
CHAPTER 9  
 
QUESTION 

Identify and briefly explain in three (3) to four (4) sentences the five competitive strategies 
available for an organisation to obtain and maintain a competitive advantage. 
 
ANSWER (to be discussed in detail with exam questions) 
 
Differentiation, Low cost, Focus, Pre-emptive move and Synergy 
 

 
DIFFERENTIATION STRATEGY 
 
QUESTION  
Discuss differentiation strategy as a competitive strategy using the following framework: 

 Explain the strategy (6) 

 Explain in detail the differentiation options (14) 

 Discuss FIVE common pitfalls of a differentiation strategy (5) 
 
Read the XXX case study and answer all the questions below. 
Use examples from the study to explain how Bell Equipment to differentiate their offerings from that of 
competition. (15) 
 
Differentiation is defined as the process whereby the organization’s market offering is adapted 
physically of psychologically from competing products in such a way that the customers regard it as a 
totally different product or service. Differentiation can be in the form of quality, prestige features, service 
back up, reliability or convenience of the product or service. 
 

 
 

 Differentiation by means of product/service quality Product quality goes hand in hand with 
performance, durability and reliability. For services, the politeness, helpfulness and friendliness of 
the staff of a organization all serve as a measure to evaluate the quality of services. 

 Differentiation by brand Brands distinguish competitive products from one another but also gives 
them specific symbolic value, creating an image or personality for the product. 

 Differentiation by unique product characteristics Unique product characteristics which make a 
product some what better or different, initially create a competitive advantage.   

 Differentiation by distribution New and unusual distribution channels not only create new market 
possibilities but can also serve as to differentiate products.  E.g. Dell selling PCs through direct 
distribution. 

 Differentiation based on consumer orientation An organization that intentionally strives to meet 
consumer needs, demands and preferences, had already laid the basis for a strong and sustainable 



competitive advantage.  Customers are inalienable assets because they do not even consider buying 
the products of competing enterprises. 

 
SUSTAINABIILITY OF DIFFERENTIATION 

 The continuance of the perceived value of the differentiation in the eyes of the consumers who buys 
the product or service. 

 The speed or lack of it, of invitation by competitors.  (The period between launch of an innovation 
by the organization and imitation by competitors is called lead-time). 

 
The following conditions make it easier for an organization to sustain its differentiation: 
(i) When an organization’s sources of uniqueness have barriers to competitors. 
(ii) When the organization has a cost advantage in differentiation of its product or service. 
(iii) When there are multiple sources of differentiation. 
(iv) The organization creates switching costs at the same time that it differentiates. 
 
*A switching cost is a fixed cost that buyers must pay if they change suppliers. 
 
COMMON PITFALLS OF A DIFFERENTIATION STRATEGY 

 Uniqueness that is not only available to the organization – if price is increased, will customers 
continue to buy? 

 Over-elaborating – quality levels are higher than the consumer’s need hence an organization 
becomes vulnerable to competitors who offer the exact qualify. 

 Too big a price difference – customers may re-evaluate the differentiation on offer. 

 Ignoring the need to signal value to the consumer – consumers must see value and it’s the duty of an 
organization to bring this value to the attention of the consumer. 

 Not knowing the cost of differentiation – the cost must be compared with the price difference gained 
by differentiation. 

 Focus on the product instead of the whole value chain  

 Failure to recognize different segments. 
 
LOW COST STRATEGY 
Discuss low-cost strategy as a competitive strategy using the following framework 
1) Explain the strategy 
2) Cost drivers 
3) Pitfalls of low-cost 
4) Give an example of an organisation that follows a low-cost strategy. Motivate your choice. 
 
Organisation that follows a low cost strategy concentrate on reducing their costs of manufacturing with 
the ultimate aim of lowering their prices to the customers.  The strategy is also known as cost leadership 
and it involves efficiency drives, tight cost controls and a preoccupation with low cost manufacturing. To 
ensure cost savings, an organization should establish a low cost culture so that employees will constantly 
look out for the wastage of resources and will attempt to keep costs low. 

 
*Higher profit and the availability of funds to expand the market share, utilise new opportunities and 
develop new products stems from the basis of preventing squandering. 
 
