Creating Competitive
Advantage

han you walk into a Washingion Mutual branch for the first time, you'll
probably do a double take. This just isn't your usual bank. There are no
teller windows or desks, no velvet ropes, and no marble counters.
Instead, you'll find @ warm and inviting ratall environment, complete with a
concierge area where WaMulians (that's what employees call themsetves) mest and
greet customers. According to Washington Mutuat, the idea is to create a place
where bartk customers want to go rather than have to go. "We make our financial
centers inviting, not institutional,” says the bank. In many respecis, a Washington
Mutual branch is mose like a retaif store than a bank.
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This is the bank of the future, Washington Mutual style (WaMu, to the faithiul).
Sales associates are dressed in Gap-iike gear: blue shirts, knaki parits, and
riavy sweaters. Bul there's not a rack of cargo pants in sight, and denim shirts
are in shart supply. if you want a mutual fund, however, a young womar is
zager i help. i it's a checking account you need, step right up W the
cancierge satian, and a friendly young man will direct vou to the righl naak. H
yaur kids get 1ussy while you're chatting about overdgraft protection, send them
over to the kids cormer, called Walu Kids, whers they can amuse themselves
with gaimes, books, and cther activities.

The bank's logk and feel are intended o put the ‘retail’ back in retail bank-
ing. Krown internally as Ogcasio (Latin for “favorable apportunity™), the format
grew out of 18 months of intense market research that investigated every cus-
fomer touch paint i a branch. One of the primary innovations of the bank's
design is teller towers, pedestals where saies associates stand in front of
SCreens f|e|d|ng transactions, They handle no money. Custorners who need
cash for “wamoala"} are given a slip, which they take over to a cash-dispensing
machine. This is centrat to the bank's true goal: cross-selling products by help-
ing customers to find additicnal products and services they might value.
Because they aren't tethered {o a cash drawer, tellers who discover that a cus-
tornar's kid just got into college can march that person over to an education-
toan officer, Or they can steer newlyweds 1o the mortgage desk,

This format might seem unusual for a bank, but it's working for Washington
Mutual. The company’s 2,600 facilities around the country pull in more than $21 bi-
fion in yearly revenues. Last vear, revenues grew almost 34 percent; profits were up
19 percent. In litfle more than ten years, WaMu has grown from an obscure
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MNaorthwest theift into the nation's scventhi-largest financial institution, ils largest thrift
barik, and its rurmber-three mortgage lender.

Washington Mutuals success has resulted from its relentless dedication 1o a sim-
ple competitive marketing sirategy: cperatonal excellence, Sorme companies, such
as Ritz-Carlian hotels, create value through customer inimacy—by coddling cus-
iomers and reaping high prices and margins, Others, such as Microseft or Intal, cra-
ate value though product leadership—by ofiering a cantinuous stream of leading-
edge producls. I contrast, Washington Mutual creates value through a
Wal-Mari-like strategy of offering convenience and competitive prices.

Wahlu's high-tech, innovative retail stores provide customer convenignce but
cost much less ta staff and operate than a typical bank branch. "Thelr inexpensive
branch design allows Wahlu to make use of existing retail space and keep persan-
nel low,” notes a banking analyst. Leveraging thiz low cast, Walu can offer maore
affordable banking services, which in turn lets it arofilably serve the mass market
of mogerate-income censumers that other Ganks now overlock. tn fact, Wahly
wanls to be the Wai-Mart of the banking industry:

Wahtu's sirategy is simple: Deliver great value and comanient service for the
everyday Joe, “The blue-collar, lower white-collar end of the market is esher
urderserved or cverchargad,” says one analyst who has followed YWalu for
nearly iwa decades. The Home Depots, Targets, and Wal-Marts have built
empires by facusing on those custormers. Now Walu's CEQ, Kerry Killinger,
aims ta join their ranks. Killinger wants riothing less than 1o reinvent how peogle
think about banking. “In every retailing indusisy there are category killers who
figure out how to have a very low cost siructure and pass those advantages on
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" to customers, day in znd day out, with better pricing,” he says. I think we have a shot at doing
that in this segment.” His goal is to have his company mentioned in the same breath as Wal-
Mart and Southwest Airdines. "{We want 1o] be put info a different category, as a high-growth
refziler of consumer financial services," he says, without a frace of doubst. “We'li even start los-

ing the banking iabei.

Wahu's strategy focuses on building full customer refationships. It begins with offering what the
company considers to be its core relationship products: home mortgages and free checking with no
minimum balance reguirement o avoid a monthly fea. Pretty soon, custormers are happily hooked on
WaMu's entire range of banking services, According 1o one account:

"Checking accounis and morigages are two of the most important products for Main Street
America. Waldu can oifer a package of producis at a better value than you could get by offering
thase products independentiy. When you team the convenience and the price value, it's a very
powerful combination for the consumer.”

WaMu's cross-sefling, relaticnship-building forrriula is a powerfui one. Five years after starting with
free checking as their initiad relationship, Washington Mutual's househcdds on average maintain mare
than $23,000 in deposit, investinent, and home and consumer loan balances.

Wahlu's focus on customer relationships is a primary reason for the bank’s success, But the comn-
pany knows that to buiid strong customer relationships, iT must alse take good care of the employess
who mainfain those relgtionships. So WaMu has also created an exuberant corporate culture that
motivates and supports the WaMulians. I've naver seen an organization that lives its culture the way
this arganization dogs,” says Steve Rotella, WaMiu's president and chief oparating officer. Em'ployee
surveys show that “they view it a3 a special place and a place they wanl o work. " All of those warm
feelings translate into customer service, satisfaction, and value.

Will Washington Mutuai's cornpetitive marketing strategy of bringing value and convenience to
middle-Americans make # the Wal-Mart of the banking industry? WaMu is cartamiy well on #s way.
“You can have a lucky streak for a few gquarters, but you can't accomglish what they've done with
just a Jucky strezk," says an anaiyst. “They have good people; they have scale; they are very
focusad on their customers. For WaMu, the best is still to come.™!

Competitive advantage
An advantage over
competitors gained by
offering consumers greater
value than competitors offer.

Competiter analysis.

The pracess of identifying key
competitors; assessing their
ooiectives, strategies,
Sirengths and weakresses,
and reaction patterns; and
selectinig which compeatitors
t0 attack or avoid.

Gompetitive marketing
strategies

Surategies that strongly
position the company against
competitors and that give the
compary the strongest
possible strategic ad vantzge.

Today's companies face their toughest competition ever. In previous chaplers, we argued that
o succend fn today’s fiercely compelitive marketplace, companies will have to mave from a
product-and-selling philosophy to a customer-and-marketing philosophy. John Chambers,
CEO of Cisco Systems put it wel: "Make your customer Lhe center of your culture.”

This chapter spells out in more detail how companies can go ahoui cuiperforming come-
petitors in order to win, keep, and grow customers. To win in luday’s markstplace, companies
must become adept not just in managing products, but in managing customer relationships in
the face of determined competition. Understanding customers is crucial, but it's not enough.
Building profitable customer relationships and gaining competitive advantage requires deliv-
ering more value and satisfaction to target consumers than compeiitors dn.

In this chapler, we examins competitive marksting strategies—how companies analyze
their corpetitors and develop successful, value-based strategies for building and maintaining
profitable customer velationships, The first step is competitor analysis, the process of identi-
fying, assessing, and selecting key competitors. The second step ts developing competitive
marketing strategies that strongly position the company against competitors and give it the
greatest possible competitive advantage.

Competitor Analysis

To plan effective marketing strategies, the company needs ta find oul all it can about its com-
petitors. It must constantly compare its marketing strategies, products, prices, channels, and
promotion with those of close competitors. In this way the company van find areas of poten-




FIGURE 18.1
Steps in analyzing
competitars
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tial competitive advantage and disadvantage. As shown in Figure 18.1, competitor analysis
invalves first identifying and assessing competitors and then selecting which competitors to
altack or avoid.

