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Business-Level Strategy

KNOWLEDGE OBJECTIVES

« Define business-level strategy.

 Discuss the relationship between customers and
business-level strategies in terms of who, what,
and how.

« Explain the differences among business-level
strategies.

« Use the five forces model to explain above average
returns

 Risks of using each of the business-level strategies.



T —|
Business-Level Strategy

- A business-level strategy is an integrated and
coordinated set of commitments and actions the firm
uses to gain a competitive advantage by exploiting
core competencies in specific product markets.

- Every firm forms and uses a business-level strategy.

- Business-level strategy is the core strategy—the
strategy that the firm forms to describe how it
intends to compete in a product market.

Customers: Their Relationship with Business-
Level Strategies

In selecting a business-level strategy the firm
determines:

1. who it will serve

2.what needs those target customers have that it
will satisfy

3.how those needs will be satisfied -
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Effectively Managing Relationships with
Customers

Customer relationships are strengthened by
offering them superior value.

« Delivering superior value often results in
increased customer loyalty.

« Customer loyalty has a positive relationship with
profitability.

Reach, Richness, and Affiliation

Establish a competitive advantage along these
dimensions:

« Reach
the firm’s access and connection to customers
e Richness

the depth and detail of the two-way flow of
information between the firm and customers

- Affiliation
facilitating useful interactions with customers



Who: Determining the Customers to Serve

Market segmentation is a process used to
cluster people with similar needs into individual and

identifiable groups.

What: Determining Which Customer Needs to
Satisfy

« Needs (what) are related to a product’s benefits
and features.

A basic need of all customers is to buy products
that create value for them.

« The most effective firms continuously strive to
anticipate changes in customers’ needs.



How: Determining Core Competencies
Necessary to Satisfy Customer Needs

« Firms use core competencies (how ) to
implement value-creating strategies and thereby
satisfy customers’ needs.

« Only those firms with the capacity to
continuously improve, innovate, and upgrade
their competencies can expect to meet and
hopefully exceed customers’ expectations across
time

Business-Level Strategies

The purpose of a business-level strategy is to
create differences between the firm'’s position and
those of its competitors.



Types of Business-Level Strategies

Competitive Advantage

Cost Uniqueness

Broad st Differentiation
target

Leadership/
Scope

Differentiation

.- Integrated Cost ‘
Competitive

Narrow Focused Cost
target Leadership

Figure 4.2 Five Business-Level

Strategies

Cost Leadership Strategy @

- The cost leadership strategy is an integrated
set of actions taken to produce goods or services
with features that are acceptable to customers at
the lowest cost, relative to that of competitors.

« Firms using the cost leadership strategy
commonly sell standardized goods or services
(but with competitive levels of differentiation) to
the industry’s most typical customers.
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Cost Leadership Strategy

How to complete
the primary and support activities

— o reduce costs still further while maintaining
competitive levels of differentiation?

« As primary activities: inbound logistics and
outbound logistics
« Support activities: for example procurement
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Cost Leadership Strategy

Firm Cost-effective Relatively few Simplified
hirastructure management managerial layers in order planning practices to

information systems  to reduce overhead costs  reduce planning costs

Consisent policies Inerse and effective training
"“"‘"" Resou:oe to reduce turnover costs programs to improve workar
nagemen effidency and effectivensss %
Technolo Easy-b-use manucturing Imestments in technologies in order Z
Develop mg"'" technologies to reduce costs asscciated with a fim's
manufacturing processes
Systems and procedures to find the Frequent evaluation
Procurement lowest-cost (with acosptable quality) processes o monior

product to purchase as raw materials suppliers' performances

Highly Use of A delivery Asmall, Efficient and
efficient aconomies of schadule that highly trained proper produd
systemsto link | scaletoreduce | reduces costs salks force installations
suppliers’ production inorder to
products with | costs raduce the
the fim's frequency
production Construction of | Selection of Products and
processes efficiert-scale low-cost priced so senerity
production trarsportation asto of
facilities carriers generate recalls
significant
sales
volume

Inbound Operations Outbound Marketing Service
Logistics Logistics and Sales
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Ryanair Cost Leadership Strategy

« Airport-related cost savings
Secondary airports
Sort of monopoly on many of its routes
Short-haul/point-to-point flights

- Aircraft-related cost savings: 77 YEARS
Single type of aircraft (Boeing 737-800) OF LOW
High aircarft usage (fast turnaround) 1985-2015 FARES

7YRYANAIR

« Personnel-related costs savings:
Salaries lower than the industry average
Salary payments on Ryanair credit cards
“Saving” on social security

« Customer service costs:
Direct Internet booking
Rigid terms towards passengers

Cost Leadership Strategy and the Five Forces
of Competition

 Rivalry Among Competing Firms
Can use cost leadership strategy to advantage
since:
= competitors avoid price wars with;
cost leaders, creating higher
profits for the entire industn‘




