to different nations that can most productively perform

their operations, thereby maximizing profits. The capability of con-

figuration and coordination of various activities (Porter, 1986) in the

value chain on the global scope is critical to enhance a firm’s overall

competitiveness (Moon, 2016a). Furthermore, a firm’s competitive-

ness is not limited to a singlefirm but subject to the holistic business

ecosystem, the interaction among the involved firms and institu-

tions in the global value chain (Moon, 2016b). Hence, a firm’s system

should be considered more comprehensively when analyzing its

competitiveness.

1.3.5 Knowing the Enemy versus Demand Conditions

The above analysis shows that the five elements of Sun Tzu match the

key determinants of Porter’s diamond model except for the demand

conditions. The match for this factor can be found in Sun Tzu’s over-

arching tenet, “knowing the enemy.”However,what is included in this

tenet reaches beyond the scope of the five elements, which are con-

cerned with tangible military strengths and conditions. In knowing the

enemy, onemust also know the enemy’s intention, which is intangible

and more related to psychological operations. In fact, Sun Tzu placed

a greater importance on the latter, as it is difficult to observe from the

outside.

Throughout all thirteen chapters of The Art of War, Sun Tzu

stressed the strategy of knowing the enemy. Sun Tzu famously advised,

“If one knows the enemy and oneself, one will not be in danger in one

hundred battles; if one is ignorant of the enemy but knows oneself, one’s

chances of winning or losing will be equal.”This implies that one is less

likely to be successful if one merely knows the enemy’s physical
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strengths, but not their real intentions. Therefore, knowing the enemy is

another important factor to consider along with the five elements.

In business, many interpret knowing the enemy as knowing the

competitors. However, in business, a comprehensive interpretation

should include all the relevant stakeholders, particularly business cus-

tomers. The customers make the final judgment for the products and

services produced by companies. Even if a company introduces a high-

quality product, it will fail if there is little market demand for that

product. The orientation to customer needs is critically important,

particularly for global managers in order to maintain success in the

global market (Richey et al., 2011). Therefore, while knowing the

enemy is a precondition for winning a war, knowing the consumers (or

the market) is a key to success in business. In practice, there are many

failed business cases, even among the renowned companies (e.g., Kodak,

Hewlett-Packard, and Nokia), because they ignored the changing pat-

terns of consumer demand.

By combining the idea of knowing the enemy with the five ele-

ments, all of the four endogenous factors of the diamond correspond

nicely to Sun Tzu’s elements for laying plans. Although Porter’s origi-

nal diamond model is comprehensive for analyzing national competi-

tiveness, some firm-specific elements borrowed from Sun Tzu’s five

elements (i.e., the generalship, the same goal, and the systemof internal

coordination) can enhance the explanatory power of the diamondmodel

for application at the firm level. On the other hand, Sun Tzu’s five

elements can also be improved by borrowing certain concepts from

diamond model factors – demand conditions and a subfactor (i.e., the

interaction among related parties) of related and supporting industries

(see Figure 1.1). The following section will show how the extended

analysis can better explain real military and business cases.

1.4 military case: japan’s attack on pearl

harbor

The attack on Pearl Harborwas a surprisemilitary strike conducted by

the Imperial Japanese Navy. This attack was aimed to prevent the
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US Pacific Fleet from interfering with the military actions that Japan

was performing in order to expand its power in Southeast Asia and the

Pacific. Yamamoto Isoroku, the commander of the Japanese fleet,

designed the attack plan. He and other officers concluded that the

attack could only succeed if it met the following conditions: (a) the

attack must catch the Americans by complete surprise, (b) it must be

done early Sunday morning when the American defense would be

least prepared to respond, (c) the Imperial JapaneseNavymust commit

all six of its best aircraft carriers, and (d) the attack must be performed

by the best airmen (Bowen, 2007).

After extensive preparation and training, the Japanese launched

two waves of heavy bombing against the US military on the morning

of December 7, 1941. The first wave, which was the primary attack,

targeted capital ships; the second wave was focused on destroying

whatever was left. During the two-hour attack, both the US Navy

and Air Force were heavily damaged, and thousands of US servicemen

were killed or wounded while Japanese casualties were quite low.

However, this attack precipitated America’s entry into World War II.

Although Japan’s attack appeared temporarily successful, it served as

the catalyst to ending the Japanese empire. Sun Tzu’s five elements

and the extended model can be applied to analyze both Japan’s initial

success and eventual failure.