Identifying Competitors

Normally, identifving competitors would seem a simple task. At the narrawest level, & com-
pany can define its cumpetitors as other companies offering similar products and services to
the same custoners at similar prices. Thus, Pepst might view Coca-Cola as @ majer competi-
tar, but not Budweiser or Ocean Spray. Bookseller Barnes & Noble might see Borders as
majar competitor, but not Wal-Mart or Costco. Ritz-Carlton might see Four Seasons hotels as a
major competitor, but not Holiday Inn Hotels, the Hampton Inn, or any of the thousands of
bed-and-breakfusts thal dol the nation.

But companies actually face a much wider range of competitors. The company might
define compelitors as all firms making the same product or class of products. Thus, Ritz-
Carlion would see itself as competing against all other hotels. Even more broadly, compelitors
might include all companies making products that supply the sams service. Here Ritz-Carlton
would see itself competing not only against other hotels but also against anyone who supplies
rooms for weary travelecs. Finally, and still more broadly, competitors might include all com-
panies that compete [ur the same conswner dollars. Here Rile-Carlton would see itself com-
peting wilk travel and leigarn services, from cruises and surnroer homes 1o vacations abroad.

Companies must avoid “competitor myopia” A company is more likely to be “burisd” by
its lulent competitors than its currenl ones. For example, 1t wasn’t direct competitors that put
an end to Western Linion's telegram businesses after 161 years; it was cell phones and the
Internet. And [or decades, Kodak held a camfortable lead in Lhe photographic filim business. It
saw only Fuji as its major competitor in this market. However, in recent vears, Kodak's major
new competilion has not come from Fuji and other film producers, but from Sony, Canon, and
other digital camera makers, and from a host of digital image developers and online image-
sharing services.

Because of its myopic focus an film, Kodak was late to enter the digital imaging mar-
ket. It paid a heavy price. With dighal cameras now outselling film cameras, and
with film sales plummeting 20 percent every year, Kodak has faced major sales and
profit setbacks, massive layoffs, and a 74 percent drop in its stock over the past five
years. Kodak is now changing its focus to digital imaging, but the transformation will
be difficult. The company has to “figure out not just how to convince consumers {o
huy its [digital] cameras and home printers but also how {o become known as the
most convenient and affordabls way to process those images.” says an industry ana-
fyst. “That means home and store printing as well ag seuding images over the
Internet and cell phopes.”?

Companies can identify their compelitors from the f@@mim of view. They might see
themselves as being in the oil industry, the pharmaceutical ndustry, or the beverags industry.
A company must understand the competitive patteens in its industry if it hopes lohe an eifec-
tive “player’” in that industry. Gompanias can also identify compstitors from @ marke} point of
visw. Here they define competilors as companies that are trying io satisfy the 5amo customer
need or build relationships with the same customer group.

From an industry point of view, Pepsi might see its competition as Coca-Cola, Dr Pepper,
7UP, and other soft drink makers. From a market point of view, however, the customer Teally
wanls “thirst quenching.” This need can be satistied by bottled water, fruit juice, iced tea, ot
many other flutds. Similarly, Hallmark’s Binney & Smith, maker of Grayola crayons, might
define its competitors as other makers of crayons and children's drawing supplies. But from a
markel point of view, it would include all firms making recreational products for children.

In general, the market concept of competition opens the company’s eyes to a broader set of
gctual and potential competifors. One approach is to profile the company’s direct and indirect
competitors by mapping the steps buyers take in obtaining and using the product. Figure 18.2
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FIGURE 18.2
Competitor map
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tlluslrales a competitor map of Bastinay Kodak in the digital imaging business.® In the center is
a list of consumer activities: buying a camera, taking photos, creating digital photo albums,
printing photos, and others. The first guter ring lists Kodak's main competitors with respect to
each consumer activity: Canon and Sony for buying a camera, HP's Snapfish for sharing and
printing photos, and so on. The second outer ring lists indirect competitors—Apple, Motorola,
Microsoft, and others—who may become direct competitors. This type of analysiz highlights
both the competitive opportunities and the challenges a company faces.

Aassssing Competitors

Having identified the main competitors, marketing management now asks: What are competi-
lurs’ ohjectives—what does each seek in the marketplace? What is each cumpetitor's strategy?
What are various competitor's strengths and weaknesses, and how will each react to actious
the company wight take?

Determining Competitoss’ Objectives

Each competitor has a mix of objectives. The company wants to know the relative importance
that a competitor places on current profitability, market share growth, cash fow, technolagi-
cal leadership, service leadership, and other poals. Kuowing a competitor’s mix of objectives
reveals whether the competitor is satisfied with its current siteation and how it night react to
different comnpetitive aclions. Far example, a company Lhat pursues low-cost leadership will
react much more strongly to a competitor’s cost-reducing meanufacturing breakthrough than to
the same competitor's advertising increase.

A company also must moniter its competitors’ objectives for various segments. If the
company finds that a competitor bas discovered a new segment, this might be an opportunity.
It it finds that competitors plan new moves into segments now served by the company, it will
be forewarned and, hopefully, forsarmed.

srtifying Compstilors’ Birategies

The mare that one firm’s strategy resembles another firmn's strategy, the more the two firms
vompele, In most industries, the competitors can be sorted into groups that pursue different
sfrategies. A strategic group is a group of firms in an industry following the same or a similar
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strategy In a given target market. For example,
in the majar appliance industry, GE and
Whirlpool belong lo the same strategic group.
Each produces a full line of medium-price
appliances supported by good service, In con-
trast, Sub-Zero and Viking belong to a different
strategic group. They produce a narrower line
of higher-quality appliances, offer a higher level
of service, and charge a premiuim price.

Some important insights emerge from iden-
tifying strategic groups. Far example, if a com-
pany enters one of the groups, the members of
that group become its key competitors. Thus, if
the company enters the first group, against GE
and Whirlponol it can succeed only ifit develops
strategic advantages over these competitors,

Although competition is most intense
willin a strategic group, thers is also rivalry
among proups. Ficst, some of the strategic
groups may appezl lo overlapping cuslomer
segmeunts. For example, no matter what their
strategy, all major appliance mannfacturers will
go after the aparlment and homebuilders seg-
mert. Second, the customers may nol see much

IMAGINE YOUR LIFE IN A WIKLING KITCHEN. m

difference in the offers of different groups—
Lhey wmay gee little difference in quality
between Whirlpool and KitchenAid. Finally,
members of one strategic group might expand
into new strategy segments. Thus, CE
Monogram line of appliances competes in the
premium guality, premivm-price line with
Viking and Sub-Zero.

. The company needs to look at all of the
I dimensions that identify strategic proups

£i Strategic groups: Viking belongs to the appliance industey strategic group within the industry. It must understand haw
oifaring a narrow line of higher-quality apptiances supported by good service. pach competitor delivers value bo its custumers.

Benehmarking

The process of comparing the
comipany’s prodiscts and
processes o those of
competitars or leading firms
in other industries to finc
ways to improve quality and
pariGrmance.

it needs to know each competitor's product

quality, features, and mix; customer services;
pricing policy; distribution coverage; sales force strategy; and advertising and sales promg-
tiun programs. And it must study the details of each competitor's R&D, manufacluring, pur-
chasing, financial, and other strategies.

Assessing Uompelitors’ Birengths and Weaknesses

Marketers need to assess each competitor's strengths and weaknesses carefully in order to
answer the critical question: What can our competitors do? As a first step, companies can gather
data on each competitor’s goals, sialegies, and perfarmance over the past few years, Admittedly,
some of this information will be hard to obtain. For example, business-to-business marketers
find it hard to estimate competitors’ market shares because they do not have the same syndicated
data services that are availabls to consumer packaged-goods companies.

