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Summary

The whitefish fillet industry in Iceland and Norway haveth produced and exported
relatively similar products to the global markdbr decades. When the Icelandic
whitefish fillet industry is considered being strong and profitable, the comparable
Norwegian whitefishfillet industry is described as a coherenisis because of red
numbers and numerous bankruptcies. According to strategy literature, the Icelandic
whitefish fillet industry may have a sasted competitive advantage ovee Norwegian

industry.

With this backdrop, | have in my thesis attempteéind out 1) if the Icelandic whitefish

fillet industry actually is more profitable than the Norwegiadustry, 2) if the profit
differences are caused by sustained competitive advantages, and 3) if the advantages are
duplicable. With datasets for 10 n=secutive years (200B 2012) including firms
accounting data, landing data and exporting data from external sources, | developed

working hypothess to explore my research quesson

The results uncovered that the Icelandic whitefish fillet industry mvase profitable

than the Norwegian, and that this may be due to sustained competitive advantages. Th
Icelandic firms are pursuingnore differentiated marketing strategby processing and
exporting relative more of fresh whitefish fillets than the Noraegfirms. The
differentiation strateigs are matched byprocurement stratégs focusing on landing
fresh raw materiabf high qualitycaught by hooking gearin contrast, the Norwegian
firms are catching relative more rawhitefish by netting gears at lowr cost, and

exportingit unprocessed fresh or frozen@wer prices.

The financial comparison of the industries disclosed that the more complex the structure
of the Icelandic firmgs, the more profitable they were . However, when comparing the
profitability of identical strategic groups, the profitability differences were less
pronounced and only significaoh operational level. This may imply that the improved
profitability of the Icelandic industry was mainly due to healthier profitability of the
strategic groups that were not present in the Norwegian population. The institutional

framework in Iceland is lessgid than in Norway, whiclallows the firms to develop a



structurewhich suppors a more markebriented approach. For the Norwegian firtos
develop in the same direction, it will require managerial, adminiggatindpolitical
grips thats not easy to implement.

Keywords: Profitability, whitefish fillet industry, competitive advantage.
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1 Introduction

1.1 Theoretical backdrop

In business science, the field of strategic management has put forward many theories that
attempt to explain why some firms in a particular industry are more profitable than other firms
in the same industry over time. What characterizes many of those theories is that they assert
that firms which on average achieve high or superior rehans some sort of advantage over

its competitors. According to Porter (1979; 1980; 20@8xhf i r rmdtegy is shaped by
extenal forces which every firm in thatarticularindustry faces. Moreover, the firms which

are more capable of minimizing threats as well as exploiting the opportunities that can emerge
from the external environment, will attain cpatitive advantageverits competitors that are

less capable to do so.

Barney (1991) on the other hand, claims that internal resources can explain the differences
between firms that operate in the same industitywith varied results. Barnegrgues thia

firms that achieve superior returns repeatedly dispose a resource portfolio, which is
heterogeneous and immobile between firms. And if such portfolio cannot be matched or
surpassed by competing firms, firms holding such valuable, rare, inimitabtk un
Substitutable resource pedttoimpetatevimaandvarc

competitors.

Firms can also gain a competitive advantage by implementing-téong strategies on
becoming more environmental friendly (Hart, 1995), or by eoafing with other firms in
different industries (Lavie, 2006). Moreover, they may have different type of knowledge
within the firm that is considered more valuable than knowledge within competing firms
(Grant, 1996), or they may bmore capable to adaptot dynamic changes from the
environment (Teece et al., 1997). All these theories are almost wahewteption basedn

firm level.

However when comparing industries ortional level, the approaches need to be adapted to
national differences. For indtries based on natural resources, obWotle resources in

terms ofaccessibility, quality and volume may differ. In addition, the competitive climate



may differ due to for example legislative dissimilarities and how intermediate markets are

organizedMoreover, cost of input factors like labor and capital may differ between nations.

1.2 Empirical setting

The Nordic countries of Iceland and Norway have in comthahthey controVery valuable
fishing grounds. Both countries harvest the same typatofa resource, which is processed
and primarilysold to the same global markets with tmest valuable specidseing cod,
haddock and saithe. Geographically Iceland is an island in the North Atlantic Ocean, while
Norway is a part of Continental Europethvborders to Sweden, Finland and Russia. Iceland
hasthereforethe ability to purge fishing around their countmyhen Norway hasonly the

ability to pursue fishing from the west coast, northwest coast and the north coasir of the

country.

Structuralchanges

Firms within the whitefish fillet industry in Norway and Iceland have both been through
substantial structural changes over the past decades. In Norway, the whitefish fillet industry is
seen as a coherent crisis which is characterized by weatapiiily and closed down plants,
going from around 100 in the 19706s to a tot
however, the whole fish industry has been
(Knutsson et al., 2011). This is maintlue to deregulations and other legislative changes.
This has resulted in a more consolidated fishing industry sirag®y firms in the whitefish

fillet industry have acquired or merged with other firms in the industry, mainly through using
the Icelandic ®ck exchange as their funding source (Einarsson, 2003; Knutsson et al., 2008;
Pétursson, 2013).

Input uncertainty

One pivotal challenge, which creates a lot of external uncertainty in the whifiesh
industry, relates to biology or the state of mat(Ottesen & Grgnhaug, 2003). The migratory
pattern, and therefore the accessibility of whitefish species (especially cod), has resulted in a
seasonal based fishing in Norway due to economic reghlidasen et al., 2014)hich in turn

has led many fishrpcessing firms not to be able to utilize their capacity completely. Firms
that are more flexible to handle input uncertainty are more likely to survive and keep their
operation going (Dreyer & Grgnhaug, 2004). The competitive terms for the processisg firm



have also changed over the past decade due to technological innovations, and better logistical
solutions, which has resulted in an increased competition for the raw material of caught fish
(Dreyer, 2000Egeness, 2013).

Global competition

The main comgptition is for unprocesseahateria] mainly frozenwhole fish, which are now
bought inlarge sale by international firms thatre operating in countries with much lower
labor costs than in Norway, mainly thgaltic states and China. What once used to loea
market has now become a global market for caught fish (Bendiksen & Dreyer, 2003). In low
cost land like Chinathe fish is processed and sotdthe market as double frozen fillets at a
considerable lower price than can be gained for fresh andesfragen fillets (Egeness,
2013).

Previous studies

The competitiveness regarding the fish industry between Iceland and Norway has mostly been
studied at a superior level. In a report by the FCI TEAM (2005), they concluded that the total
competitiveneswvas slightly better in Iceland tham Norway. On a macroeconomic level, the
fisheries management was considered being better in Iceland, while macroeconomic
management, infrastructure and environment was considered being better in Norway. On a
microeconmic level, the fishing companies, the fish processing companies and marketing
were all considered being better in Iceland, since firms in Iceland wee more closely integrated

with their environment.

Another study of fish industries indicates that Icelaral/rhave an advantageer Norway.

When comparing the prodiinty in the fish industries ofceland, Norway and Sweden in the
period 19732003, Eggert and Tveteras (2013) found that the productivity in the fish industry
in Iceland was substantially highethan in the Norwegian fish industry over the
aforementioned period. They did, however, not find any proof that the productivity between
the nations converged even though Yactice fshing technology was available the

international market place.



1.3 Research questios
Based on the facts presented above indicating that Norwegian firms who are processing
whitefish products may perform poorly compared to Icelandic firms, | will raise the following

research questions:

ADoes t he | c e letandubtrydavewdmpdtited advarttages ovke
Norwegian whitefish fillet industry, which makes the Icelandic industry more profitable

than the Norwegian industry? I f so, what ar

First, | will examine whethethe Norwegian anthe Icelandic firms that base their production

on the same type of natural resource, namely whitgfiskd, haddock and saithehave
different profitability, since they both competedasell most of their products the same
markets. 1 there are performance differences, the next step will be to find the reasons for the
differences, and consider if they have roots in various competitive advantages. Finally, | will

consider if those advantages are duplicable.