Factor Conditions* Demand Conditions

Related & Supporting 
Industries

Business Context*

Generalship (    )

Principle (    )

System (    )

Knowing the Enemy*

The extension of 
Porter’s diamond 

model

The extension of 
Sun Tzu’s five 

elements

Heaven (    )*

Terrain (    )* 

figure 1.1 Sun Tzu’s five elements and Porter’s diamond model
Note: * represents the variables improved by borrowing the concepts from
either Sun Tzu’s five elements or Porter’s diamond model.
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Principle The decision was made by a small group of senior officials

of the Imperial Japanese Army and the Imperial Japanese Navy.

Although there were some disputes between the army and navy

regarding the timing and methods of attack, they all regarded the

United States as the main obstacle to their territorial expansion and

objected to any concessions to the United States (Record, 2009).

In other words, there existed a high level of consensus in terms of

national interest and goals among the Japanese decision makers.

Heaven and Terrain Japan deliberately chose Sunday morning to

attack. Most US soldiers had Sundays off, making it the perfect time

for the Japanese military to make a surprise attack (i.e., heaven). Japan

chose Pearl Harbor as their target, because it was a very important

strategic base of the USmilitary power in the Pacific. Japan trained its

forces in a place in Japan that geographically resembled Pearl Harbor,

and redesigned and upgraded its weapons and transportation methods

for more effective completion of the mission (i.e., terrain).

Generalship Yamamoto was an expert in leading the operations of

aircrafts and aircraft carriers. He and his colleagues conducted

a thorough study, assessed the feasibility of the attack, designed

the entire battle plan, and eventually achieved what initially

appeared to be a great success (i.e., intelligence). In the early stages

of the plan, Yamamoto initially expressed doubt and apprehension,

reluctant to push Japan into a war against the United States.

However, upon being appointed as the commander-in-chief of the

Pearl Harbor assault, he withdrew his personal disagreements and

dutifully carried out his assignment (i.e., courage). Yamamoto then

proceeded through intensive planning and training of soldiers for the

attack (i.e., sternness). However, because many officers regarded the

attack as a gamble, the Japanese Imperial General Staff initially

rejected Yamamoto’s strategy. Yamamoto threatened to resign

if his plan was not approved. The Imperial General Staff finally

agreed considering his reputation and credit as a capable military

leader (i.e., trustworthiness). Yamamoto was also a benevolent
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commander. For example, he shook hands personally and emotion-

ally with each of his pilots before they left for the mission (Barrett,

1989), which was a very strong gesture of giving deep affections at

that time in the Japanesemilitary (i.e., benevolence). Yamamoto was

indeed a leader with the rare combination of all the virtues that Sun

Tzu suggested for good generalship.

SystemYamamoto and his staff conducted extensive research on theUK

air attack on the Italian fleet at Taranto in 1940. Japan’s strike on Pearl

Harbor at the timewas an air strike of unprecedented scale. Japan strictly

controlled the use of radiomessages to avoid alerting the US forces prior

to the attack. Moreover, a successful implementation of the plan

requiredmultiplewaves of attacks and involved the systematic targeting

and demolition of specific ships, airfields, aircraft, and dry-docks.

The immediate result of the Pearl Harbor raid attested to the efficiency

of the organizational structure and operation of the Japanese military.

On the other hand, although Japan achieved its immediate mili-

tary objectives through a comprehensive plan that incorporated Sun

Tzu’s five elements, it eventually failed because the Japanese leaders

misunderstood the intentions of the United States. According to Sun

Tzu’s term, Japan failed to know its enemy. Japan expected that the

Americans would negotiate with Japan after the attack, but instead

they made an immediate declaration of war. Yamamoto once stated,

“I am afraid we will awaken a sleeping giant.” He predicted that

despite a successful attack on the US fleet, Japan could not win an

extended war against the United States due to the vast gap in military

and economic capabilities. On a similar note, the US failure to repel

Japan’s initial attack can also be explained by its negligence in know-

ing Japan’s real intentions. The United States did not anticipate that

Japan would attack Pearl Harbor.

This case also illuminates the shortcomings of Sun Tzu’s the-

ories. In terms of heaven and terrain, SunTzu emphasized the physical

or natural conditions of the battlefield, but overlooked the interaction

between the enemy and other indirectly involved parties. In the
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case of Pearl Harbor, although the United States publically resisted

involvement in war in the beginning, it indirectly supported Western

European countries with weapons, ammunition, and other resources.