Companies normally learn about their competitors’ strengths and weaknpesscs through
secondary data, personal experience, and word of mouth. They can alse conduct primary
marketing research with customers, suppliers, and dealers. Or they can henchmark them-
sclves against other firms, comparing the company’s products and processes to these of
competitors or leading firms in other industries to find ways to improve guality and perfor-
mance. Benchmarking has become a powerful tool for inczeasing a company’s competitive-
ness.

[

stimating Competiiors Beactions
Wext, the company wants to know: What will our competitors do? A compstitor’s objectives,

stralegies, and strengths and weaknesses go a long way toward cxplaining its likely actions.
They also suggest its likely reactions lo company moves such as price cuts, promotion



520 Part 4 Extending Marketing

Custamer value analysis
Analysis canducted to
" determine whas benefits
~larget customers value and
_ how thoy rate the reiative
Jvaile of vanous competitors’
affers.

increases, or new-product introductions. by addition, each competitor has a certain philoso-
phy of doing business, a certain internal culture and guiding beliefs. Marketing marnagers
need a deep understanding of a given competitar's mentality if they want to anlicipate how
the competitor will act or roact.

Euch compstitor reacts differently. Some da not react quickly or strongly to a competitor’s
move. They may fes! their customers are loyal; they may be slow in noticing the move; they
may lack the funds to react. Some competitors react only to certain types of moves and not to
others. Other competitors react swiftly and strongly to any action. Thus, Procter & Gamble
does not let & new detergent come easily into the market. Many firms avoid direct competition
with P& and look for easier prey, knowing that PRG will react fiercely if challenged,

In some industries, competitors live in relative harmony, in others, thay fight constantly.
Knowing how major competitors react gives the cumpany clues on how best to attack com-
petitors or how best 1o defend the company's current positions,

Selecting Competitors to Attack and Avoid

A company has already largely selected its major competitors through prior decisions on cus-
tomer targets, distribution channels, and marketing-mix strategy. Management now must
decide which competilors to compste againgt most vigorously,

Swrong or Weak Compeiitors

The company can focus on one of several classes of competitors. Most companies prefer to
compete against weak competitors. This requires fewer resources and less time. But in tha
process, the firm may pain little. You could argue that the firm also should compete with
strong competitors in order to sharpen its abilities. Morsover, even strong corapetitors have
somsa weaknesses, and succeeding apainst them olten provides greater returns.

A useful tool for assessing competitor strengths and weakoesses is customer value analysis.
The aim of customer value analysis is tu determine the benefits that target customers value
and how customers rate the relative valus of various compstitors' offers. In conducting a cus-
turaer value analysis, the company fust idertifies the major altributes that customers value
and the importance customers place on these attributes. Next, it agsesses the company’s and
competitors’ performance ox the valoed attributas.

The key to gaining competitive advantage is to take each customer segment and examine
how the campany’s offer compares to that of its major competitor. If the company's offer deliv-
ers greater value by excesding the competitor's offer on all important attributes, the company
can charge a higher price and earn higher prof-
its, ar it can charge the same price and gain
more market share. But if the company is seen
as performing at a lower level than its major
competitor on some important attributes, it
mugt invest in strongthening those attributes or
finding other important attributes where it can
build a lead un the competitor.
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After driving smaller competiters from the market, Bavsch & Lomb faces larger,
more resourceful ones, such as Johnson & Johnson's Vistakon division, With
Wistakon's Acuvue tenses lending the way, J%J s now the top U.S. contact lens
maker.

Close or Distant Competitors

Mast companies will compete with <Jose
competitors—those that resemble them most—
rather than distant competitors. Thus, Nike
competes more against Adidas than against
Timberland, And Turgel competes with Wal-
Mart rather than against Neiman Marcus oc
Mordstrom.

At the same time, the company may want to
avoid trying to “destroy” a close caunpetitor, For
example, in the late 1970s, Bansch & Lomb
moved aggressively against other soft lens manu-
facturers with great success. However, this forced

. weak competitors to sell out to karger frms such

as Johnson & Johnson. As a result, Bausch &
Lomb now faces much larger competitors—and it
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has suffered the consequencos. Johnson & Johnson acquired Vistakon, a small nicher with only
$20 million in annual sales. Backed by Johnson & johnson's deep pockets, however, the small
but njrmble Vistakon developed and introduced its innovative Acuvue disposable lenses. With
Vizstakon leading the way, Johnson & Johnson is now the top ULS. contact lens maker with a
33 percent markel share, and Rausch & Lomb lags in fourth place with a 13 percent shave.* Tn
this case, success in hurting a close rival hrought in tougher competitors,

“Crood” or “Bad” Competitors

A company really needs and benefits from competitors. The existenve of competilors results in
several strategic benefits. Competitors may help increase total demand. They may share the
costs of market and product development and help te legilimize new technologies. They may
serve less-attractive sepments or lead to more product diffeventiation. Finally, they lower the
antiftust risk and improve bargaining power versus labor or regulators. For example, by aggres-
sively pricing its computer chips, $38 billion Intel could make things difficult fur smaller rivals
such as $6 billion AMD. However, even though AMD may be chipping away at its microproces-
sor magket share, Intel may want to be vareful about trying 1o knock AMD completely out. “If for
no other reason han Lo keep the fods at bay,” notes one analyst, “Intel needs AMD . ., and other
rivals to stick around.” Says another: “If AMIY collapsed, the F1C would surely react.”’

However, a company may not view all of its competitors as benelicial. An industey often
contains “good” competitors and “bad” competitors.® Gaod competitors play by the rules of
the indusiry. Bad competitors, in cuntrast, break the rules, They try to buy share rather than
sarn it, take large rizks, and play hy their own rules. For example, Yahoo! Music Unlimited
sees Napster, Rhapsody, AOL Music, Sony Connect, and most other digital music downlsad
services as guud compelilors. They share a common platform, so that music bought Irom any
of these competitors can be played on almast any playback device. However, it sees Apple's
iTunes Music Store as a bad competitor, one What plays by its own rules at the expense of the
industry as a whola.

With the iPod, Apple created a closed system with mass appeal. iPods now
gceount for an estimated 73 percent of the 30 million MP3 players currently in use
in the United States. n 2003, when the iPod was the only game in town, Apple cut
a deal with the Big Five record companies that locked up its device. The music
companies wanted ta sell sonps on iTunes, but they were afraid of Internel piracy.
So Apple pronused to wrap their songs in its FairPlay software—the only copy-
protection software that is iPod-compatible. Other digital music services such as
Yahoo! Music Unlimited and Napster have since reached similar deals with the big
record labels. But Apple refused tw license FairPlay to them, So those companies
turned to Microsult for copy protec-
tion. That satisfied fearful music com-
panies, but it means none of the songs
sold by those services can be plaved

un the wildly popular iPed. And
music downloaded from iTunes will
play enly on an iPod, making it diffi-
cult for other MP3 players that sup-
port the Microsoft farmat to get a toe-
hold. Theo situation has been a
disaster for Apple’s competilors.
iTunes holds a commanding lead aver

For mtrs Info visle "
Bennarco.car’

its rivals, seiling more than 75 per-
cent of all digital music. It recently
sold its hillionth song.”

The implication is thal “guod” companies
would like to shape an industry that consists of

only well-behaved competitors. A company
might be smart to support good competitors,
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e B aiming its altacks at bad competitors. Thus,
Good and bad competitors: Digital music dawnload services such as Yahoo! Yahoo! Music Unlimited, Napster, and ather
Music Unlimited, Napster, and Rhapsody sze Apple as a bad compatitor. Music digital music competitors will no doubt sup-

downloaded from their sites can't be played on the Apple’s wildly papular {Pod, and port one another in irying to hreak Apple’s
music frem Apples’ iTunes Music Store will play only an an iPod. stranglehold on the market.
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Designing a Competitive Intelligence System

We have described the main types of information that companies need about their competi-
tors. This information must be collected, interpreted, distributed, and uwsed. The cost in
money and time of gathering competitive intelligence is high, and the compary must design
its compstitive intelligence system in a cost-effective way.