Two distinct alternatives that an organization can select in order to be profitable. 
(i) Lower margins/higher share The low cost manufacturers usually earn lower profit margins than 

differentiated marketers but because of this they gain a higher share of the market. 
(ii) Lower costs/higher margins The low cost manufacturer tries to reduce costs faster than prices, 

hence higher profit margins than a share of the market. 
 
Cost drivers are those factors that when combined, determine the cost of a given activity of an 
organization and result in the determination of the cost position of the organisation in the sector. 

 
Examples of Cost Drivers 



(a) Economies of scale These are cost advantages (benefits) gained by a firm as a result of operating 
on a large scale e.g. Purchasing in bulky, family advertising. 

(b) No frills products/service Removing all frills and extras from the product or service. 
(c) Low cost distribution Selection of a cheaper channel can create cost advantages e.g., use of the 

Internet and mail order has assisted firms to avoid retailer margins and carrying large volumes of 
inventory. 

(d) Location cost advantage Locations differ in terms of costs such as labour, expertise, customers and 
raw materials. 

* A favourite location situated near suppliers affects inbound logistical costs while being close to the 
customers for its products affect outbound logistical costs. 

(e) Institutional factors such as government legislation, unionization, sales subsidies and tariffs and 
levies are also important cost drivers.   

 
Pitfalls In Following A Low Cost Strategy 
(i) Concentrating only on manufacturing costs – the total value chain, starting from the earliest input, 

must be scrutinised to establish where costs can be reduced. 
(ii) Ignoring the purchasing or procurement function. 
(iii) Overlooking smaller activities e.g. maintenance. 
(iv) Failure to exploit linkages  
(v) Contradictory cost reduction exercises 
(vi) Entry of lower-cost competitors – which may lead to price wars. 
(vii) Reduced flexibility – developments that lead to failure to respond to market changes. 
 
FOCUS STRATEGY 
 
QUESTION Discuss focus strategy as a competitive strategy using the following framework: 

a) Explain the strategy (6) 
b) Ways to focus (3) 
c) Advantages of focus strategy (5) 
d) Sustainability of focus strategy (6) 
e) Conditions that make a focus strategy attractive. (5) 

 
The aim for a focus strategy is to create a sustainable competitive advantage for the organisation by 
opting to occupy only one specific niche in the market with a limited product range. This is normally done 
when an organisation’s resources and abilities are insufficient to tackle a full-scale battle in the mass 
market. 

 
There are two basic options through which an organization can obtain sustainable competitive advantage 
using the focus strategy. 
(i) Low cost – the organization must find a buyer segment whose needs would be less costly to meet 

than those of the mass market. 
(ii) A Focus Strategy Based on Differentiation - This option requires a specific buyer segment in the 

market that wants unique product attributes. 
*A focus strategy assumes that organizations who are involved in mass marketing do not serve the target 
market as nichers do. 
 
Ways to achieve a focus strategy 
(i) Focusing on the product line. 
(ii) Targeting a specific target market 
(iii) Choosing a limited geographical 
(iv) Targeting low-share competitors – a portion of the market ignored by big competitors. 

Advantages of a focus strategy 

Aaker identifies a number of advantages that an organization can gain from following a focus strategy. 

◦ Avoiding distraction or the delusion of the strategy all assets, skills and functional strategies are 
focused on one product/market. 

◦ Allowing an organization to make an impact with limited resources. 



◦ Providing potential to by pass competitor assets and skills – an organization can compete in its own 
comfort zone i.e. its own terms. 

◦ Providing a positioning device – the organization can choose to trade off the potential sales volume 
for a less competitive environment in which it can grow and prosper. 

 
Sustainability of a focus strategy 
Porter identified three factors that determine how sustainable a focus strategy is against competitors. 
(i) Sustainability against broadly targeted competitors the more different the focuser’s value chain is 

from the value chain is from the value chain of a broadly based competitor, the more sustainable 
the focus strategy would be. The sustainability will erode if the differences between the segments 
diminish over time, if technology reduces the cost of serving multiple segments or if it becomes too 
expensive to develop a specialized value chain tailored to the focus segment. 

