Competitive Advantages

Building Competitive Advantage via Low-cost Leadership

A firm’s cost position is the result of comprising its total activity cost-chain. Nine major types of cost drivers can play in determining costs in each activity segment of the chain.

1. Economics or diseconomies of scale

Economics or diseconomies of scale can exist in virtually any segment of the activity-cost chain.

2. Experience curve effects

Experience based cost savings can come from 

· improved layout, gain in labour efficiency,

· redesign of machinery and equipment to gain increased operating speed,

· getting samples of rivals products and having design engineers study how they are made

3. The percentage of capacity utilization

Increasing the percentage of capacity utilization spreads indirect and overhead costs over larger fixed asset utilization.

4. Linkage with other activities in the chain

When the cost of one activity is affected by the other activities, there is opportunity to lower the costs of the linked activities via superior coordination.

5. Sharing opportunities with other business units within the enterprise

When an activity can be shared with a sister unit, there can be significant cost savings.

6. The extent of vertical integration

Partially or fully integration into the activities of either suppliers or forward channel allies can allow cost savings when it is feasible to coordinate adjacent activities in the overall cost chain.

7. Timing considerations associated with first mover advantages and disadvantages

The first major brand in the market may achieve lower costs of establishing and maintaining a brand name.

8. Strategic choices and operating decisions

A number of strategic decisions and operating decisions can affect costs:

· increasing/ decreasing the number of products offered

· adding/ cutting the services provided to buyers

· incorporating more/ less performance and quality features into the product

· paying higher/ lower wages to employees relative to rivals

· increasing/ decreasing the number of different forward channels utilized in distributing the firm’s product

· raising/  lowering the levels of R & D support as compared to rivals

· having more/ less emphasis on achieving higher levels of productivity, as compared to rivals

9. Locational variables

Locations differ in their prevailing wage levels, tax rates, energy costs and so on. Opportunities may exist for reducing costs by relocating plants, field offices, warehouses, and headquarters operations.

Ways to Achieve a Cost Advantage

A cost advantage is achieved when a firm’s cumulative costs across the overall activity cost chain are lower than competitor’s cumulative costs. a advantage generates superior profitability when buyers consider the firm’s product to be comparable to the products of competitors.  In a generic sense there are two ways to pursue a cost advantage:

1. do a better job of controlling the cost drivers vis-à-vis competitors; and

2. revamp the make up of the activity-cost chain by doing things differently and saving enough in the process that customers can be supplied more cheaply

The primary ways to achieve a cost advantage via revamping the makeup of the activity-cost chain include:

· using a different production process

· automating a particularly high-cost activity

· finding ways to use cheaper raw materials

· using new kinds of advertising media and promotional approaches relative to the industry norm

· selling directly through one’s own sales force instead of indirectly through dealers and distributions 

· relocating facilities closer to suppliers or customers

· achieving a more economical degree of forward or backward vertical integration relative to competitors

Pitfalls in Pursuing a Cost Advantage

Gaining a sustainable cost advantage is mot an easy task, there are a number of common pitfalls:

· Focusing too heavily or even exclusively on manufacturing costs.

· Overlooking activities that represent a small fraction of total costs.

· Not understanding what factors really affect costs per unit.

· Striving exclusively for incremental cost improvements in the existing activity-cost chain and not broadening the search to include ways to revamp the chain.

· Pursuing cost reductions so zealously that differentiation of the firm’s is undermined by cutting out performance features and eliminating helpful customer services.

Building Competitive Advantage via Differentiation

When differentiation offers-value to the customer, if yields competitive advantage. Successful differentiation allows a firm to:

1. command a premium price

2. sell more units of its product at a given price

3. realize greater degrees of buyer loyalty

Differentiation can produce superior profitability if the price premium achieved exceeds any added costs associated with accomplishing differentiation. Differentiation can be achieved by the following ways:

· The procurement of raw materials that affect the performance or quality of the end product.

· Product oriented R&D efforts that lead to improved designs, performance features, product variety and so on.

· Production process oriented R&D efforts that lead to improved quality, reliability, and product appearance.

· The manufacturing process insofar as it emphasizes zero defects, long-term durability, maintenance free-use, and consistent product quality.

· The outbound logistics system to the extent that it improves delivery time and accurate order fulfillment.

· Marketing, sales and customer service activities that result in helpful technical assistance to buyers, faster maintenance and repair services, more and better product information provided to customers, better warranty coverage’s and greater customer convenience.

Pitfalls of Pursuing a Differentiation-Based Competitive Advantage

There are no guarantees that differentiation will produce a meaningful competitive advantage. Differentiation can be defeated when competitors are able to quickly copy most kinds of differentiation attempts. The most common pitfalls to pursuing differentiation include:

1. Trying to differentiate on the basis of something that does not lower buyer cost.

2. Over differentiating so that price is too high as compared to competitors.

3. Trying to charge too high a price.

4. Ignoring the cost of differentiation.

5. Not under standing or identifying what the buyer will consider as value.
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