The competitive intelligence system first identifies the viial types of competitive infor-
matjon and the best sources of this information. ‘Then, the system continuously collects infor-
mation from the field [sales force, channels, suppliers, market research firms, trade associa-
tions, Web sites) and from published data [government publications, spesches, articles), Next
the system checks the information for validity and reliability, interprets it, and organizes it in

e
an appropriate way. Fioally, it MIWMS atd
responds to inguiries from managers about competiinTs.

With this system, company managers will receive timely information sboul competitors
in the form of phone calls, e-mails, bulleting, newsletters, and reports. In addition, managers
can counect with the system when they need an inferpretation of a competitor's sudden
move, or when they want te know a competitor’s weaknesses and strengths, or when they
need to know how a competitor will respond to a planned company move.

Smaller companies thal cannol afford to set up formal competitive intelligence offiges
can assign specific executives to watch specific competitors. Thus, a manager who used to
work for a competitor migh? follow thal compstitor closely; he or she would be the “in-house
expert” on that competitor. Any manager neediopg to know the thinking of a given competitor
could contacl the assigned in-house expert.

= Competitive Strategies

Having identified and evaluated Its major competitors, the company now must design broad
competitive marketing strategies by which it can gain competitive advantage through superior
customer vaiue. But what broad marketing strategies might the company use? Which ones are
best for a particular company, or for the cawpany’s different divisions and praducts?

Approaches to Marketing Strategy

No ong strategy is best for all companies. Each company must deiermine what wakes the
most sense given its position in the {adustry and its abjectives, opportunities, and
resources. Even within a company, different strutegies may be required for different husi-
nessas of products. Johnson & Johnson uses one marketing strategy for its leading brands in
stable consumer markets—such as BAND-AIDs, Tylenal, or Johnson's baby products—and a
different marketing strategy for its high-tech health care businesses and products—such as
Monocryl swegical sutures or NeuFlex finger joint implants.

Companies also differ in how they approach the strategy-planning process. Many large
firms develop formal competitive marketing siralegies and implement them religionsly.
However, other companies develop strategies in a less formal and orderly fashion. Some com-
panies, such as Harley-Davidson, Virgin Atlantic Airways, and BMW's MINI unit succeed by
breaking many of the “rules” of marketing strategy. Such companies don't operate large mar-
keting departments, conduct expensive marketing research, spell vut elaborate competitive
strategies, and spend huge sams on advertising, Instead, they sketcl out strategies on the fly,
stretch their limited resources, live close to their customers, and create more satisiving solu-
Lions to castomer needs, They form buyer's clubs, use buzz marketing, and focus on winning
customer loyalty. It seems that nat all marketing must follew in the footsteps of marketing
piants such as IBM and Procter & Gamble,

In fact, approaches to mmarkeling strategy and practice often pass through three stages:
entrepreneurial marketing, formnlated marketing, and intrepreneurial marketing

@ Enireprensurial marketing: Most companies are started by individuals who live by their
wits, They visualize an opportunity, construct flaxible strategies on the backs of envelopes,
and knock on every door to gain attention. Gary Hirshberg, who started the Stonyfield
Farms yogurt company, will tell you that it's not abuut dumping millions of dollars into
marketing and advertising. For Stonyfield, it's about company blogs, snappy packaging,
and handing out vogurt from Segway transporters in Boston. And it's about telling the
company story to the media. Hirshberg, known for wearing khakis and a vest, started mak-



Chapter 18 (reating Competitive Advantage 523

ing yogurt in Wilton, New Hampshire, with
seven cows and a dream. His marketing strat-
egy: building a strong connection with cus-
tomers using guerilla marketing, His idea is
that “companties can do better with less adver-
tising, less marketing research, more guerilla
marksting, and more acting from the gut”
Using this strategy, Hirshberg has built
Stonyfield Farm into a $250 million company.?

Formulated marketing: As small companies
achieve success, they inevitably move toward
more-formulated marketing. They develop
formal marketing strategies and adhere 1o
them closely. With 85 percent of the company
owned by Groupe Danone (which also owns
Dannon yogurt), Stonyfield Farm has devel-
oped over the vears =z formal marketing
department that carries out markat research
and plans stralegy. Although Stonyfield may
remain lass formal in its strategy than the
" Procter & Gambles of the marketing world, It
; "" i employs many of the tools wsed in these
P’;‘:‘Iﬂ?::!gugfg - ) more-developed marketing companies.

el N idviwsca . Alnireprencurial marketing: Many large and
Paanbng, of by the fem o wleh 3 . -

Fhataus, TyTE s Ut smetig |1 mafure companies get stuck in formulated

ey marketing, They pore over the latest Nielsen

numbers, scan market research reports, and

try to fine-tune their competitive strategies

# Entrepreneurial marketing: Stenyfield Farm's idea of marketing strateqy— and programs. These companies sometimes
“companies can do better with less advertising, less marketing research, mare lose the marketing crealivily and passion that
guerilla marketing, and more acting from the gut.” they had at the start. They now need to

reestabiish within their companies the entre-
preneurial spirit and actions that made them successful in the first place. They need to
encourage mare initiative and “intrepreneurship” at the local level. They need to refresh
their markoting strategies and try new approaches. Their brand and product munagers
need to get cut ol the office, start living wilk their customers, and visvaliza new and cre-
ative ways to add value to their custorners’ lives.

The bottom line is that there are many approaches to developing effective competitive
marketing strategy. There will be 2 constant tension between the formulated side of mar-
keting and the creative side. It is casier ko learn the formulated side of marketing, which
has occupied most of our attention in this book. But we have also seen how marketing cre-
ativity and passion in Lhe strategies of many of the company’s we've studied—whether
swall or large, new or mature-—have helped to build and maintain success in the market-
place. With this in mind, we now look at broad competitive marketing strategies compa-
nies can use,

Basic Compstitive Strategies

Akmosl Whree decades ago, Michacl Forter suggested four basic competitive positioning strate-
gies that companies can follow—three winning strategies and one losing one.'? The thres
winning skrategies include:

@ Owverall cost leadership: Here the company works hard to achieve the lowest production
and distribution costs. Low costs let it price lower than its competitors and win a large
market share. Taxas Instruments, Dell, and Wal-Mart are leading practitioners of this
strategy.

& Differentiation: Here the company concentrates on creating a highly differentiated praduct
line and marketing program so that it comes across as the class leadey in the industry. Moast
customers would prefer to own this brand if ils price is not too high. [BM and Caterpillar
follow this strategy in informalion technology and services and heavy construction equip-
‘menl, respectively,
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B Foecug: Here the company focuses its effort on
gerving a few market segments well rather than
poing after the whole market. For example, Ritz-
Carlton focuses o the top 5 percent of corporate
and leisure travelers. Glassmaker AFG Industries |
focuses on users of tempered and colored glass. [t |

|
I

makes 70 porcent of the glass for microwave oven
doors and 75 percent of the glass for shower
doors and patio tabletops. Similarly, Hohner
owns a slunning 85 percent af the harmonica
market 1 I

Companies that pursue a clear strategy—one of
the above—will likely pecform well. The firm that
carries out that strategy best will make the most prof-
its. But firms that do not pursue a clear strategy—
middie-of-the-roaders—do the worst. Sears and
Holiday [nn encountered difficult times becanse they |
did not stand out as the lowest in cost, highest i per-
ceived value, or hest in serving sorme market segment.
Middle-of-the-roaders try to be geed on all strategic
counts, but end up being not very good at anything.