1.4 Methodological issues

Several methodological challenges arise in a study like this. One problem is that the industry
may consist of many strategic groups with very different characteristics. To be able to say
something about the differences in profitability, and if those diffees are caused by
sustained competitive advantages, the activities that are compared must be as equal as
possi bl e. I n other words, Aappl esdo shoul d b
my research design, | have attempted to make sure thattivities compared are as equal as

possible.

Another methodological challenge is the timeframe issue. Tims fand the strategic groups
should befacing different challenges durirgperiod of time. Often the validity of the results

is limited to theperiod studied. In order to strengthen the validity the firmsthadtrategic
groups should be studied for several years where the competitive environment gives the

industry studied a set of challenges that they normally have to deal with.



A third methodological issue is the measurement of performance. Such measures are based on
information from public financial statements that are produced within different sets of
national laws and expectations. In this study, | have created several performangeesneas
grounded on different accounting information. The intention of this is to be able to see whe

in the financial statemengwssible advantagenay be lodged.

The structure of the thesis

The thesis will continue with a literature review that addvesg an industry in one country

can be more profitable than the same industry in another country. After that, the thesis
proceeds with a chapter that accounts for the methodology chosenwHlettee research
design and the empirical setting fpesentedThe next chaptensill focus on the results and a

discussionFinally, the implications of mfindings will be discussed.






2 Literature review

In general, all firms that sell their products in global markets, basé their strategies on
resources and capabilities that give them sustainable competitive advantages. Moreover, even
though organizationadpecific advantages are important, a competitive advantage in a global
context will depend on countgpecific andbr geographical advantages. The theoretical
approach chosen to address the research problem studied in this thesis is an integration of the
theory of Porterds di amond, better known as
1990) andithe comparatie advantage theory of competitiofiHunt & Morgan, 1995).

2.1 Porters Diamond

The foundation of Porterés Diamond is to exfg
certain industries than other countries (Smit, 2010). According to Porter (1998ciihe to

gain competitive advantage in any industry on a national level is throughatmmos and to

constantly seelways to keep those industries upgraded with the best productiovaitdble

compared to competingations. If the innovation processbegin to halt for an industry,

which is located in a nation that is considered having competitive advantage, then competing
industries located elsewhengll take advantage of it. To gain competitive advantage on such

broad level as national leveln t&e significant amount of time and even decatiegain

(ibid.) implicating thattompetitive advantage is not created over night.

The successfulness of innovations, which is considered the fundament for competitive

advantage on a national level, lies adoog to Porter (1990) in four broad attributes:

A Factor condition (endowment)
A Firm strategy, structure and rivalry
A Demand condition

A Related and supporting industries

The name Porterdés diamond comes f togetherashe wa:
can be seen in Fig. (hext page)and can individually and as a system explain how national

advantages can be created.



Firm Strategy,Structure
andRivalry

Related and Supporting
Industries

Fig. 1. Porters DiamondSource: Joshi &ixit (2011).

In addition to these four broad attributes, there also existexternal attributes, which

indirectly can have positive or negative impact on tieation of national advantages:

A The role of government

A Exogenous changes

| will now discuss the characteristics of each attribute

Factor conditions
The attibute d factor condition are soalled factors of production or relatively speaking all
sets of resources necessary to produce the goods that are demanded worldwide. These

resources can be divided into following categories:

A Human resources
A Physical resowes
A Knowledge resources
A Capital resources

A Infrastructure resources.



Factor condition can further be divided into basic factors and advanced factors where the
advanced factors can further be divided into general factors and specialized factibrs (Sm
2010).

Basic factors are factors that do not require much investment to be utilized like location,
unskilled labor, natural resources and existing infrastructure. Advanced factors are factors that
require much investment to be created and are upgraldeugh reinvestments and
innovaton to specialized factors (Smit, 2Q10ike skilled labor, researchand new

technology.

The difference between general factors and specialized factors is that general factors are
factors that can be applied througffatent industries, and are therefore easier toinlsiace

they can be acquired frothe market without much difficulties (Porter, 1991). Specialized
factors on the other hand are factors which are regarded as the most importasinfactgr
industrysi nce they are specially devel opb&d, wi th

and are therefore not easily obtained (Smit, 2010).

Firms should therefore focus on upgrading and innovations in order to create their own
specialized factors, since thia the main source of a competitive advantage. Nevertheless, to

be able to create a competitive advantage, an interaction between the basic and advanced
factors must occur. Advanced factors are usually more expensive to apply compared to basic

factors that with their disadvantages can trigger innovations more easily (Porter, 1991).

Advantages related to factor condition on a national level can therefore be a source of
sustained competitive advantages for national firms in global markets. Access to cheap
energyto-energyintensive industes in Norway and Iceland is a source of competitive

advantage. Same principle holds for the accessibility of abundant marine resources

maintained under national control.

Firm strategy, structure and rivalry

The attribué of firm strategy, structure and rivalry refers to the competitive arena for a
specificindustry in each nation. A firrthatis a dominant player in itsomemarket might be
saturaed by its success and with tHabse its competitive advantage abroady Bvalry on

the other hand ensures that firms do everything that they can to improve their business
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(Porter, 1991). Mostly by becoming more innovative, produce at lower costs or produce more
improved goods (Porter, 1990). Such improvements could leaddiaced profits in the

domestic market but may lead to increased profits in foreign markets (Porter, 1991).

Demand conditions

The attribute of demand condition refers to domestic demand, not because of its size but of its
nature (Porter, 1990; 1991). Eydirm reacts to buyers needs by creating new produdby or
improving their existing products, which they then supply to the market that matches buyers
demand, quality expectations and features (Smit, 2010). The transferability of domestic
demand to glodamarkets will therefore depend on buyers demand and expectations to the
products in the home market (Joshi & Dixit, 2011). Those fitive,are more able to handle
sophisticated and demanding home custgrmethe domestic market can therefocesate a

competitive advantage arational level (Porter, 1990).

Related and supporting industries

The attribute of related and supporting industries refers to industries that either produce
similar goods or supply the industry with the inputs needed to produmaraied goodike

banks, transportation firms and engineering firdsth related and supporting industries can
create competitive advantages for each other by providing market information and/or grant
access as well as information about new technologytéR, 1991). In most industries, there
exists a lot of tehnological and tacit knowledgehich is difficult to transfer between firms.

To create advantages based on tacit knowledge and innovation, both related and supporting
industries can join forces arebtablish clusters based on research and development, which

could result in new products or new technology (Porter, 1991; 1998).

Government

The external attribute of Government refers to the policymaking that takes plaeehn
countryseparatelyGovenments are responsible for making the laws and rules that all firms

in an industry have to obey (Dixit & Joshi, 2011). The Government will therefore always have

a big impact on the four main attributes that cretftescompetitive advantages oational

level. An increased tax rate would decrease the advantage, while a decreased tax rate would
have opposite effect.
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Change

The external attribute of Change refers to events that firms and governments have no control
over due to the facts that these charfggspen somewhere far away from their locations but
still might affect the industry either positively or negatively. An increased global demand for
a certain product would increase the competitive advantage on a national level while

decreased global demanauld have opposite effect (Dixit & Joshi, 2011).

2.2 Theories of comparative advantages

The theory of comparative advantage, which originates back to the British economist David
Ricardo (1772 1823), tries to explain why nations should trade goods @ath other (Smit,

2010). Ricardo argued that nations could gain from free trade if they concentrated their
production on goods they could produce with less labor intensity (comparative advantage) and
trade some of those goods for other goods that coulgrdduced with much less labor
intensity in other nations. Ricardod6s theory

not explain the direction of trade (ibid.).

Other theories of why nations should engage in trading goods with each otherobased
comparative advantage and expsaime direction of trade have emerged with the kdewer-

Ohlin modelas the most prominent one (Smit, 2PIhe Hecksche®©hlin model asserts that
nations should export goods that use production factors they havaridaaize, and import
goods that use production factors they lack from other nations. Comparative advantages will

therefore induce countries to specialize in certain industries.