Moreover, at the time, the United States and the United Kingdom

shared close ties at the national as well as personal levels. Therefore,

the attack on Pearl Harbor provided the US government a legitimate

reason to engage in war. Although Sun Tzu’s theories provide very

useful insights into this case, the negligence of interactive activities in

competition has somewhat limited their explanatory powers.

This shortcoming is where Sun Tzu can also benefit from

Porter’s insights. While Sun Tzu emphasized the evaluation of the

enemy only, Porter emphasized the importance of interaction among

all the related parties (e.g., the United States and the United Kingdom

in this case), as an independent explanatory variable of enhancing

competitiveness. Therefore, Sun Tzu’s five elements can borrow

some of Porter’s concepts (i.e., demand conditions and related and

supporting industries) to better explain why Japan succeeded in per-

forming the immediate mission but failed in correctly predicting the

US response after the attack on Pearl Harbor.

1.5 business case: sony’s experience with the

walkman

Sony’s Walkman was first released in Japan on July 1, 1979, and it

became a big hit in the Japanese market. It also received much

attention in international markets, including the United States and

Europe. However, Sony had been falling behind its competitors since

the late 1990s, taking an especially large blow when the iPod was

launched in 2001. In order to challenge the iPod, Sony introduced

a new digital Walkman in 2004. However, it turned out to be

a disappointment. Why did Sony’s portable music player succeed in

the 1980s and 1990s but not in the 2000s? In the following section,

the diamondmodel will be used to compare Sony’s strategies in these

two different periods and explain the reasons behind Sony’s success

and failure.
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Porter’s diamond model is useful for explaining the early super-

ior performance of Sony compared to other international counterparts.

The unique characteristics of Japan explain why Japanese firms

including Sony could succeed in the international market of music

players. Japan’s lack of natural resources and land prompted Japanese

firms to develop compact, energy-saving products like the Walkman

(i.e., factor conditions). Sony also benefited from a sophisticated

Japanese domestic market. This can be seen from the fact that

expensive and sophisticated products were produced domestically,

pressured by the sophisticated Japanese consumers (i.e., demand

conditions). The continuous upgrade of products was possible with

the support of competitive suppliers of parts and components (i.e.,

related and supporting industries). Lastly, the competition among

rivals in the Japanese electronics industry was fierce, and the

Japanese firms were very good at imitating their competitors’

products. This made market leaders like Sony speed up their develop-

ment of new models through incremental innovation (i.e., business

context).

In addition to the strengths of the home-based (Japanese)

diamond, the sources of Sony’s competitiveness were extended

to the international sphere of resources, particularly in demand

conditions and related and supporting industries. More than

80 percent of Walkman sales were made in the US and European

markets. Moreover, Sony enhanced competitive advantages by

establishing foreign design centers, which helped it adequately

localize the designs and specifics of its products. The extended

diamond model encompassing the firm’s international activities

(Rugman and Verbeke, 1993; Moon et al., 1995, 1998; Verbeke,

2013) is thus useful in explaining the success of Sony.

The diamond model can be further extended to fully explain

Sony’s transition from success to failure in the field of media

players over the past decades. To this end, some of Sun Tzu’s

elements (i.e., the generalship, the same goal, and the system of

internal coordination) can be used for a better analysis.
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First, later Sony CEOs gradually lost strong generalship or busi-

ness leadership. In the beginning, the launch of the Walkman was

initiated by Sony’s founders, who provided strong support and saw

substantial market potential for the product. Therefore, Sony could

exploit thefirst-mover advantage, because of the founders’ early recog-

nition of the new market and their roles in energizing the firm to

innovate continuously. However, the absence of such strong leader-

ship and appropriate corporate goal-setting since the 1990s increas-

ingly degraded Sony’s competitiveness. The succeeding Sony CEOs

failed to find the new growth engines for creating sustained competi-

tive advantages.

Second, the strategy for sharing the same goal (i.e., principle)

was lacking among different departments within Sony. When the

firstWalkmanwas being developed, strong unity existed in the firm,

in terms of goal orientation. Right after launching the original

Walkman, although the media were clearly unimpressed with the

device, the marketing department pursued various innovative

promotion strategies with a strong conviction on the potential of

the new products. For example, the company combined various

strategies of word-of-mouth and promotions, in addition to

the conventional television advertisements to gain publicity.

Therefore, in addition to the competitiveness of the product itself

(i.e., Walkman), the strong goal orientation among different divi-

sions within the firm added to the success of the Walkman.

However, since the late 1990s, as the firm expanded into software

and media contents businesses, different divisions pursued diver-

gent interests of their own, instead of a unified strategy to maximize

the synergies among them.