More recently, lwo rtnarkeling comsullanots,
Michael Treacy and Fred Wigrsema, offered new clas-
sifications of compatitive marketing strategies.!?
They sugpesled that companlies gain leadarship posi-
tions by delivering superior value to their customers,
Companies can pursus any of three slrategiss—caslled
value disciplines—for delivering superior custonier
value, These are:

K’ﬁj}]e_raﬁona] extEllénre; The company provides
sliperior valua hy ledding its industry in price and |
=E convenience. [t works to reduce costs antdtd cre-
B Focus: Small but profitable Hohner awns a stunning 85 percent of the ate a loan and efficient value-delivery system. It
harmanica market. serves customers who want reliable, good-quality
products or services, but who want them cheaply
and easily. Examples include Wal-Mart, Washington Mutual, Southwest Alrlines, and
Dell___
= fustomer intimacy: The company provides superior value by precisely segmenting its
Trarkets and._tailofing its products or services to match exactly the needs of targeted cus-
tomers. It specializes in satisfying unique customer needs through a close relationship
with and intirnate knowledge of the custarzer. It builds detailed customer databases for
segmenting and targeting, and ik empowers its marketing peopls to respond quickly to cus-
torner needs. Costomer-intimate companies serve costomers whe are willing ta pay a pre-
mium ta get precisely:what they want. They will do almost anything to build long-term
customer loyalty and to capture customer lifetime value. Examples include Nordstram,
Rjtz—G_a.rlgm__,l_.gxus, American Express, and British Airways (see Real Marketing 18.1).

8 (Product Ieﬂde;s?ﬁip The company provides superior vatue by offering fﬁwﬂﬁﬂ
of [&adi tducts or services. It aims to make its own and compdting products obso-

2leF mear you

get new produets to marcket quickly, They serve customers who want stale-of-the-art prod-
ucts and services, regardless of the costs in terms of price or inconvenience. Examples
include Nokia and Microsoft.

Some companies successfully pursue wore than one value discipline at the same lime.
For example, FedEx excels at both operational excellence and customer intimacy.
However, such companies are rare—f{ew firms can be the best at more than une of these dis-
ciplines. By trying to be goed at alf of the value disciplines, a company usually ends up
being besi at nane.

Treacy and Wiersema found that leading companies focus on and excel al a single value
discipline, while meeting industry standards on the other two. Such companies design their
gutire value delivery network to single-mindedly support the chosen discipline, For example,
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Some companigs go to extremes o coddle big
. spenders. From departmeant stores ke Nordstrom, o
carmakers like Lesus and BMW, io hatelz like Ritz-Carlton and Four
Sessons, such companiaes give their well-heeled customers exactiy
what they rieed—and sven more,

For exampie, concierge services are no longer the soe provinee of
five-star hotels and fancy credit cards. They are stariing to show up ai
airlines, retailers, and even electronic-goods makers. Sony
Electronics, for instance, offers & service for its wealthiest customers,
czlled Ciergs, that prevides a free personai shupper 2nd early 2ceess
to new gedgets, as weli as “white-glove"” help with the instablation,
(Translation: Tkey will send somecne gver lo sel up the new gear.}

find then there's Srifish Airways' "At Your Servce” program—
available to a hand-picked few of the airlineg’s gold-level elite
custemers. There's almosl nothing that the service wen't do for
members—tracking dowr hard-to-gei Wimbledon tickets, for
exampie, 0f fURing errands arcund town, sitting in a member's
home to wait tor the plumaer or cabie guy, or even planning your
wedding, right down ic the cake.

But whan it comes to slalking the well-to-do, perhaps nowhere is
the competition greater than i the credit-card industry, To rise above
frha credit-card clutter and [ attract high-end card holders, the major
credit-card companies have creaiod a new top tier of superprerriorm
cards—Yisa's Signature card, MasterCard's Werld card, American
Sfxpress's super-elite Cenfurion osrd. Afiluent customers are
extremaly profitable. While premiun: cards represent only :.5 per-
capt of the consumer credit cards issued by Visa, MasterCard, and
Amarican xprass, they sccount for 20 percent of the spending, And
wall-to-ga cardholders tend to defzuit a8 lol bess, foo,

Tre Warld MasterCard program targets what it calls the “mass
2ffluery” and reaches 15 million wealthy Rousehoids, Visa's
Signature carc zeros in on “new aifluent” howscholds, those with
incomes exceeding $125,0040, Its seven million cardhalders account
far 3 parcent of Visa's cansemer credit cards but 18 percent of Visa
sales. Both cards fsature a pack of special privileges. For its
Sigrature card, Visa adverises. "The good lifg isn't only in your
reach---it’s in your waliei.” |n addifion to the basics, such as ro pre-
set speading limit and 24-hour concierge services, Visa promises
"upgredes, perks, and discounts” at rajor airlines, restzuranis, anc
haotels, and special treatment at pariners ke the Ritz-Carlton, man's
fastion designer Ermenegildo Zegna, walchmaker Audemars Piguet,

But when it comes to prermium cards, the American Express
Ceniurion card s the “elite of the elite” for luxury casd carriers. This
mysterious, much-covated black credit card is issued by invitalion
orly, to customers who spend mare than S150,000 a year an other
ArmEx cards and rmeet other nol-so-¢lear requiremenis. Then. the
seloct few who do receive the card pay a $2.500 annual fee just for
the privilege of carrying it.

Bu:t the Centurion card comes dripping with perids and prestiga.
Thne elusive plastic, with its elegant matte finish, i3 coveted by big
spenders, "4 black card is plasiic bling-biing.” says zn industry
nnserver, “a way for ceiebrities, athletes, and maicr business paople
t express their status.”

A real T-shirt-and-jeans kind of guy, Peter H. Shankman cer-

tainly doesn't ook fike 2 high rolisr, bul American Express

knows batter, After he was snurboed by salesman at a Giorgin

Targeting affluent customars: Visa's Sfgnature card zeros in on the
“new affluent.” It uffers no preset spending imit, 24-hodr concierge
services, and loads of “upgrades, perks, znd discounts . .. it's not just
everywhere you want to be, It's everything you ever wanted.”

Armani boutigus on Fifth Avenue in New York recontly, the
31-year-old publicist sew "an unbelisvable attitude reversai® at
the cash regisier when he whipped out his bizck AmEx
Canturion Card. In June, a Redindhack cashier refused the
card, thinking it was a fake. " "Trust me,' | said. ‘Run the carc,’
" recalls the chief executive of Gesk Faciory, a public-relations
and marketing firm, *1 could buy a Learist with this thing.”

Ar exaggeration, nerhzps. But AmEx's Litle black card is
ciecidedty the "it" card for big spenders. Some would-ba cus-
wcmers go to absurd fengths to get what they sge as 2 must
nave status symbel. Hopefuls have writtert poems to pead
their cases. Olhers say they'll pay the fes but swear not to use
the card—they want it jusi for show. “Every week | get phone
calls ar letters, often from promisent peaple, asking me for the
card.” szys AmEx's head of consumer cards, Alfred F. Kalty Jr.
Wha, he wan't say. Jo fact, AmEx celiberately builds an air of
mystery around ihe slesk card, keeping hush-fwsh such
details as the nuraber of cards in circulalion. Analysts say
AmEx earns back many fimes what it spends an perxs for
Ylack-card customers in both marketing buzz and fees.

fcomrtinues)
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Basic services on the Centurion card include a parsonal
travet counselor and concierge, available 24/7. Beyand that,
almost anything goes. Feel like shopping at Bergdorf Goodman
or Saks Fifth Avenus ai midnight? No problem, Travefing abroad
in first ¢lass? Take a pal—the extra ticket is free. The royal treat-
ment often requires elaborate planning. One AmEX concierge
arranged a bachelor party for 25, which involved a four-day trip
that included 11 penthouse suites, travel by private jet, and a
meet-and-greet with an ownier of the Sacramento Kings baskat-
ball team. The tab was more than $300,000.