Hunt & Morgan (1995) saw comparative advantage in a different perspedtier they
claimed that comparative advantage on the resource side was atimurida competitive
advantagen the market place. Hur& Derozier (2004) modified thigheory later as a
Resourceadvantage theory Hunt and Muas gritem dvigh fih lewelanr nyind
but has the property that it can be upgraded to a broad industry level, which makes

comparison between industries in difat countries relatively easy
Hunt & Morgan (1995) criticized t he neocl a

evironment by stating among other that deman

information are not perfect and costless. Resources are not only capital, labor and land with
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the property of being homogeneous and perfectly mobile. Moreover, thefroleeoa c h  f i r m

management is not to determine quantity and implement production functions.

Their theory stress that demand is heterogeneous because differentdually produce

similar goodsin different shapes and sizes with different design aradityy. Consumers and
firmso I nformati on woul dostly heeause flirms do nbteget i mp e
revelatiors of what consumers needs really ,acensidering the market segment they are
serving. In addition, it takes time for consumers to find out wFiren (label/brand) produes

the goods that takes ina@count their tastes and preferences.

Resources are defined as financial, physical, legal, human, organizational, informational and
relational with characteristics of being heterogeneous and ineggrfaobile. It is not that

each of these resources alone are different and cannot be moved around easily. Instead, it
usually is an assortment of all these resources (unless it is a legal type of resource like a
trademark) given the activity of each firthat makes them heterogeneous and imperfectly
mobile. No firm can buy exactly the same resource assortment as a successive competitor in
the market, imitate it or acquire it from some other sources. Therefore, the role of the
management i sndtumderstaid carem ginategies cremte new strategies, select
preferred strategies, i mpl ement or manage t
(Hunt & Morgan, 1995:7).

Hunt & Morgan (1995) meant that firms create their own competitive posiasadbon the
relative cost of the resources needed to produce their goods, how efficient they produce them
and the value they could get for those goods in the market place. If all firms that represent an
industry in one country were pooled together as amass, it would be relatively easy to
measure the costs of resources that industry applies altogether betweteiesas well as to

measure which ongould be gaining more value or price for their production on average.

This competitive position as gsented by Hunt & Morgan (1995), and later by Hunt &

Derozier (2004) can be demonstrated in a matrix form as seen in(Rextdage)
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Relative resourcegroduced value

Low Parity Superior
g Indeterminate| Competitive | Competitive
g Low position advantage advantage
(@]
§ C titi C iti
2 . ompetitive Parit ompetitive
©  Panty | gisadvantage y advantage
2
% . Competitive | Competitive | Indeterminate
o High | gisadvantage| disadvantage position

Fig. 2. The compadtive positionmatrix. Source: Hunt &organ (1995)and Hunt & Derozier (2004)

Fig. 2 represets a 3x3 matrix with the relative costs for firms or an industry to employ
resources (relative resource cost) on the vertical axis, and the value firms or an industry get
for their goodsn the market place (relative resouf®duced value) on the horizah axis.

All together according to that matrix, there exist nine competitive positions.

There is one parity position which means tatirms or industres in that position operate at

zero profit meaning thahe value (revenudhe firms or the induses earrfor all sold goods

are justenough to cover the costs theger to produ@ the sold goods. There are three
competitive advantage positigng/ere firms or theindusties in those positions operate
profitably, meaning that the value (revenue) thearnfor all sold goods exceeds the costs that

are spent producing the sold goods. Moreover, there are three competitive disadvantage
positions which means thatl firms or the industies in those positionsare unprofitable,
meaning that the value (reweie) theyearnfor all goods sold are less than the costs that are

spent producing the sold goods.

There are at last two indeterminate positionsclwhmeans that it is unknown if thiems or
theindusties in such position havempetitive advantageanpetitive disadvantage or aae
parity. What determines that is tifie firms or the industies in such position operateith

profit or not. If two firms or the same industries in two countries are considered, the firm or
the industry that overall pays efor employing the resources they need than its competitor,

then that firm or industry is said teave comparative advantage ovesr competitor (the
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vertical axisin fig. 2). Comparative advantage is not a precondition to gain competitive
advantage on thmarket place though (the horizontal arigig. 2). What decides if a firm or

an industry has competitive advantanyerits competitors has to do with what kind of goods
the firm or the industry produagven the resource portfolio it employ&hat kird of quality

those goods have and the demand for those goods

A firm or an industry can have comparative advantager its competitor and be in a
competitive advantage position, even though it does not managenas much for its goods

as its compior. In such situation, the firm or the industry with comparative advantage would
be located in the competitive advantage square, which lies above the parity position square on
the competitive position matrisée fig. 2. The other firm or the industmwould be located in

the competitive advantage square that lies to the right of the parity position sqeafig.(3.

A firm or an industry can also have comparative advantageits competitor but be in a
competitive disadvantage position. The cotmge firm or industry can also be in a
competitive disadvangge position even though they ednigher value (revenue) for their
goods sold than the firm d¢ineindustry that have comparative advantage above them. In such
situation, the firm or the industnyith the comparative advantage would be located on the
competitive disadvantage square, which lies to the left of the parity position sgeerkg(

2). The other firm or the industry would be located in the competitive disadvantage square,

which is bebw the parity position squarsde fig. 2.

Another situation where a firm or an industry has a comparative advaveages competitor

could be in a competitive disadvantage position while the competing firm or industry is in
parity position, given tht the competing firm or industry earhigher value (revenue) for
their goods sold as mentioned above. When that is the case, the firm or the industry with
comparative advantage would lmeated in the indeterminate square in the upper left corner
(see fg. 2. The other firm or the industry would be located in the parity position sgseee (

fig. 2).

It could also be the case that when the firm or the industry with a comparative advantage, has
a competitive disadvantage while the competing firm or itigdsas a competitive advantage.
In such situation the firm or the industry with comparative advantage would be located either

in the indeterminate square in the upper left corner or in the competitive disadvantage square,
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which lies to the left of the pigy position squaresee fig.2). Moreover, the other firm or
industry would either be located on the competitive advantage square, which lies to the right
of the parity position square, or on the indeterminate square in the lower right semég(

2).

Theoretical summary

Porters Diamond emphasizes that different environments and structural characteristics of
nations and regions can contribute to competitive advantage, and the theory haseleen
authorities thatvant to increase the cquatitiveness of their local industries. Particlyldras

the argument that rivalry can be positive attracted attention. Governments can also foster local
industries by increasing safety and environmental standards (for example, by creating
sophisticated daand conditions) or promote collaboration between providers and buyers on a
national level, for example by building clusters of related and supporting industries in
particular regions. A business can use Porters Diamond to identify the extent to which they

can develop international advantage by building on advantages acquired at home.

Hunt and thday af @ompasative advantage emphasize that different costs of
employing resources can contribute to competitive advantage because those firms or
industies that pay more for employing resources, will be less profitable if they are producing
goods that sell for the same price as similar goods produced by firms or industries that pay
less for employing similar sets of resources. A business can therefdleluset and Mor ga
competitive position model to identify their position compared to competing businesses and

with that create strategies to either improve or consolidate their business.

Based on the theory of comparative advantage and Porters diamwaild,in this study

attempt to answer empirically the following research questions:

Has the Icelandic whitefish fillet industry created and sustained superior performance over

the Norwegian industry? If so, what are those advantages and are they digiticabl
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Looking ahead

Based on my theoretical approach and the research question raised, | will need to find out if
there are significant differences in performance between the Norwegian and the Icelandic
whitefish fillet industry. In this regard, | will @ed empirical data that put me in a position

where | have data that capture performance measoat are collected from comparable
firms (Aappl eso) during a sufficient peri oof
challenges. Will alsoneed datahat measures empirically the factors that my theoretical
framework propose andwill be the major explanation for different performance among

comparable firms in various nations.

In the next chapterl will present the research design and the methodatbggen to obtain

the data needed to answer the research quegiisied above.
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3 Research design

The research design of an empirical study with my theoretical point of departure requires in
depth knowledg®f comparative advantage oational level, a factor conditions in the two
countries and the companies' strategic adjustments and structures in the countries where the
industries are located. Finally, I will need a dataset of comparable companies in both

countries over #ime period that covers theoncept of sustained.