 Bargaining Power of Buyers
Can mitigate buyers’ power by:

= driving prices far below competltors causing
them to exit and shifting power w

back to the firm

Threat of Bargaining power
substitute products of buyers

 Bargaining Power of Suppliers
Can mitigate suppliers’” power by:
» being able to absorb cost increases due to low
cost position

- being able to make very large
purchases, reducing chance of
supplier using power

Threat of Bargaining power

substitute products of buyers




« Threat of New Entrants
Can defend against new entrants because:
= their need to enter on a large scale in order to
be cost competitive

= the time it takes to move down
the learning curve

Threat of Bargaining power
substitute products of buyers

« Threat of Substitute Products
Well positioned relative to substitutes because:

= make investments to be first to create

substitutes
> buy patents developed by potential
substitutes
= lower prices in order to maintain/
value position 3

Threat of Bargaining power
substitute products of buyers



Competitive Risks of the Cost Leadership
Strategy

- Dramatic technological change could take away
your cost advantage.

 Focus on efficiency could cause cost leader to
overlook changes in customer preferences (with
a negative impact on pricing).

- Competitors may learn how to imitate value
chain.

Differentiation Strategy “

- The differentiation strategy is an integrated
set of actions taken to produce goods or services
(at an acceptable cost) that customers perceive
as being different in ways that are important to
them.

« Through the differentiation strategy, the firm
produces nonstandardized (that is, unique)
products for customers who value differentiated
features more than they value low cost.
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Differentiation Strategy

Firm Hghly developed informaton A compeny-wide emphasis on
Infrastructure sysEMs b beterunderstand heimportance of produdng
austamers’ purchasing preferences  high-quality produc s
H Re Compensation progams Somewhal extensive use of Supelor
UMEN FesOUce intended to encourage worker  subjective rather than personnel
Management creativity and produc tivity objectve performarce measues  training ﬁ‘%
Technolog Streng capalility in hvestiments in technolagies that will £
Developm LA basic research allow he 1m 1 produce highly
difierentiated producs
Systems and procedures us ed Purchase o highest-cuality
Procurement to find the highest-quaity replacement parts
raw materids
Superor Consistent Accurale and Extensive Exiensive buyer tain-
handling of manuaciuring resporsive ganting of ing o assure high-
incaming raw | of dtractive order- cred! buying quality prduct
makedds soas | produds processing amangemens installations
1o minimize proceduras for custamers
damage and Complete
1o improve the | Rapid res ponses | Rapid and Extersve field stock-
quality ofthe | to customers’ timely product personal ing o replace-
final product unique delveries relatiors hips ment
manuacturing | tocustomers wihbwers parts
spedificaions and supplers
Inbound Operations Outbound Marketing Service
Logistics Logistics and Sales
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Apple Differentiation Strategy

o Innovation related choices:

= First mover strategy, creating new markets
= Apple “eco-system”
= Closed innovation and “own"” standard

« Product features-related choices:
o Innovative
= High performance
= High price

« Distribution related choices:
= Selected
= Conveying a special atmosphere

« Branding related choices:

= Corporate value & Steve Jobs
= Unique brand experience



 Rivalry Among Competing Firms
Can defend against competition because:
= brand loyalty to differentiated product offsets

price competition

Threat of Bargaining power
substitute products of buyers

« Bargaining Power of Buyers
Can mitigate buyer power because:

= well differentiated products reduce customer
sensitivity to price increases




« Bargaining Power of Suppliers
Can mitigate suppliers’ power by:
= absorbing price increases due to higher
margins
= passing along higher supplier
prices because buyers are loyal
to differentiated brand

Threat of

Bargainin wer
substitute products . ki

of buyers

« Threat of New Entrants
Can defend against new entrants because:

= new products must surpass proven products
or,

= new products must be at least equa

performance of proven products,
but offered at lower prices

Threat of Bargaining power
of buyers

substitute products



« Threat of Substitute Products
Well positioned relative to substitutes because:

> brand loyalty to a differentiated product tends
to reduce customers’ testing of new products
or switching brands

Competitive Risks of the Differentiation
Strategy

« Customers might decide that the price differential
between the differentiator’s product and the cost
leader’s product is too large.

« Firm’s means of differentiation may cease to provide
value for which customers are willing to pay.

- Experience may narrow customer’s perceptions of
the value of differentiated features of the firm’s
products.

« Makers of counterfeit goods may attempt to
replicate differentiated features of the firm'’s
products.



Focus Strategies

- The focus strategy is an integrated set of
actions taken to produce goods or services that
serve the needs of a particular competitive
segment.

= @ particular buyer group
- a different segment of a product line
= a different geographic market

Focus Strategies

Firms can create value for customers in specific
and unique market segments by using the

 the focused cost leadership strategy
or

- the focused differentiation strategy.