How did Shankman earn his card? All the trave! and enter-
tairiment charges he racks up hosting his clients prompted AmEx
in =end it to him. It arrived in December, along with a 43-page
manyal, Recently, Shankman sought reservations for Spice
Market. an aften-overhooked restaurant in Manhatian, to impress
afriend. He caiied his concierge. "Half an hour fater it was dong,”
says Shankman. Memoership does have its privileges.

Whren American Express secks new Centurion cardholders, it
does so discreetly. Last year, when it wanted to expand the alite fist in
Elrope without attracting the ineligible, it mailed invitations to the tap
1 percent of its platinum carg holders. The maiiing contained a card
embedded in a glass paperweight with an invitation to meel person-
ally with American Express's European president,

S0, how many people actually have a Centurion card? “Aboui the
same numker of people who can afford a Mercedes Maybach,” says
Utesiree Fish, a spokeswoman for American Exaress, refemring fo a
luxury car that can list for mare than $300,000. The best puess is
that anly about 5,000 people worldwide have a Centurion card in
thair back pocket.

Sources: Amarican Express examipte adapted from Mara Der
Havanesian, “This Black Card Gives You Carte Blanche,” Busingss
Weaclk, Aupust 9, 2004, . 54. Quates and other information from
David Carr, “No Name, but Plenty of 8ling-Bling for Show,” New York
Times, September 13, 2004, p. ©11; Eleena de Lisser, "How to Get
an Airling to Wait for Your Phember—in Battle for Biggest Spenders,
British Atrways, Sony Rolls Out Hotel-Style ‘Concierge’ Servige,” Walt
Street Journal, July 2, 2002, p. B1; lames Tenser, “Cards Play Their
Luxury Hand Right," Aavertising Age, Septernber 13, 2004,

pp. S13-514; Fredarick H. Lawe, "Cards for the Rich: They're
Different, indeed,” Credit Card Management, February 2005,

pp. 18-27; Eric Dash, "New Spots for the Credit Card Companies
Show Fierce Competition for the High-End Consumer,™ New York
Times, May 11, 2005, p. ©8; “The 10 Best DM Campaigns,”
Campaign, Decembar 18, 2005, p. 35; and www.visa.com and

wwnwt mastercard.com, December 2006,

Wal-Mart konows that customer intimacy and produoct leadership are important. Compared
with olher discounters, it offers very good customer sevvice and an excelient producsy assort-
ment. Still, {t purposely offers less customer service and less product depth than do
Nordstrom or Witliams-Sonoma, which pursue custonter intimacy. Instead, Wal-Mart focuses
obsessively on operational excellence—on reducing costs and streamlining its order-to-deliv-
ery process in arder to make it convenient for customers to buy just the right products at the

lowest prices.

By the same token, Ritz-Carlton Hotels wants to be efficient and to employ the latest tech-
nologies. But what really sets the luxury hotel chain apart is Us customer intimacy, Ritz-
Carlton creaies custom-designed experiences to coddle its customers:

Check inly any Ritz-Carlton hotel around the world, and you'll be amazed al how well
the hatel's cmployees anticipate your slightest need. Without ever asking, they sesm
to know that you want a nonsmoking room with & king-size bed, u nonallergenic pil-
low, and breakfast with decafieinated coffee in vour room. How does Ritz-Carlton wark
this magic? At the heart of the system is a huge customer database, which containg
information gathered through the observations of hotel employees. Each day, hotel
staffers—from those at the front desk to those in maintenance and housekeeping—
discreetly record the uniqus habits, likes, and dislikes of sach puest on small “guest
preference pads.” These observations are then transferred to a corporatewide “guest
preference databage.” Every morning, a “guest historian” at sach hotel reviews the
files of all new arrivals who have previously stayed at a Ritz-Carlion and prepares a
list of suggested extra touches that might delight each gusst. Guests have responded
strongly to such personalized service. Since inaugurating the guesl-history system,
Ritz-Carlton has boosled guest retention by 23 percent. An amazing 95 percent of
departing guests repart that their stay has been a truly memorable experience.

Classifying competitive strategies as value disciplines is appealing. It defines marketing
strategy in terms of the single-minded pursuit of delivering superior value to customers. Each
valug discipline defines a specific way to build lasting customer relationships.
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Firms competing in a given target market, at any point in time, differ in their objectives and
resources. Some firms are large, others small. Some have many rescurces, others are strapped
for funds. Some are mature and established, others new and fresh. Some strive for rapid mar-
ket share growth, others for long-term profits. And the firms occupy different competitive
positions in the target markst.

Wa now examine competitive strategies based on the roles firms play in the target market—
leader, chiallenger, follower, or nicher. Suppose that an industry contains the firms shown in
Figure 18.3. Forty percent of the markst is in the hands of the market leader, the firm with the
larpest market share. Another 30 percent is in the hands of murket challengers, runsner-up
firms that are fighting hard to increase their market share, Another 20 percent is in the hands
of market follawers, other runper-up firms that want to hold their share without rocking the
boal. The rematniog 10 percent is in the hands of market nichers, firms that serve small seg-
ments not being pursued by other firms.

Table 18.1 shows specific marketing strategies ‘that are available to market leaders, chal-
lengers. foliowers, and nichers.1® Remember, however, that these classifications often do not
apply to a whole company, but only to its position in a specific industry. Large companies
such as GE, Microsoft, Procter & Gamble, or Disney might be leadors in some markets and
nichers in othars. For example, Procter & Gamble leads in many segments, such as laundry
detergents and shampoo. But it challenges Unilever in the hand soaps and Kimberly-Clark in
facial tissues. Such companies often use different strategies for different business umts or
products, depending on the competitive situations of aach.

Competitive Positions

Markst Leader Straiegies

Most industries contain an acknowledged market leader. The lpader has the largest market
share and usually leads the other Hrms in price changes, new-product introductions, distri-
bution coverage, and promation spending. The leader may or may not be admired or
tespected, but other firms concede its dominance. Competitors focus on the leader as a com-
pany to challenge, imitate, or aveid. Some of the best-known market leaders are Wal-Mart
{retailing), Microsaft (compter software], IBM (information technology services and equip-
ment}, Caterpillar {earth-moving equipment), Anheuser-Busch (beer), McDonald s (fast food),

Nike {athlctic footwear), and Google (Internet search servicss).

A leader’s life is not casy. [t must maintain & constant watch, Other tirms keep challeng-
ing its strengths or trying to take advantage of its weaknesses. The market leader can easily
miss a turn in the market and plunge inte second or third place. A product innovation may
come along and hurt the Isader (as when Apple developed the iPod and took the market isad
from Sony's Walkman portable audie devices). The leader might grow arrogant or complacent
and misjudge the competition {as when Sears lost its lead to Wal-Mart). Or the leader might
look old-fashioned against new and peppier rivals {as when Levi's lost serious ground to more
current ot stylish brands such as Gap, Tommy Hilfiger, DENY, or Guess).

To remain number cne, leading firms can take any of three actions. First, they can find
ways to expand total demand. Second, they can protect their rurreant market share through

TABLE 18.1 Suategies for Market Leaders, Chaflengers, Followers, and Nichers

Market Leader
| Strategies

Market Chalienger Market Folfowsar
Sirategies Strategies

i
Full frantal attack Follow closely By custorner, mark_ei quality-prie prlce serwce ,
Indirect attack Follow at a distance Mulhple nlchll'lg !