Different strategic groups

A methodological problem of analyzing profitability differen@@sindustry level is that such
design does not catch that one industry can have different strategic groups with very different
characteristis and thus different profitability. In order to say something about the differences
in profitability due to competitive advantages, the activities compared must be as similar as

possible.

Identical input sold in the same markets

Systematic differences ithe same industry but in different countries can reveal the
competitive advantagethat companies have been developing in the respective countries
(Smit, 2010). In my study, | will attempt to capture this by studying factor conditions in the
same industryn two different countries that base thpioductionon the same type of natural
resource that is sold irpproximately the same marketdence | control for the effects of
different factor conditions whiclccording to Porter (1990) can affect corporsttategies

and structures and thereby their economic performance.

Relative cost advantages

A country withlower cost level may haveomparativeadvantage over a country wikiigher
costlevel (Hunt& Morgan, 1995). The Norwegian economy has for decades dominated

by a highly profitable oil and gas industry. The wage pressure in this sector has spilled over to
other sectors of the economy and contributed to generally highicdstsway (Holm et al.,

2013). Hgh oil prices have also contributed to &@nger Norwegian currency. The cibg
Norwegian wage level andsaronger Norwegian currency may have imposed a competitive
disadvantage on the Norwegian export industry compared to many other countries. In my

study, | will attempt to capture the costsdacturrency effecton firm level by analyzing
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different cost items' relative importance in the accounts of the processing companies in the

two countries.

«Sustained»

The companies must be studied over time to uncover whether thetatrthey possessrca

be a sourcef sustainable competitive advantages. The time perspective is contingent upon
the dynamics of thendustry structure. Industries thetperience higér level of uncertainty in

the environment require a shorter time span of the analysisrtbenstable industries. A key
intention of my study is to investigate an industry with frequent and unpredictable changes in
the environment. In my context, | have found that a period of ten years-2PQ@3 is
sufficient to embrace the concept of sustdin

3.1 Empirical context

In this thesis, | will try to meet the requirements for a challenging research design by the
choice of empirical context. The setting that | have chosen is the whitefish fillet industry in
Iceland and Norway i.e. firms that bugw whitefish process and selhitefishfillets among

other products from whitefish speciehe selection of firms containgnits that are

heterogeneous when it comes to size, location and performance.

3.1.1 Same industry, but different national impetance

Iceland and Norwago bothhave long traditions in harvesting wild fishing stadksiceland,

fishing was for the first three to four centuries after the settlement in 874 practiced as a side
branch besides agriculture and almost all catch wasuoeed domesticallyb@r, 2002).

Export of fish had existed in a relatively small scale up until the 12th century when the export
ended completely (ibijl It was not until the mid4th century that trading started to increase
dramatically when merchantsofn other nations came regularly to buy fish in exchange for
goods that Icelanders needed. Since then, fishing has been the most prominent industry in
Iceland And few years after thBanish monopoly commerce had ended, Iceland began to
export their own prduced fishing goodagain after having not been engdge exporting

fishing goods for several centuri@iid.).

Fishing has existed in Norway for over 7000 years, but the first source of export is from
around 88(1]. From the 12th century, fish wasetimain trading item from the trading city

Bergen and it is considered that fish was the main trading item for almost 80Qip&h)s
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The i mportance of fishing as an industry
had been discovered withthe Norwegian territory. After that, fishing has never regained its
relative importance. One way to measure the importance of the fishing industry in both
Iceland and Norway is to look at how much the value of fishing export contributes to the total

expot value from 2007 2012. This can be seenTable 1 below.

Table 1.Value contribution of
exported fishing goods on total
value of export

Iceland  Norway

2000 499% 57 %
2001 475% 5,6 %
2002 46,7 % 58 %
2003 46,7 % 52 %
2004 475% 4,9 %
2005 47,6 % 4,7 %
2006 43,6 % 4,4 %
2007 355% 4,5 %
2008 30,1% 3,9 %
2009 34,7% 59 %
2010 33,4 % 6,7 %
2011  342% 5,8 %
2012 352 % 54 %
Source: Statistic Iceland, Statistic Norway

Table 1 shows that there is a big difference between IceladdNorway when the value
contribution of fishing goods othe total value of export is considered. The revenue from
exporting fishing goods from Iceland was almthst half of the total value iB000, but has

since then declined to be somewhere around third of the total value. In Norway, the

beg

revenue from exporting fishing goods has just been around 5 % from 2000 to 2012.

Consideringhose numbers, it is withoutd®ubt reasonable to state that the importance of the
fishing industry in Iceland is moienportant to the Icelanders than the Norwegian industry is

to the Norwegians.

3.1.2 Different response to global competition

The geographical location of the industry plays a pivotal role for the competition since
closeness to valuabléshing grounds should help the whitefidllet industry in both
countries to implement fresh fish strategies to differentiate themselves from frozen fish

competition abroad where labor costs aredofiversen, 2003).
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International players with low lalbacosts and with access to frozen whitefish can produce
double frozen whitefish fillets that obtaitower prices in the market (Egeness, 2013), and
thus outperforniresh and single frozen whitefish fillets on price

Differentiated strategies like prodian of fresh whitefish fillets can therefore be adequate to
overcome the competition frordouble frozen whitefish fillets since such differentiated
products are rather difficult to duplicate by countries that cannot harvest whitefish species on
their own Dreyer, 2006; Lorentzen et al., 2006).

Fishing gears employed to catethitefish does also play an important role for both nations in
order to implement strategies to differentiate themselves from competition abroad mainly
through product quality. Studieshow that raw materialvét whitefish) of higher quality, give

more product options and a better price in the market (Henriksen &Gagmivag, 2011;
Henriksen & Svorken, 2011, Heide & Henriksen, 2013).

Whitefish caughtoy hooking gears is also consi@d more suited for processing of fresh
fillets than whitefish caughby seines or trawls (Heide & Henriksen, 2013), due to quality
reasons (Akse et al., 2013). Moreover, in some cases it might be demanded by customers that
whitefish fillets are processedrom whitefish caughtby hooking gears (long line)
(Hagfraedistofnun, 2011).

Transportation of whitefish products to consumer markets does also play an important role.
Since Iceland is an island in the North Atlantic Ocean, the tranepettiods the whifesh

fillet industry can use to get their productshte market is either by seaair. The Norwegian
industry on the other hand can also use land transportation since it is part of continental

Europe.

Fresh whitefish fillets from Iceland are mainlypextedby air (Hagfraedistofnun, 201 While
fresh whitefish fillets from Norway are mainly exported tognsportation vehicleEgeness
et al., 2011). The advantage of transporting &ftsh fillets by air is thaproducs take shorter
time to get to the arket than is the case with sea or vehitknsportation.
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The disadvantages atleat it is more expensive to use air transportation compared to sea or
vehicletransportation (Jonsdéttir, 2011), and air transportataes also expogbe whitefish

fill etsto more abusive temperatures than is the case for sea transportation (Mai et al., 2012;
Martinsdaéttir et al., 2010).

Fresh whitefish fillets are also gaining more competition from thawed fillets, which are
gaining a reputation as genuinely fresh fdleAccording to Egeness et al. (2010), consumers

in the UK are supplied with thawed fillets in seltering coolers based on frozen whitefish
fillets since stores that sell fish, want a steady and predictable flow of goods throughout the
year. Thawed fis products can meet this need to a greater extent than genuinely fresh fish
products. If consumers feel that the quality of thawsdttefish fillets is satisfactory, then
these products can become a serious competitor and a big threat to genuinetitedish

fillets.

For the companies in my samplecalization, fishing method, storage and processing of fish

will therefore be important. Nevertheless, when the importance of the fish industry in both
Iceland and Norway armeonsidered, it seems to have an effect on how both nations respond to
global competition. Both nations produce many different product variants but when the export
development of one of the most important products in the fillet industry, namely fresh and
frozen whitefish fillets along with fresh and frozen unprocessed whitefish from both countries

is analyzed, interesting things are revealed.

