Dealing with the Competition, Chapter 7

· Michael Porter’s Five Forces

· Threat of intense segment rivalry: the greater number of existing competitors in the segment, the more unattractive the segment.

· Threat of new entrants: the easier it is for a new player to enter the segment, the more unattractive the segment.

· Threat of substitute products: the more potential substitute products there are, the less profitable the segment.

· Threat of buyer’s growing bargaining power: high buyer bargaining power will drive prices down.

· Threat of Supplier’s growing bargaining power: high buyer bargaining power drive up cost of inputs, thus lowering firm’s profitability

· Competitor Myopia: focus on current competitors rather than latent ones

· Dis-intermediation: displacement of traditional intermediaries (example: internet)

· Industry Concept of Competition
· # of buyers and Sellers: 

· Pure monopoly: only 1 firm.  Unregulated monopolist might charge high prices, do little or no advertising, and offer minimal service.  Regulated monopolies are required to charge lower prices.

· Oligopoly: small number of firms (usually large firms).  Pure Oligopoly – few companies produce 1 commodity product, so none could charge more than going price.  Differentiated oligopoly few companies offer products partially differentiated by quality, features, styling or service.  

· Monopolistic Competition: Many competitors who are able to differentiate their offers in whole or part (restaurants, for example)

· Pure Competition: many competitors offer the same product and services, so without differentiation, all prices would be the same.

· Entry, Mobility and Exit Barriers: barriers are high capital requirements, economics of scale, patents and licensing requirements, scarce locations, raw materials or distributors, and reputation requirements.  Exit barriers are legal/moral obligations to customers, creditors and employees, government restrictions, low asset salvage value, lack of alternative opportunities, high vertical integration, and emotional barriers.

· Cost structure: each company has a cost structure which affects its strategic conduct

· Degree of vertical integration: vertically integrated firms operate all aspects of the business.  Example is oil industry – producers of oil do everything form soup to nuts: exploration, drilling, refining, and service station operation.

· Degree of globalization: local versus global

· Market Concept of Competition definition “competitors are those that satisfy the same customer needs”.  What do you do once you ascertain who your competitors are?  Competitors analysis:

· Strategies: group competitors by their market strategy

· Objectives: identify the competitors’ objectives to understand drivers behind their actions

· Strengths and weaknesses: 5 tiers of competitive positions

· Dominant: this firm control the other competitors’ behavior and has many strategic options

· Strong: firm can take independent action w/o endangering its long term position and can maintain its long term position regardless of competitors’ actions

· Favorable: firm has an exploitable strength and a better opportunity to improve its position

· Tenable: firm’s performance is sufficient for it to remain in business, but it exists at the sufferance of the dominant company and has less opportunity to improve its position

· Weak: the firm has unsatisfactory performance and an opportunity for improvement; it must change or exit

· Nonviable: firm has unsatisfactory performance and no opportunity for improvement

Must continuously gauge competitors’ share of market, share of mind and share of heart

· Reaction Patterns: 4 types of competitors

· Laid-back: does not respond quickly

· Selective: reacts only to certain types of attacks

· Tiger: reacts swiftly and strongly

· Stochastic: exhibits no predictable reaction pattern

· Competitive Intelligence System

· Designing the competitive intelligence system

· Set up system: identify types of information, id the best information sources, and assign someone to manage the system and its service

· Collect data: collect data from field, competitor’s customers, published data.  

· Evaluate and analyze data

· Disseminate information and respond

· Selecting competitors to attach and to avoid

· Customer value analysis: customer survey to identify how firm stacks up to its competitors

· Attack strategy: there are several types of attack strategies to use when identifying which competitor to attack:

· Strong versus Weak: attack the weakest competitors first

· Close versus Distant: attack competitors who are most similar to the firm (ie Chrysler and Ford, not Jaguar)

· Good versus Bad: attack the guys who do not follow sound business practices

· Competitive Strategies: Market Leader
· Expand the total market by finding new users, creating new uses, and increasing usage per customer

· Defend Market Share through continuous innovation.  Aim of this strategy is to reduce probability of attack, divert attacks to less threatening areas, and lessen their intensity.
· Position Defense: build impregnate fortification around one’s territory (ie Coke owns just about every fruit brand there is to own under the sun)
· Flank Defense: erect outposts to protect a weak front or possibly serve as an invasion base for counterattack
· Preemptive Defense: attack before a rival starts its offense
· Counteroffensive Defense: invade attacker’s main markets in order to force it to defend its territory.  Use economic / politlca clout to deter attacker
· Mobile Defense: leader stretches its domain over new territories that can serve as future centers for defense and offense, using market broadening and market diversification
· Contraction Defense: strategically withdraw from weak territories
· Expand Market : expanding market share can increase profitability.  Things to watch for are (1) anti-trust violation (2) cost structure – profitability may fall sometimes because costs far exceed new revenues (3) don’t cut prices to win market share if it undermines the firms’ profitability

· Competitive Strategies: Market Challenger
· Define the strategic objective and opponents

· Choose a general attack strategy: 

· Frontal attack: attacker matches its opponent’s product, advertising, price, and distribution.  Not too smart since the one with greater resources will win the battle

· Flank attack: focus on a specific weakness or oversight, ie under-served customer segment or geography

· Encirclement attack: capture wide slice of competitor’s territory through blitz launching – grand offensive on several fronts.  Makes most sense if challenger commands superior resources and believes a swift encirclement will break the opponent’s will

· Bypass: attack easier markets to broaden resource base…ie diversify into new geographical markets, leapfrogging into new technologies.

· Guerilla Warfare: small, intermittent attacks to harass and demoralize the opponent

· Choosing a specific attack strategy

· Price discount: offer comparable product at lower price

· Cheaper goods: offer average or low quality product at a much lower price

· Prestige goods: higher quality good but charge much more

· Product proliferation: offer wider selection of products

· Product innovation

· Improved services

· Distribution innovations

· Manufacturing cost reduction

· Intensive advertising promotion

· Competitive Strategies: Market Follower
· Copy your competitors stuff!

· Counterfeit: fake Rolex

· Clone: emulate leader’s products, name and packaging w/ small twist

· Imitator: copy some things from competitor, but maintains differentiation in terms of packaging, advertising, pricing

· Adapter: improves the leader’s products

· Become a leader in a small market  -- specialize!