Market Nicher
Strategies

Expand total market
Protect markel share
Expand market share
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good defensive and offensive actions. Third, they can try to expand their martket share further,
even if market size remains constant. '

—sgor uSens
FBrpanding the Total Demand — naw el

The leading firm normeally gains the most when tﬁ’emt/c\]%a'l ma_réet expands. If Americans pur-
chase more hybrid antomobiles, Toyota stands ta gain the most because it sells the nation’s
largest share of hybrids. If Toyota can convince more Americans that hybrid cars are both mere
sconomical #nd more environmenially friendiy, it will benefit more than its competitors.

Market lsaders can expand the market by developing new users, new uses, and more
usage of its products, They usually can find-mewcysers in many places. For example, Revlon
might find new perfume users in its current ruarkets by convineing women who do not use
perfume to bry it It might find users in uew demographic segments, such as by producing fra-
grances for men. Or it might expand into mew geographic segments, perhaps by selling its fra-
grances in other countries.

Marketers can expand markets by discovering and promoting new uses far the product.
For example, Arm & Hammer baking soda, whose sales had flattened after 125 years, discov-
erad that consumers were nsing baking soda as a relrigerator deodorizer. It launched a heavy
advertising and publicity campaign focusing on this use and persuaded consumers i half of
America's homes to place an open box of baking soda in their refrigerators and to replace it
every few months, Today, its Web aite (www.armandhammar.com) features new uses—
“Solutions for wy home, my family, my body"—ranging from removing residue left behind by
halr-styling pmdu:‘tb anil sweelening garbags disposals, laundry hampers refrigerators, and
trash cans fo creating a home spa in your bathroom. .
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Finally, market leaders can encourage more usage by convincing people to use the prod-
uct more often or 1o use more per occasion. For example, Campbell urges people 10 eat soup
and other Campbell products more often by running ads containing new recipes. It also offers
a toll-free hot line (1-888-MM-MM-GOOD), staffed by live “recipa representatives™ who offer
recipes to last-minute cooks at a Ioss for measl ideas. And the Campbell’s Kitchen section of the
company’s Web site [www.cambellsoup.com) lets visitors search for or exchange recipes, sst
up their own persenal recipe box, sign up for a daily or weekly Meal Mail program, and even
walch online video clips of guest chefs cooking any of 27 recipes on Campbsll's Kitchen TV,

Protecting Markes Share

While trying to expand total market size, the leading firm alse mwusl prolect its cucrenl busi-
ness against competitors’ attacks. Dell must also constantly guard against Hewlstt-Packard;
Caterpillar against Komatsu; Wal-Mart against Targst; and McDonald’'s against Burger King.

What can the market leader do Lo pratect its position? First, it must prevent or fix weak-
nosses that provide opportunities for competitors, It must always fulfill its value promise. [ts
prices must remain consislent with the value that customers see in the brand. It must work
tirclessiy to keep strong refationships with valued customers. The leader should “plug holes”
su that competitors do not juinp in. ' _

But the hest defense is a good offense, and the best response ‘i‘sﬁ&%nﬁmlous innovation, The
leader refuses to be contend with the way things are and leads the indusiry in new producis, cus-
toner services, distribution effnctiveness, and cust cutting, Tt keeps incressing its compelitive
effectiveness and value to customers. And when attacked hy challengers, the market leacler
reacts decisively. For example, consider Frito-Lay’s reection o 2 challenge by a large competitor:

In the early 1990s, Anheuser-Busch altacked Frito-Lay's leadership in salty snacks.
The big brewer had noticed that Frito-Lay, a division of PepsiCo, had been distracted
by its expansion into cookies and crackers. So Anheuser-Busch began to slip its new
Eagle brand salty snacks onto the shelves of its raditiunal beer pullets—supermarkats
aril liquor stores—where Frito-Lay was comparatively weak. Frito-Lay reactad ruth-
lessly. First, to get {iself into fighting shape, the salty-snacks leader cut the number of
offerings in its product line by half—wo more coakies, no more crackers— and invested
in product quality, which had slipped below Eagle's. Then, Frito-Lay concentrated its
£NeIgy, Not to mention its 10,000 route drivers, on America’s sally-snack aisles, Frito-
Lay's strong brands and huge size gave it a clear economic advantage over Anheuser-
Busch i the salty-snack business. Armed with a superior offering—betler chips, beller
service, and lower prices—Frito-Lay began o put pressure on one of Bagle's strang-
holds: potato chips in supermarkeis. It seant its salespeople streaming into supermar-
kets; soma even staycd at the largest supermarkets full Hine, continually restocking the
Frito-Lay products. When the dust had settled in 1996, Anhecuser-Busch had shuttered
its Eagle snack business. In the end, Frito-Lay even bought four of Eagle's planis—at
very attractive prices.1* |

Fxpanding Market Share

Market leaders also can grow by increasing their market shares further. In many markets,
small market share increases mean very large sales increases. For exampie, in the U.S, digital
camera markat, 2 1 percent increase in market share is worth $68 million: in carbonated soft
drinks, $650 million!?s

Studies have shown that, on average, profitability rises with increasing market share.
Borause of these findings, many compantes have souglit expanded market shares to improve
profitability. GF, for example, declared that it wants ta be at least number one or two in each
of its marksis or else get out. GE shed iis computer, air-conditioning, small appliances, and
telovision businesses because it could not achieve top-dog position in these industries.

Howaver, some studies have found that many industries contain one or a few highly prof-
itable large firms, several profitable and more focused firms, and a large sumber of medium-
sized firms with poorer profit performance. It appears that profitability increases as a business
gains share relative to competitors in its served markst: For example, Lexus holds only a
smal] share of the total car market, but it earns high profits because it is the leading brand in
the luxwey-performance car segment, And it has achieved this high share in its served market
bacause it does other things right, such as producing high-quality products, creating good ser-
vice experiences, and building close customer relationships.

Companies must not think, hewever, that gaining increased market share will qutomati-
cally improve profitability. Much depands on their strategy for gaining increased share. Thete
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are many high-share commpanies with low profitability and many lnw-share companies with
high profitability. The cost of buying higher market share may far exceed the returns, Higher
shares tend to produce higher profits only when unit costs fall with increased market share,
or when the company offers a superior-quality product and charges a premium price that
more than covers the cost of offering higher quality.

Market Challenger Strategies

Firms thal are second, third, or lower in an industry are sometimes quite large, such as
Colgate, Ford, Lowes, Avis, and Hewlett-Packard. These runner-up firms can adopt one of two
cumpetitive strategies: They can challenge the leader and other competitors in an agpressive
bid for more market sharc (market chailengers). Or they can play along with competitors and
not rock the boat {market followers).

A market challenger must first define which competitors to challenge and its strategic
abjective. The challenger can attack the market leader, a high-risk but potentially high-gain
strategy. Its goal might be to take over market leadership. Or the challenger's objective may
simply be to wrest more market share. Although it might seem that the market leader has tha
most going for it, challengers often have what some strategists cail a “second-mover advan-
tage.” The challenger obsexves what has made the leader successful and improves upon it.
Gonsider Lowe’s, the number-twn homs-improvement retailer:'8

Home Depot invented the home-improvement superstors, and it’s sill putting vp good
numbers. Howaver, after ohserving Home Depot's success, No. 2 Lowe's, with its brighter
stores, wider aisles, and arguably more helpful salespeople, has positioned itself as the
friendly alternative to Big Bad Orange. For Lowe’s the advantage has been substantial—
and profitable. Although Lowe's still earns barely half of Home Depet’s revenues, its
sales grew at a 62 percent greater rate last year. And over the past ten vears, Lowe's has
sarned average annual returns of 23.5 percent, versus Homs Depot's 14.9 percent. Lowe’s
isn't the only No. 2 outperforming the industry leaders. Target has been thumping Wal-
Mart, PepsiCo is cutfizzing Coca-Cola, and Advanced Micrn Devices is chipping away at
Intel. In fact, Fortune magazine analyzed the stock returns of major U.S. commpanies in
ten industries and found that the industry leaders by revenue returned a mere 2 percent
over the past year, versus 21 percent for their second bananas. The gap in earnings
growth—8 percent versus 24 percent—was almaost as great.