Table 2(next page shows how the export development for the four aforementioned product
categories from both Icald and Norway during the study period has evolved. The table
reveals that Iceland is exporting way more whitefish fillets than unprocessed whitefish while
it is exactly the opposite for Norway. This indicates that the Icelandic fish industry is
employing astrategy based on creating more value to the whitefish that is brought onshore,
while the Norwegian fish industry seems togugsuingstrategies that are based on exporting

unprocessed whitefish to competing industries abroad for further processing.
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Table 2. Percentage share of exported whitefish fillets and unprocessed whitefish, based on volume/weight.
Source: Federation of Icelandic Fish Processing PamtdNorwegian Seafood Council.
Freshfillets = Frozen fillets Fresh whole = Frozen whole
Iceland Norway Iceland Norway Iceland Norway Iceland Norway
2003 17,8% 2,5% | 55,0 % 28,1 %j 25,0 % 35,7 %| 2,2% 33,6 %
2004, 189% 4,1% |47,2% 26,2 %} 31,9 % 32,7 %} 2,0% 37,0%
2005 215% 4,7% {44,3% 24,4 %} 32,7 % 27,2%; 1,4% 43,7 %
2006, 22,5% 4,4% |{43,5% 20,8 %] 32,2 % 26,0 % 1,9% 48,9 %
2007,18,8% 4,9 % |{44,2% 18,5 % 33,4 % 23,9 % 3,6 % 52,7 %
2008 20,1 % 4,2% {30,5% 21,3 %} 45,6 % 20,8 % 3,8 % 53,7 %
2009 269% 4,3% 28,6 % 15,8 %} 42,3 % 20,2 % 2,1 % 59,7 %
2010, 32,8% 4,0% | 40,4 % 16,8 %j 25,0 % 24,5 %] 1,7 % 54,8 %
2011 311% 3,1% {50,3% 12,8 %} 17,3 % 23,8 %; 1,3% 60,3 %
2012 36,4 % 3,2% {45,0% 11,3 %} 18,0 % 24,0 % 0,6 % 61,5 %

The response to global competition seems to be ratheouwsbvlte Icelandic whitefish fillet
industryis managng to utilize more of the whitefish catches brought onshore than is the case
for the Norwegian whitefish fillet industry. Fresh whitefish fillets from Iceland is exported in
an increased scale from ydaryear while in Norway the export of the same product is rather
stable at a low scale from year to year. Export of frozen unprocessed whitefish on the other
hand tells a different story. Here, Norway was clearly exporting far more of unprocessed

whitefish to competing countries while such export from Icejdadely exist.

3.1.3 Different institutional frameworks

The institutional framework surrounding the fishing industry in Iceland and Norway affects
the whitefish fil | etconomiagresslts. Indceland, thereyaretnmlawsr e a t
forbidding fish processing firms to own harvesting vessels which makes it possible for them

to integrate vertically towards harvesting activities. Firms engage in vertical integration to
eliminate transactionosts that occur when they need to purchase goods and services that are
vital for the firms operationBy acquiring those goods and services internally within the firm
(Coase 1937; Williamson, 1971; Porter, 1980). In Iceldddof 20 listed fishing comp&es

were vertically integrated back in 2011 (Knatsson et al., 2011).

Processing plants that are not vertically integtdtevards harvesting activitieman still get
access to whitefish through auction markets which were establishé&kbland in 1987
(Knutsson et al., 2008; Knutsson et al. 2010). Also vertically integrated firms use the fish
markets to supplement their supply. In the auctions, the firms can also sell species or

guantities that they do not need for their own production (Knutsson ed@®).2
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In Norway, an ownership of harvesting vessels by processing firms is forbidden by the
Participation Act of 1999. The general rule is that an owner of a harvesting vessel must be an
active fisherman. Firms can though hold partial ownership in hangegésselsSvorken &
Dreyer, 2007 but do not have the ability to control thestnategically as is the caselagland.
Processing firms can though be granted exemptions from this ownership rule through
concessions that allows firms to own and operateléra to ensure smooth and stable
supplies ofwet whitefish (Svorken et al., 2006; Holm et al., 2013).

Nevertheless, such concessions are imposed with delivery obligations stating where catches
should be delivered, how the price of the catches is detedw@nd how the catches should be
processed. A number of studies clatimat such delivery obligations have had little impact on
firmsd p Flagkn &Hadn,2004;isgkseq, 2007; Hermansen et al., 2012).

The fisheries management does also diffiebath nations, but thegyo both employ a quota
systems based on total allowable catch (TAC). The general rule is that to engage in
commercial fishing, you must have a fishing permit. In Iceland, the Fisheries Management
Act of 2006 regulates the fisheriesanagement, which is a reissued version of the Fisheries

Management Act of 1990.

A pivotal change in the fisheries management system from 1990 was the movement of the
guota year from the calendar year to a specific quota year, which lasts from 1gteohiSs

to 31st of August the following year. The reason for the movement of the quota year was to
reduce fishing during the summer months when employees in fish processing plants go on
holiday and it is in the summer months that fish is more sensitivalaimaging
(Utanrikisraduneytig2009).

Another change in the management system from 1990 was the implementation of individual
transferable quotas (ITQ). The purpose of ITQ was to make fishing more effective in contrast
to the former management system agio respond to declining fish stocks and prevent
overfishing (Knutsson, 2001; Knutsson et al., 2011). The implementation of the ITQ system
made quotas transferable between vessels.)ilbdt quotas had earlier been allocated
permanently to harvestingessels based on their catch histdythiorsson2000).
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The rights owner must capture at least 50% of the quota every second year to keep the license.
The quotas are transferable subject to certain limitations. A quota owner may dispose
maximum 15% of theotal catch of a species, and a quota owner is not allowed to sell more
than 50% of the quota in the course of a year. There are also geographical restrictions on

guota salegKnutsson et al., 2031

In Norway, the fisheries management is regulatedhey Nlarine Resources Act of 2008,
which replaced the Salt Water Fish act of 1983. The Norwegian quota system is based on an
individual vessel quota (IVQ) which was implemented for the coastal fleet in 199QheHter

cod stock hadollapsel the year beforeHersoug et al., 2000). Nevertheless, quotas for the
trawler fleet vereimplemented already in 1984 as a unit quota being transferable from one
trawler to another (Standal & Aarset, 2008).

Individual vessel quota is a system that makes it hard to tramséeas from one vessel to
another. The purpose was to secure decentrabizeership of quota rights (Standal & Arset,

2008. Quotas are today allocated between vessel groups characterized by the size of the
vessels using a management tool called theviTtadder. The objective is to stabilize the
guotas to coastal vessels and with that give the costal vessels higher share of the total quota
(Guttormsen & Roll, 2011). The Trawl ladds a dynamic system that allocatesre quotas

to coastal vessels thda the trawler fleet during times with low quotas compared to times
when quotasre high And it is mainly based on historical rights between different gear and

vessel group (ibigl.

Pricing of whitefish catches which often reflect uncertainty ensinpply side, do also differ

between the nations. In Norway, the pricing of fish catches are regulated through the Raw
Fish Ad of 1951 (this act was recentlye pl aced wi th #fAFi skesal gsl ag
the Raw Fish Act ( n)@w séche fisherenenan Nprsvdy & ghsimwnv e n 0
price for the sale of their catches, which are made through a sales organization owned by the
fishermen (AR-fisklageto). The intention 1is

paid a fair share of éhcatch value.

The situation is rather different in Iceland since vertically integrated firms can engage in
direct trade from the harvesting vessels they control to the processing plants they operate.

Firms that are not vertically integrated have to lntefish supplies from the fish markets.
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Pricing of catches in direct trades have been controlled through the Directorate of Fresh Fish
Prices since the Directorate of Fresh Fish Prices and the Ruling Committee of Fishermen and
Vessel Operators Act of 183vent into force.