(ii) Sustainability against imitators if the segment is small and stable, entry could be difficult.  The 
opposite is true.  However an organization should develop entry barriers to ensure sustainability 
against imitators. 

(iii) Sustainability against segment substitution Factors such as technology or changes in 
environment could lead to the market eroding or disappearing completely. 

 
General conditions that make a focus strategy attractive to an organization 

 The segment, which the organisation wants to focus, is big enough to be profitable. 

 The potential segment has good growth potential  

 The potential segment is not crucial to the success of the major competitors. 

 The organization has the skills and resources to serve the segment effectively. 

 The focusing organization can defend itself against challengers. 
 
PRE – EMPTIVE MOVE (First mover advantage) 
It involves being “first in the field” with a new product or service.  The pre-emptive move provides a 
sustainable competitive advantage to an organization that is first within a new skill or asset.  
Important factors to consider when contemplating a pre-emptive strategy 
 
There are three important requirements: 
(i) Being first requires some form of innovation by the organization. 
(ii) A substantial commitment of resources is usually called for, which could be risk. 
(iii) The pre-emptive move assumes it will be difficult for competitors to copy or counter the 

organization’s advantage. (Ensure that competitors will find it difficult to copy). 
 
Sources of Pre – emptive Opportunities 
(i) Supply systems – access to the sole, best or least expensive source of supply. 
(ii) Product opportunities – an advantage that competitors will be reluctant to compete.  The objective 

of the first mover is to become the industry standard. 
(iii) Operations systems – by pioneering a new operation system, that is effective in reducing cost and 

or enhancing product quality, the organization may create sustainable competitive advantage e.g., 
Total Quality Management (TQM). 

(iv) Customer opportunities – a first mover may entice customers by creating high switching costs. 
(v) Distribution and service systems – a retail chain may pre-empt competitors by taking up strategic 

retail sites, thus preventing competitors from competing effectively in a certain area.  
 
Advantages of a Pre-emptive move 
1) Image and reputation of the organization. 
2) Early entry kick starts the learning process in an organisation which then builds up experience. 
3) Customer loyalty is usually greater between the buyer and the first moving organization. 
4) Absolute cost advantages can be gained by early commitment to a supplier of raw materials and 

distribution channels.  
 
Disadvantages of a pre-emptive move  
1) The way competition will develop and how the target market develops is unknown to the first mover. 



2) The costs of opening up the target market are usually prohibited eg. Educating the customer, 
government approval and employing will qualified human resources. 

3) Early competition with small, newly started organizations could be costly, but even tougher 
competitors will appear later on. 

4) Technological changes can make the early investments obsolete and may allow late entrants the 
advantage of having the newest products and process. 

 
THE FOLLOWER STRATEGY 
Some organization may be beaten by a pre-emptive move or just closes to let someone else take all the 
initial risks while it watched closely, (wait and see strategy). 
 
Advantages to the follower include: 

- Positioning mistakes  

- Marketing mistakes e.g. lack of introductory advertising to gain awareness. 

- Technology flexibility 

- Limited resources  
 
*The above information shows that organizations with limited resources and capabilities may avoid the 
pre-emptive move and follow the follower’s strategy. 
 
SYNERGY 
 
QUESTION Discuss the forms of synergy that a company will gain (15). 
 
The principle of synergy is that the whole organisation becomes greater than the sum of the parts.  
Business synergy usually take one of the following six forms:- 
a) Shared know how leveraging core competencies and sharing best practices. 
b) Shared tangible resources e.g. manufacturing capacity, research results  
c) Pooled negotiating power e.g. to pool purchasing in retail  
d) Coordinated strategies – so as to reduce inter unit rivalries  
e) Vertical integration – to reduce inventory costs, speed up product development and improved 

market access. 
f) Combined business creation – to ensure corporate regeneration and growth. 
 
Advantages of synergy 

 Increased customer value and a resultant increase in sales if synergy is properly applied in the 
organisation. 

 Decreasing operating costs through economies of scale  

 Reduced investment and higher resource productivity for the organization. 
 
*Synergy may sometimes be detrimental when an organization is unable to quickly react to changes 
because of the shared use of equipment, key personnel and resources. 
 

 


