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KSOM

 Competitive Positioning at the Business Level
* Value Creation Frontier

* Value Map

* Porter’s Generic Strategies

* The Strategic Logic of Cost Leadership

e Steps in Strategic Cost Analysis
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Pricing option
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Cost structure
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Value Creation Frontier
represents the maximum
value the products of
different companies inside
an industry can give
customers at any one time
by using different
business models.

Companies on the value
creation frontier have the
most successful strategy

in a particular industry.
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KSOM

Four Principal

Generic Strategies

1. Cost Leadership
2. Focused

Cost Leadership
3. Differentiation
4. Focused

Differentiation
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Generic Business Models

and the Value Creation Frontier

Differentiation
(higher costs/
higher prices)

Differentiators

Focused differentiators

] Cost leaders

Focused cost leaders

Cost-leadership
(lower costs/
lower prices)
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KSOM

Value Map
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%@ The Five Generic

Competitive Strategies

KSOM Type of Advantage Sought

Lower Cost Differentiation

Broad Range Overall Low-Cost Broad

of Buyers Leadership Differentiation
E;o Strategy Strategy
|§ Best-Cost
- Provider
V
= Strategy
f§° Narrow Focused Focused

Buyer Low-Cost Differentiation
Segment

Strategy Strategy

or Niche
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lﬁg‘ic The Strategic Logic of Cost Leadership

KSOM
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KSOM

Conditions Suitable for
Seeking a Cost Advantage

* When the nature of the product does not allow
benefit enhancement

c W
c W
ex

nen consumers relatively price sensitive and

nen the product is a search good rather than an

nerience good
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%\% The Strategic Logic of Cost Leadership
KSOM

* Price its product below the rivals and sell more or

 Match rivals’ price and achieve better price-cost
margins

e Offering the same benefits as the competitors do
(differentiation parity)

* Offering a slightly lower benefit (differentiation
proximity) or

* Offering a qualitatively different product.
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%\% Steps in Strategic Cost Analysis
KSOM

1. Identify value chain and assign costs & assets to it

2. Diagnose the cost drivers of each value activity &
now they interact with each other

3. Identify linkages

dentify competitors’ value chains, and determine
the relative cost of competitors & the source of
cost difference

5. Develop a strategy to lower cost position thru
controlling cost drivers or reconfiguring value chain

6. Protect differentiation parity/ proximity
7. Test the cost reduction strategy for sustainability

=
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;ﬁi@;{% Stage 1. Identify The Principal Activities

The Case Of Automobile Manufacture

PARTS R&D TESTING, | GOODS |SALES |5 sTR). | DEALER &
PURCH- | VEN. DESIGN |COMPONENT|ASSEMBLY [ QUALITY | INVEN- & BUTION [CYSTOMER
ASING TORIES | ENGNRNG MFR CONTROL | TORIES | MKITG SUPPORT
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KSO

Firm Infrastructure 9%

uman resource management 2%

Technology development 9%
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Outbound logistics 1%
Service 1 %

Marketing &

sales

Purchased operating input Human resource costs




i

KSOM Firm Infrastructure 16%

Human resource manageiment 1%

Technology development 2%
Procurement 1%

Marketing &sales 194

Service 2 %

Inbound  Operations 46%  Outbound
Logistics Loglgtlcs
8% Fixed assets 20%




;ﬁi@ Diagnose the cost drivers of each value activity &

how they interact with each other
KSOM
--Plant scale for each -- Level of quality targets | -- No. of dealers
component -- Frequency of defects -- Sales / dealer
+- Process technology -- Level of dealer
+ Plant location support
+ Run length -- Frequency of defects
-+ Capacity utilization under warranty
T 7 N
PARTS R&D TESTING, GOODS
zgﬁ\%{' INVEN- DESIGN COM,\';(F)F'{\'ENT ASSEMBLY | QUALITY | INVEN- SAgES DISTRI- [ DEALER &
TORIES | ENGNRNG CONTROL | TORIES |7 | BUTION |CUSTOMER
SUPPORT
¥ ¥ ¥ \
Prices paid --Size of commitment -- Plant scale --Cyclicality &
depend on: --Productivity of -- Flexibility of production predictability of sales
-- Order size R&D/design -- No. of models per plant | --Customers’
--Purchasesper |--No. & frequency of new | -- Degree of automation willingness to wait
supplier models -- Sales / model
-- Bargaining powef -- Wage levels
-- Supplier location -- Capacity utilization




3@2’5 ldentify linkages

KSOM

Designing different models around

Consolidation of orders to increase common components apd platforms
discounts. increases inventories reduces manufacturing costs

N o

PRCHSNG | PARTS R&D COMPONENT | ASSEM- |TESTING |GOODS | SALES |DSTRBTN| DLR
INVNTRS DESIGN MFR BLY QUALITY INV MKTG CTMR
Higher quality parts and materials Higher quality in manufacturing
reduces costs of defects reduces warranty costs
at later stages
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laentity competitors value chains, and
determine the relative cost of competitors
& the source of cost difference

Process innovations
lowering production costs

Product redesign t
number of components

Safety training for all employees reduces absentee
downtime, and accidents

development

resource
management

Reduced levels of management Computerized, integ
cuts corporate overhead

system reduces errors and costs

Favorable long-term contracts; captive suppliers or key

eneral’
administration
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M@U Develop a strategy to lower cost position

thru controlling cost drivers




M@B‘ Develop a strategy to lower cost position

KSOM

thru reconfiguring value chain...

A different production process
Difference in automation

Direct sales instead of indirect sales
A new distribution channels

A new raw material

Maijor differences in forward or backward vertical
integration

Shifting the location of facilities relative to suppliers
and customers

New advertising media
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M@V Develop a strategy to lower cost position

thru reconfiguring value chain...
KSOM

* Reasons for cost advantage

— Presents the opportunity to fundamentally
reconfigure a firm’s cost, compared to settling for
incremental improvements.

e Eg. No-frills airlines (50% less cost)versus Trunk Airlines

— Altering the basis of competition in a way that favors a
firms strength.

e Eg. Carbo-thermic Reduction process versus. Alumina
route by Japanese firms to produce metal from Bauxite
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M@u Develop a strategy to lower cost position

thru reconfiguring value chain...
KSOM

To identify new value chain

 How can the activity be performed differently or
even eliminated?

* How can a group of linked activities be recorded or
regrouped

* How might coalitions with other firms lower or
eliminate costs
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%@r{% Protect differentiation parity/ proximity
KSOM

@Ashok K. Sar SFM2010: Low Cost Leadership 21



;ﬁ;@% Test the cost reduction strategy for

KSOM

sustainability

Better positioned than RIVAL COMPETITORS to
compete offensively on basis of price

Low-cost provides some protection from bargaining
leverage of powerful BUYERS

Low-cost provides some protection from bargaining
leverage of powerful SUPPLIERS

Low-cost provider’s pricing power acts as a
significant barrier for POTENTIAL ENTRANTS

Low cost puts a company in position to use low price
as a defense against SUBSTITUTES
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