The main purpose of this institution is to monitor landing prices of catches and secure a fair
remuneration to each vessels crew membEsghprsson 2000; Hagfraedistofnun, 2011).
Auction prices for whitefish in Iceland are in genenagher than the prices the vertically
integrated firms are paying for the same type of whitefish in direct trades. The price

differences in recent years have on average varied from 20 % to 45 % (Knutsson et al., 2011).

3.1.4 Differently affected by thefinancial crisis

The financial crisis, which shocked the world in 2007/2008, did not affect Norway
particularly hard due to the oil wealth that Norway possess. The result of that wealth in
conjunction with changes in the competitive terms has made it wchéffeult for the
Norwegian firms to compete, mostly due to higher cost level. A stronger currency has also

contributed negatively to an already squeezed industry (Holm et al., 2013).

In Iceland before the financial crisis, firms in the fish processimystry were facing
difficulties because the national currency was excessively strong (Knutsson et al, 2008). To
cope with stronger currency the Icelandic firms undertook strategic steps to add more value to
the endproducts both from the ugtream and dowstream links (ibid. When the financial

crisis struck, it had both positive and negative effect on the industry. One positive effect was
that the currency depreciated so it became easier to operate since the revenues increased
exceedingly without much anease in operating costs. The other side of the coin was that
much of the loans that the Icelandic firms had, and still have, were in foreign currencies,
which in turn became hagdto service. Accordingly, many of the fish industry firhredused

their fishing quotas as collateral for loans, which made the situation even worse
(Benediktsson & Karlsdottir, 2011).

Summary of empirical context

Our review of the empirical context illustrates some of the issues that companies in the
Norwegian and Icelandic vitefish fillet industry facesA substantial uncertainty can be
traced to the availabilitpf raw material which may variy volume and quality over years

and througbut a year.However, by using different gesarlocation, procurement, processing
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and storge the uncertainty aroundaw material supply creates roofior strategic
adjustments. In the next sectsph will describe the dataset and present working hypotheses
that might explain the key factors for creating better profitability.

3.2 Data collecton

In this study, the Norwegian whitefiditiet firms constitute one performance group while the
Icelandic whitefishfillet firms constitute another performance group. As | shall explain
performance differences between the two groups, | will emphasin@arative advantages
(Hunter and Morgan, 1995), factor conditions dirch strategies and structures (Porter,
1990).Domestic demand conditions, | have disregarded since a very large percentage of the
seafood poducts produceth both performance groupsessold in foreign marketdNeither

will | take into the account the attractiveness of the seafood cluteldted and supporting
industries)that the performance groups are part by ke different. Analyzing seafood
clusters in the context of the reseh questions is considered being so comprehensive and
should be examined separately and is therefore beyond the scope of this thesis.

Unfortunately, it was not possible to collect required data for the two performance groups
from similar sources, maiplbecause the data needed for the Norwegian firms can only be

collected from Norwegian sources, while the data needed for the Icelandic firms can only be
collected from Icelandic sources. Therefore, the accessibility and quality of the data collected

was hereafter.

For the Norwegian performance group, | have used the profitability survey for the fish
processing industrgarried out by Nofimgfrom now on called PSFPto provide precise data

on firm level. PSFPI is an annual survey carried out since i87Avhich production and
financial statistics are collected at the firm level. The survey is based on financial statements
from all companies in Norway that produce various kinds of seafood. In PSFPI, companies
are split into sulpopulations depending dheir product portfolios and important sources of

raw materials.
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In my study, | have focused on those companies, which mainly produce fillet products based
on wild whitefish species. In the analytical period (2@032), the industry structure has
beencharacterized by firms disappearing from the population, being acquired or shutting

down the production in parts of the period.

Accounting data for the Icelandic fish processing firms were obtained with help from the food
research institutdatisin Reykjavik, Iceland. The selection was 10 firms chosen by experts
within Matiswho have excellent knowledge about what firms process fresh whitefish fillets.
The accounting data were obtained from financial reports from the selected firms for the years

20032012, which gave a relatively good overview about the profitability on firm level.

The sampling method may be biased because Norwegian selection contains all firms in the
population from the respective period, while the Icelandic selection only contsamspde of

ten firms for the same period. The Norwegian population was very unstable. In 2003, the total
number of firms processing whitefish fillets was 15, but in 2012, the total number had
decreased to four. The Icelandic selection is therefore withalstubt more stable than the

Norwegianselection

Two minor problems appeared with the Icelandic selection while the data was organized and
analyzed. The first problem was that data from one of the firms in the selection was missing

for 2012 i.e. there aronly nine firms irthe Icelandic selection for thapecific year.

The second problem was that one of the Icelandic firms report their financial statements
according to the Icelandic quota year, which starts on Septerstandlends on August 8t
the following year. Nevertheless, also this firm was kept in the sample and the accounting

variables were treated as if they represented a normal calendar year.

The accounting data from Norway were more detailed than the accounting data from Iceland
when itcame to some of the operating variables. The solution to this problem was to use

industry data from reports carried out kgtistic Iceland.

Data for supply of raw material in Norway were obtained from three sources. The main
soucce on firm level camdérom Nofima while dataon industry level came from Statistic

Norway and fromDirectorate of Fisheriesi Norway. Similar data for Iceland were obtained
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from two source$ from Statistic Iceland and fromirectorate of Fresh Fish Prices, which is
located n Akureyri, Iceland. Data on firm level were not obtainable. Comparisons
considering raw material between the Norwegian and the Icelandic industry will therefore in
some cases be done with firm level data on the Norwegian side, while industry levelldata wi

be used on the Icelandic side.

Data for exporof products from Norway were obtained from Norway Seafood Council while
similar data fron Iceland were obtained frofrederation of Icelandic Fish Processing Plants
The prices for exportegroducts from bth nations arageported in FOB (Free on Board)
values but will be treated as price variables. The Norwegian data considering frozen fillets
will include a little proportion of fillets that are produced onboard factory ships but such

production is completglexcluded from the Icelandic data.

Currency variables from Iceland and Norway were converted into Euros to make many price
comparisons between the two countries comparable. The exchange rates were obtained from
the Norwegian central bank and the Icelandentral bank. Many comparisons that were
carried out in this study were carried out using inflated prices where prices were adjusted by
the harmonised indices of consumer prices for the Eurozone with December 2012 as base

month.

The time period ltosen illustrates the structural turbuletieefillet industry has beethrough
and still is going throughlt is of particular interest to study sustainable competitive
advantages in a population like this, because the selection process is rapid, farahtied
effects of strategic choiseare quickly visible. In sucketting, the prospects are better to

uncover which strategic choices may expl ain

The design chosewill focus on if the companies that constitute kbelandicperformance
group has competitive advantage oveire companies that constitutine Norwegian
performance group. lthe Icelandic whitefish fillet industrizas competitive advantage, they

will be more pofitable than the Norwegian whitefish filletdustry.
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3.3 Performance measurement

To measure the industry profitability between Iceland and Norway, recommendations by
Schmalensee (1989) were considered. Schmalensee says that profitability can be measured in
many different ways but one way thatas considered fitting this study, is to employ

accounting rates of return on assets or equity.

In the introduction, it was expressed that this study would use several performance measures
based on different accounting information to detect where inatteounting data the
profitability alters the most. A total of four performance measures were established to

measure profitability.

The first performance measure BBITDA/Total Assets or earnings before interests, taxes,
depreciation and amortization ototal assets. This measure will reveal if different
performance can be explained by differences in underlying operations where real money is in

circulation.

The second performance measisrEBIT/Total Assets or earnings before interests and taxes
on totd assets. This measure will reveal if different performance can be explained by

differences in operations were depreciation and amortization is taken into the account.

The third performance measusEBT/Total Assets or earnings before taxes on totsgtas
That measure will reveal if different performance can be explained by different financial

activities.

The fourth performance measusaNet Profit/Total Equity or Net profit on total equity. This
measure will reveal if different performance carelplained by different tax regimes in both

countries.