Third, the system of internal coordination was weakening

because of its conflicting interests among different business divisions.

When the company was founded, a well-unified corporate culture

existed. At the time when the Walkman was introduced, for example,

the founders (the control tower) directed the R&D and production

sectors to closely coordinate with the marketing department.
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However, the later CEOs failed to wield the same influence as before.

Different divisions did not cooperate or share their strengths as

closely; they rather expanded the resources and focused on making

their own, incompatible products (e.g., conflicts between the software

and hardware divisions). As a result, although Sony still possessed the

capability to develop competitive products to the iPod, it failed to

introduce new products to satisfy consumers’ real needs because of

strong resistance from Sony’s software division. Therefore, the inde-

pendent divisional culture became a critical obstacle to the company’s

sustainable growth.

1.6 conclusion and implications

The strategic guidelines and analytical tools of Sun Tzu and Porter are

widely cited in their respective fields for their usefulness. Mindful of

the devastating effects of engaging in a war, Sun Tzu introduced five

elements to diagnose the power parity between one’s enemy and one-

self. On the other hand, Porter’s diamondmodel explains how firms (or

nations) can gain competitive advantage. This chapter found that Sun

Tzu’s five elements covermost of the key factors of the diamondmodel

for determining the competitiveness, except for demand conditions and

a sub-factor of related and supporting industries. Reorganizing Sun

Tzu’s pre-war evaluation criteria, by adding knowledge of the enemy

and extended interpretation of heaven and terrain to the existing five

elements, allows an enhanced comprehension ofmilitary cases, such as

Japan’s attack on Pearl Harbor. Similarly, by incorporating some of Sun

Tzu’s variables such as the generalship, the same goal, and the systemof

internal coordination, the extended diamond model can better explain

the changing competitiveness of firms. The cross-disciplinary utiliza-

tion can augment the explanatory power of both military and business

strategies in the real world.

Despite these similarities, there are also critical differences

between the two approaches. First, the four determinants of

Porter’s diamond model are interrelated and self-reinforcing, but

there is no such relationship among the five elements of Sun Tzu,

1.6 conclusion and implications 33

https://doi.org/10.1017/9781108572507.003 Published online by Cambridge University Press

https://doi.org/10.1017/9781108572507.003


which are rather independent. For example, principle does not

directly affect the conditions of heaven or terrain. Second, unlike

in war, competition in business is often accompanied by cooperation.

As a firm engages in diversified business areas, it can have a

competitive relationship with other firms in one area, but a coopera-

tive relationship in another area. For example, Apple is Samsung

Electronics’ major rival in the smart phone business, but at the

same time, it is an important buyer of Samsung’s displays.

Therefore, the relationship between business players can result in

a win-win situation for all when the ultimate goal is to create value

for all stakeholders. In contrast, warfare emphasizes competition with

the adversary, and the relationship between competitors is a zero-sum

situation. This means that the gains of one side will come at the loss

of the other.

When a businessperson reads The Art ofWar, hemay think of a

“competitor” as the equivalent of “enemy.” However, in business

the customers should be a greater concern. This is because the com-

pany’s ultimate goal is not to beat its competitors, but to create

profits, which can be achieved only when its products or services

satisfy the needs of the consumers. In Sony’s case, the company

failed in the music player business because it focused on competing

with its rival (i.e., Apple) with its proprietary technology, rather than

trying to figure out the consumers’ real needs. Therefore, there is

a fundamental difference between why one must “know the enemy”

in war and why one must “know the consumers” in business. Sun

Tzu defined warfare as a game of deception: comprehensive informa-

tion on the enemies is needed to deceive them effectively or to avoid

being deceived by them. However, this deception strategy is incom-

patible with business because the ultimate goal of business is not to

get rid of the enemy or the consumers. Instead, business can flourish

when both the firms and the enemy-equivalent (rivals and/or

consumers) are well off.

A firm strives for value creation based on a win-win strategy.

The deception strategy in the world of business may offer temporary
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success, but not a sustainable one. Unlike in warfare, characterized by

the prevalence of anarchy, business has governments and consumers

to act as regulators and referees to enforce fair play and ethics.Many of

Sun Tzu’s strategies in warfare have proven to be insightful and

applicable to today’s business world. Nevertheless, it is critically

important to aptly modify Sun Tzu’s teachings to reflect the funda-

mental differences between war and business. Managers should

remember the differences, and employ the military strategy as

a complementary tool, rather than giving it unwarranted trust to

render one’s management style in a strictly militaristic manner.
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