Competitive Risks of Focus Strategies

 Firm may be “outfocused” by competitors.

- Large competitor may set its sights on your
niche market.

« Preferences of niche market may change to
match those of broad market.

Integrated Cost Leadership/Differentiation
Strategy

« The integrated cost leadership/ differentiation
strategy involves engaging in primary and
support activities that allow a fi rm to
simultaneously pursue low cost and
differentiation.

« The aim is to efficiently produce products
(source of maintaining low) with some
differentiated features (creating unique value) .



Integrated Cost Leadership/Differentiation
Strategy

 Flexibility is required for firms to complete primary
and support activities in ways that allow them to
use the integrated cost leadership/differentiation
strategy in order to produce somewhat
differentiated products at relatively low costs.

Three source of Flexibility:

 Flexible manufacturing systems,

« Information networks,

- and Total quality management systems

Competitive Risks of the Integrated Cost
Leadership/Differentiation Strategy

« An integrated cost/differentiation business level
strategy often involves compromises (neither the
lowest cost nor the most differentiated firm)

« The firm may become “stuck in the middle”
lacking the strong commitment and expertise
that accompanies firms following either a cost
leadership or a differentiated strategy



Competitive Rivalry’s Effect on Strategy

« Success of a strategy is determined by:
> the firm’s initial competitive actions.

o hr?w well it anticipates competitors’ responses to
them.

> how well the firm anticipates and responds to its
competitors’ initial actions.

« Competitive rivalry:
- affects all types of strategies.

= has a dominant influence on the firm’s business-
level strategy or strategies.

A model of Competitive Rivalry

 Firms are mutually interdependent when:

- a firm’s competitive actions have noticeable effects
on its competitors.

- a firm’s competitive actions elicit competitive
responses from its competitors.

= competitors feel each other’s actions and
responses.

- Marketplace success is a function of both individual
strategies and the consequences of their use.



A model of Competitive Rivalry

COMPENUVERNEIYSIS Drlvars of Comgaiiidye Baizvlor
Viarket'commuonality, AN AT eness)
Resource similarity SNetivation

SALIItY

Feedback Competitive Rivalry
. + Likelihood of attack

*First-mover benefits
Outcomes -Organizational size
Market position *Quality
Financial performance * Likelihood of response
*Type of competitive action
*Actor’s reputation
*Market dependence

Blue Ocean Strategy

Through innovation, companies can create new industries
where competition does not exist (blue ocean)

... instead of fighting for positiong & market share in
existing markets (red ocean)

This is the case with iphone or Bla-bla car

Red ocean strategy | Blue ocean strategy

Compete in existing market space. | Create uncontested market space.

Beat the competition. Make the competition irrelevant.

Exploit existing demand. | Create and capture new demand.

Make the value/cost trade-off. Break the valuefcost trade-off.

Align the whole system of acom- | Align the whole system of a company’s
pany’s activities with its strategic | activities in pursuit of differentiation
choice of differentiation or low cost. | and low cost.

Source: W.C. Kim & R. Mauborgne, Blue Ocean Strategy, Harvard Business Review, October 2004



Past examples of Blue ocean strategies

Was the blue ocean At the time of the blue
created by a new Was it driven by ocean creation, was
entrant or an technology pioneering the industry attractive

Key blue ocean creations incumbent? or value pioneering? or unattractive?

Ford Model T New entrant Value pioneering* Unattractive

Unveiled in 1908, the Model T was the first mass-produced (mostly existing technologies)

car, priced so that many Americans could afford it.

GM’s “car for every purse and purpose” Incumbent Value pioneering Attractive
GM created a blue ocean in 1924 by injecting fun and (some new technologies)

fashion into the car.

Japanese fuel-efficient autos Incumbent Value pioneering Unattractive

Japanese automakers created a blue ocean in the mid-1970s (some new technologies)
with small, reliable lines of cars

Chrysler minivan Incumbent Value pioneering Unattractive
With its 1984 minivan, Chrysler created a new class of auto- (mostly existing technologies)

mobile that was as easy to use as a car but had the passenger

space of a van.

Source: W.C. Kim & R. Mauborgne, Blue Ocean Strategy, Harvard Business Review, October 2004
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Cirque du Soleil

Cirgue du Soleil redefined circus entertainment
positioning themselves in a new segment of entertainment

CIRQUE DU SOLEIL




Revising the offering....

A “blue ocean” strategy redesign the company offering,
cutting out (or at least reducing) negative elements
As well as including new & attractive positive features

ELIMINATE REDUCE RAISE CREATE
Cirque du Soleil
High P ——— A
Ringling Bros. .~ o —i —
Low
Star performers Aisle concessions Fun and humor Unique venue Artistic music and

dance
Price Animal shows Multiple show arenas Thrills and danger Theme