The time frame determinesdabmpetitive advantage can be considered sustainable or not, and
this study has a time fn@e of 10 years. The preconditi@or the industry in one of the nations

to be detenined having competitive advantageer the sameindustry in the othenation is

that one performance group yields a better score on all the performance measures than the

other performance group throughout the period.
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The performance measures foofitability, is not sufficient to determine if the industry in

one nation has competitive \ahtage over a competing industryin the other nation
Measurements for the most important factors and the cost of employinglthaiso play a
significant role.Another important measure is how much of the most valuable products each
industry can manage to sell and what price thiedainfor them. Sets of working hypothese

will be constructed in a way to catch the effects of the factors that are considered most
important for an industry in one nation to be able to obtain aisest competitive advantage

over the same industry in theompeting nation. However, before those hypabesill be
presented, it should be established wigetformance grous the besperformance group.

3.3.1 Performance groups

A problem with the Icelandic performance group was that the selection included different
strategic groups. With strategic groups is meant that activities differ across the firms that are
considered representirige whitefish fillet industry in Iceland. While analyzing the financial
reports for the Icelandic selectiahwas established that the firms could be divided into four

strategic groups based on their characteristics as can be seen in Fig. 3 below.

Specialized and

vertically integrated
strategic group = 2 firms

Fig. 3.Strategic groups in the Icelandic sample
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Three firms were considered being specialized whitefisét processing firm, i.e. not
vertically integrated with any harvesting vessels according to their balance sheets during the
time frame of this stud Those firms are therefore considered to buy maaterials for their
production n fish market. Two of those companies held ownership rights in harvesting
companies though, but since that is the case for many of the Norwegian companies, they are

not corsidered being totally integrated with harvesting vessels.

Two firms were considered being vertically integrated specialized whitefish processing firm
since they had harvesting vessels on their balance sheets during the time frame of this study.
The firm hat reported their financial statement according to tekahdic quota year is one of

those two firms. Four firms were considered being diversified since along with being

vertically integrated whitefish producers, they also harvest, process and setl pptaies.

One firm was considered being a global firm since it along with being vertically integrated
whitefish producer and diversified; it also had harvesting and processing activities in foreign
countries mainly through subsidiary companies durirgy ttme frame of this study. This
firméds financi al statements for the year 201
that many of the firms in Iceland are also vertically integrated towards marketing acfivities

some are partially integrated idhothers are completely integrated.

The Icelandic firms according to the strategic groups were subdivided into four performance
groups based on what strategic activities they employed. Group one includes all the 10 firms
in the Icelandic selection that is the specialized firms, the vertically integrated whitefish

processing firms, the diversified firms and the global firm, from now on chiéand 1

Group two is a group where the global firm has been ruled out so it includes 9 firms from the
Icelandic selection. That is the specialized firms, the vertically integrated whitefish processing

firms and the diversified firms, from now on callegland 2

Group three is a group where the global firm and the diversified firms have been ruled out so
it includes 5 firms from the Icelandic selection. That is the specialized firms and the vertically
integrated whitefish processing firms, from now on callegland 3Group four is a group
where only the specialized firms from the Icelandic selection areded| from now on

callediceland 4
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3.3.2 The best performer
Comparison between the performance groups based on the performance measures that were
discussed earlier can be seen in Table 3 below.

Table 3. Profitability differences between the IcelanditdaNorwegian performance groups (weighted average).
Source: PSFPI for the Norwegian population and Annual yearly statements for the Icelandic sample.

EBITDA/Total Assets

EBITDA/Total Assets

Groups Mean Variance Significance Groups Mean Variance Significance
Iceland 1 13,49 % 0,0017 ok Iceland 2 12,36 % 0,0020 ko
Norway 2,98 % 0,0006 Norway 2,98 % 0,0006

EBIT/Total Assets EBIT/Total Assets

Groups Mean Variance Significance Groups Mean Variance Significance
Iceland 1 8,36 % 0,0015 Fkokk Iceland 2 7,79 % 0,0020 ok
Norway 0,04 % 0,0005 Norway 0,04 % 0,0005

EBT/Total Assets EBT/Total Assets

Groups Mean Variance Significance Groups Mean Variance Significance
Iceland 1 55 % 0,0033 Foxx Iceland 2 3,62 % 0,0059 *x
Norway -2,0 % 0,0010 Norway -1,98 % 0,0010

Net Profit/Total Equity Net Profit/Total Equity

Groups Mean Variance Significance Groups Mean Variance Significance
Iceland 1 13,8 % 0,0220 * Iceland 2 7,8 % 0,0485 -
Norway 0,4 % 0,018¢ Norway 0,4 % 0,0189

*P<10%,*P<5%, " P<1%, ***P<0,1%

*P<10%,*P<5%, " P<1%, ***P<0,1%

EBITDA/Total Assets

EBITDA/Total Assets

Groups Mean Variance Significance Groups Mean Variance Significance
Iceland 3 10,84 % 0,0036 ok Iceland 4 10,53 % 0,0136 *
Norway 2,98 % 0,0006 Norway 2,98 % 0,0006

EBIT/Total Assets EBIT/Total Assets

Groups Mean Variance Significance Groups Mean Variance Significance
Iceland 3 7,27 % 0,0043 Foxx Iceland 4 6,12 % 0,0141 -
Norway 0,04 % 0,0005 Norway 0,04 % 0,0005

EBT/Total Assets EBT/Total Assets

Groups Mean Variance Significance Groups Mean Variance Significance
Iceland 3 -1,06 % 0,0327 - Iceland 4 -2,96 % 0,0374 -
Norway -1,98 % 0,0010 Norway -1,98 % 0,001C

Net Profit/Total Equity Net Profit/Total Equity

Groups Mean Variance Significance Groups Mean Variance Significance
Iceland 3 43,7 % 2,1696 - Iceland 4 1095,0 9% 900,317923 -
Norway 0,4 % 0,0189 Norway 0,4 % 0,0189

*P<10%,*P<5%,*P<1%**P<01%

*P<10%,"*P<5%,* P<1%,**P<01%

In Table 3, | first compare Iceland 1, which is the total sample of 10 hetemgefirms (see
Fig. 3) with the Norwegian populationsing single factor ANOVA testAs can be seen, the
Icelandic sample outperforms the Norwegian population significantly on all four performance

measures.
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Moreover, wherthe global player igxcluded from the Icelandic sant (Iceland 2), the last
performance measure difference (Net Profit/Total Equity) is no longer significant. When |
continue by removing the diversified and vertically integrated firms from the Icelandic sample
(Iceland 3), neither EBT/Total Assets nor Netofit/Total Equity are significant. Finally,

when comparing the specialized but not vertically integrated Icelandic firms with the
corresponding Nor wegi an strategic group (
performance difference is only significanitthe 10% level on EBITDA/Total assets. What the
Icelandic strategic group gains operationally, it loses financiallyuseis comparable

Norwegian competitor.

All the Icelandic groupsperform better operationally thathe Norwegian population.
However,the performance difference decreases as | remove less relevant strategic groups
from the Icelandic sample. The performance differences also decline when | also take

financial matters into account.

To summarize, Table 3 shows that Iceland has the signifisest operational perfornn
for all four groups during thanalyzing period. In this study, | théoee feel that it is
reasonable to claim that | have now established an empirical basis for making a systematic

analysis of the properties that may explperformance differences between the groups.

My measure of performance is in line with previous research and studies of the profitability of
the fishing industry in Iceland and Norway. The profitability of the fishing industry in Iceland
in general, $ described in a repobly islandsbanki(2012) as rising from the year Iceland
implemented itdransferableuotasystem. The repodtatedurther that the average EBITDA
margin for the fiking industry was29% in 2010, compared with 16% in 2004. Possible
explanations for this increased margin is of course the financial crisis that hit Iceland with full
force in autumn 2008, with a dramatic fall in the exchange rate as one of the consequences.

In Norway, there is a difirent story when it comes to the wvefish industy in particular. In a

report by Grimsmo and Digre (2012}he profitability of the whitefish industry is
characterized as too bad. Little new technology development has taken place over the last 30
years in the Norwegiawhitefish industry. e report presents technical solutions for both the
harvesting sector and the processsagtoron land, which they believe will lead to both

higher profitability and higher quality if implemented.
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With this being settled, | will continue to develop wargihypothess in an attempt to explain
the variation in profitability between the two performance groups.

3.4 Working hypotheses

In this section, Will present the working hypotheses related to my research question

Has the Icelandic whitefish filléndustry created and sustained superior performance over

the Norwegian industry? If so, what are those advantages and are they duplicable?

I n the discussion, Il will attempt to connect

framework as illustrated inig. 4.

Performance differences

|

Factor conditions Firm strategies

H1: The best performance group has H4: The best performance group

better access to whitefish supply - sells relatively more of the best
on a yearly basis paid product variants

H2: The best performance group has H5: The best performance group has

a more stable access to white- — the best strategy for acquiring
fish supply throughout the year whitefish of high quality

H3: The best performance group is
located in the nation with the —
lowest cost level

H6: The best performance group pay
less at first hand for whitefish
raw material

Fig. 4. Working hypothess, an overview

In the following threesubsectiog, | will start by developing working hypotheses related to
factor conditions (see Fig. 4).
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3.4.1 Access to whitefish resources

Both Iceland and Norway have introduc#aD nautical mile zones to protect their fish stocks

against overfishing by foreign vessels. Moreover, they have introduced annual quotas to
prevent stocks from being overfished by domestic fishermen. Biological conditions have
however, created an unevaccess to resources for the industries in bationsbecause they

are based on raw materials that harvested from a wildvhitefish resource. The resource
access i s based on biology and other factors
1987).

The main input needed to keep the whitefish procedsimg operating is sufficiergupply of
whitefish. If there is a fish landed, the industry caot operate On the other hand, if a lot of

fish is landed the profit potential will be substantialproblem that both nations face, is that
whitefish is a resource that lives wild in the ocean. To be able to supply it onshore it needs to
be harvestedh- andoffshore given the rules and regulationglod fisheries management in

both nations. One im@rtant matter that | will expect is that the total catch of whitefish is
higher in the nation where the best performance group is located. The processing industry in
the nation catching most whitefish is expected to have the biggest throughput and with tha
gain an economics of scale advantage over its rival. Therefore, the following hypothesis is
raised:

Hypothesis 1The best performance group is located in an environment where access to

whitefish on a yearly basis is higher.

3.4.2 Supply patterns throwghout the year

Another important matter is how the supply of whitefish is throughout the year. If the supply
varies from month to month, then the production capacity will not be utilized in an efficient
manner given that the capacity is fixed as it uguallin the short run. It is also difficult for
companies to be able to supply the market at any time if the supply of raw materials varies
widely. In the fall, it is especially important to be able to deliver fresh fish when the supply is
limited and triggering higher prices in the market place.

An even supply throughout the year would be more optimal for the whitefish fillet industry

both from a cost and price @ective.Biological conditions however, create an uneven
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distribution of the supply of whefish in both nations. The accessibility for whitefish is
primarily based on biology or state of the nature (Ottesen & Grgnhaug, 2003) which causes a
big uncertainty that no firm can control (Milliken, 1987).

Variation in production volumes over the ydarone of the biggest challenges for fillet
companies (Lorentzen et al., 2006). In Norway, there is a distinct seasonal landing pattern
through the year (Nilssen et al., 2014). There seems to be less seasonal variatidmgn
pattern of demersapeces in Iceland, alihugh there is a seasonal peak dunvigtertime
(Knatssonet al., 2011). | would therefore think that the best performance group has a more
evenly distributed and stable supply of whitefish throughout the year. Therefore, the
following hypothesis is raised.

Hypothesis 2The best performance group is located in an environment where the whitefish

supply throughout the year is more stable.

3.4.3 Cost levels

A high general price level creates problems for expadnted industries nmatter if it is

labor costs, administrative costs, financial cost, or other material costs etc. Those costs usually
depend on the macroeconomic environment in each nation. Norway rea®ngr time been
regarded as nation with an extremely high priceMel in an international perspective because

of their oil wealth which also has affected
highest price level in 2012 (Statrtsdi Norway), and Norwegian curren@MOK) has been
considered one of the strongesirrencies duringhe great recessioiiceland was also for a

long time regarded aa nation withhigh price level in an international perspective, but that
changed in 2008 when Iceland was struck by the financial crisis. The financial crisis led to the
collapse of all three privately owned banksliceland which were nationalized and merged.

I n relation to the countryds economy, this
place, and the Stock Exchange lost 90% of its value. The Icelandency(fSK) plummeted

in value and the economy went into recession. In this context, | assume that:

Hypothesis 3The best performance group is located in the environment with the lowest cost

level.
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In the following threesubsectiog | will develop workng hypotheses related tirm

strategies and structurésee Fig. 4).

3.4.4 Marketing strategies

To be able to compete against nations with lower labor costs that produce double frozen fillets
the industry in both Iceland and Norway need to pursue diffieteng strategies that involves
either producing fresh whitefish fillets or single frozen whitefish fillets (Iversen, 2003). Fresh
whitefish fillet is a product that is more valuable to customers than frozen whitefish fillet or
even fresh whole whitefishbut it might come at aost to produce sucHifferentiated
producs that could possibly eat up the additional reverhe industry gets to produce it
However, as long as the additional revenue is higher than the additional cost of producing
fresh whitefsh fillets, it would obviously be the best strategy to produce as much of the fresh
whitefish fillets as long as there are buyers out there for such a differentiated product.

Therefore the following suhypothesis is raised:

Hypothesis 4aThe best perfonance group sells relatively more of fresh products than

frozen.

As discussed in the introduction, the migratory pattern of the whitefish species (especially
cod) has resulted in a seasonally based fishing in Norway due to economic rbélsses et

al., 2019. This season takes place in the first half of each year where most of the harvesting
(of cod at least) takes plaabi@l.). When a bigger mportion of the total catch oyearly basis

takes place in the first half of the year as is the casedirthis implies that there igss
production of fresh cod fillets in the second half of the year. And if the law @iysand
demand is taken intaccount, one would expect that the price of fresh fillets is higher in the
second half of the year comparedthe first half of the year. Therefore the following sub

hypothesis is raised:

Hypothesis 4bThe best performance group sells more of fresh fillets in the second half of the

year when the supply is limited and the prices are higher
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3.4.5 Raw materal procurement strategies

To pursuedifferentiated high qualy/high price marketing strategielswould expecthatthe

firms in the whitefishfillet industry would take intcaccount that the quality of theet
whitefish supply is of a high standartihe fishing gears that are used to catch whitefish do
play an important role when it comes to the overall quality of the fish that are used in
processingwhitefish fillets Netting gears like bottom trawls, Danish seine and gillnets are
more likely to cause aimages on the fish than hooking gears like long line and hand line
(Akse et al., 2013). Whitefish fillets that have no visible damages are more attractive and
valuable products in the eyes of the customers than vehitBfiets that are showingisible
damages. To secure highest possible quality for the supply of whitefish, | would expect the
best performance group to be executprgcurementstrategies that secure them a better

quality of whitefish. Therefore the following hypothesis is raised.

Hypothesis 5:The best performance group acquiresrenwhitefish which is caught by

hooking geas.

3.4.6 Raw material prices

It is important that the companies &eusing on minimizing raw material costs, because the

price of the input factor has a major iqpae  on t he companiesé fina
Nor way, raw materi al costs account for bet
(Bendiksen, 2013). The Raw Fish Act curbs price fluctuations In Norway. In Iceland
however, there is no Raw Fish Act or Paggation Act. There the fishing fleet and the

whitefish fillet companies can be vertically integrated, which they are to a great extent
(Knatssonet al., 2008, Knuatssonet al., 2011)Moreover, Icelandic companies that are not
integrated can buy fish onti@nal fish auctionsKnutssonet al., 2010) In this study, | have
operationalized the raw material cost variable by calculating the average of annual raw
material cost per species (cod, haddock, and saithe) and divided it on the annual quantity per

speces. In this context, | assume that:

Hypothesis 6The best performanagoup pay less for raw materials at first hand than does
the othermperformance group
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