Alternatively, the challenger can avoid the leader and instead challenge firms its own
size, or smaller local and regional firms. These smaller finns may be underfinanced and not
serving their customers well. Several of the major beer companies grew to their present size
not by challenging large competitors, but by gobbling up small local or regional competitors.
If the company goes afler a swmall loca] company, its objective may be to put thal company out

IS

HOME IMPROVEMENT WAREHOISE

B Second maver advantage: After observing Home Depot’s success, Mo. 2 Lowe's, with its brighter stores, wider
aislas, and arguably mare helpful salespeople, has positioned itself as the friendly alternative ta Big Bad Ormnge.
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of business. The important point remains: The challenger must choose its opponents carefully
and have a clearly defined and attainable objective.

How can the market challenger best attack the chosen competitor and achieve its strategic
objectives? it may launch a full frontal attack, matching the competiter's product, advertising,
price, and distribution efforts. It attacks the competitor’s strengths rather than its weaknesses.
The outcome depends on who has the greater strength and endurance. If the market chal-
lenger has fewer resources than the competitor, a fronlal attack makes little sense. For exam-
ple, the runner-up razor manufacturer in Brazi] attacked Gillette, the market leader. The
attacker was asked if it offered the consiuner a better razor, “No,” was the reply. “A lower
price?” “No." “A clever advertising campaipn?” “No.” “Better allowances to the trade?” “Ng,”
“Then how do you expect to take share away from Gillatte?” “Sheer determination™ was the
reply. Needless to say, the offensive failed. Even preat size and strenpth may not be enough (o
chalienge a firmly entrenched, resouresful competitor successfully.

Rather than challenging head-on, the challenger can make an indirect aftock on the com-
petitor's weaknesses or on gaps in the competitor's market coverage. For example, Netflix
found a foothold against giant Blockbuster in the DVD rental market by renting to the con-
sumers through the mail and offering no late fees. Southwest Airlines challenged American
and other large carriers by sorving the overlooked short-haul, no-frills commuler segment at
smaller, out-of-the-way airports. Such indirect challenges make good sense when the com-
pany has fewer resources than the competitor.

blarket Follower Strafegies

Not all runner-up companies want to challenge the market loader. Challenges are never taken
lightly by the leader. tf the challenger’s lure is lower prives, improved service, or additional
praduct features, the leader can quickly match these ta defuse the attack. The leader probably
has more slaying power in an all-out batile for cuslomers. For example, 2 few years ago, when
Kmart launched its renewed low-price "blue-light special” campaign, directly challenging
Wal-Mart's everyday low prices, it started a price war that it couldn't win. Wal-Mart had little
trouble fending off Kmart's challenpe, leaving Kmart worse off for the attempt. Thus, many
firms prefer to follow rather than challenge the leader.

Similarly, after years of challenging Procter & Gamble unsuccesstully in the U.S. Jaundry
detergent market, Unilever recenlly decided to throw in the towel and become 4 follower
instead. P&G captures 55 and 75 percent shares of the liquid and powder detergent markets,
respoctively, versus Unilever's 17 and 7 percent shares. P&G has outmuscled competitors on
every front. For example, it batters competitors with a relentless stream of new and improved
products. Recently, P&G spent more than $50¢ million intreducing one new product alone,
Tide will Downy. In response to the onslaught, Unilever has cul pelces and promation on its
detergents to focus on profit rather than market share '¥

A follower can gain many advantages. The markel leader often bears the hupe expenses of
developing new products and markets, expanding distribution, and educating the market. By
conlrast, as with challengers, the market follower can lsarn from the leader’s experience. It can
copy ar improve on the leader’s products and programs, usually with much less inveslment.
Allhough the follower will probably not overtake the leader, it often can be as profitahle.

Following is not the same as being passive or a carbon copy of the leader. A market follower
maust know how to hold current customers and win a fair share of new ones. It must find the right
balance between following closely senocugh to win customers from the market leader but folkow-
ing atennugh of a distance to avaid retaliationt Each follower tries to bring distinctive advantages
Lu its target arket—localion, services, financing. The follower is often a major target of attack by
challengers. Therefore, the market follower must koep its manufacturing costs and prices low or
its product quality and services high. It must also enter new markets as they open up.

Yarket MNicher Stralegies

Almost every Industry includes finns that specialize in serving market niches. Instead of pur-
suing the whole market, or even large segments, these firms targel subsagments. Nichers are
often smaller firms with limited resources. But smaller divisions of larger firms alsc may pur-
sue niching strategies. Firms with low shares of the total market can be highly successful and
profitable through smayt niching. For example, Veterinary Pet Insurance is tiny compared
with the insurance industry giants, but it captures a profitable 82 percent share of alf health
insurance policies for our furry—or feathery—friends (sec Real Marketing 18.2).
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Health insurance for pets? Metlife, Prudential,
Morthwestern Mutyal, and mest other jarge insur-
ance companias haven't paid much attention to it. But that leaves
pienty of room for mere-focused nichars, for whom pet heaith insur-
ance fas become a luerative business, The largest of the small com-
petitars is Veterinary Pet insurance (VPi) VPI's mission fs to "make
the miracles of veterinary medicing affordable to all pet owners.”

WP was founded in 1980 by veterinarizn Jack Stephens. He
neves intendead to ‘save his practice, but ks life took & dramatic
[uen when he vistted a local grocery store and was identified by a
client’s daughter as “the man who killed Buffy." Stephens had euth-
gnized the family dog two weeks earlier. He immediately began
researching the possibilify of creating medical pet insurance.
“There is nothing more frustrating for 8 vetedinarian than knowing
tnat you can heal a sick patient, bul the owner facks the financial
resources and instructs you to put the pek down,” says stephens, °|
wanled to changa that.”

Pet insurance 15 2 stili-small but fast-growing segment of the
insurance business. Insicders think the industry offers huge polential.
Currently, there are some 74 miflian cogs and 91 million cats in the
United States—mare than 60 percent of ail U.S. househelds cwn one
or bhe ofher or both. Another 4.6 million U.S. households own one or
miore of shalt 300 spacies of birds; two million more own pef rabbits.
A recent survey showed that §4 percerst of pet owners attzibute
human perscnasity traits o their pals. According {0 a VPI spokesoer-
son, rmaore than fwo-thirds have included their pets in holiday cele-
brations and one-thied characterize thelr oet as a child, Americans
now spend a whopping $28.5 billion a year cn their pets, including
$9.4 villion on pet Realth care.

Unfiks in Britain and Sweden, where almast haif of all pat owners
carry pet health insurance, relatively few pet owners in the United
States now carry such coverage. However, 2 recent study of pet own-
ers found that nearly 75 percant are willing to go into debt to pay for
veterinary care four thair furry—oc feathary—-companicns. And for
many pet medicar proceduras, they'a kave to! If not disgnosad
quickly, even a mundane ear infeckion in 2 dog can result in $1,00¢
worth of medical treatment. Tan days of dalysis restment can reach
$12,000 and cancar treatment as much as $40,000. AH of this adds
up io a lot of potential growth for pet heath inscrers,

VPI's plans cover more than 6,4C0 pet medical prohlems and con-
ditions. The insurance helps pay for office cails, prescriptions, treat-
ments, iab faes, ¥-rays, surgery, and haspitalization. Like its nanaful of
compeatitors, VP! issess heaith insurance policies for dogs and cats.
Unlike its compelitars, VPI racenily expanded its coverage to a
menagerie of exolic pets as well. Armong ather crifters, the Avian and
Exaiic Pet Plan covers birds, rabhils, ferrets, rats, guinga pigs, snakes
{except extra large ones) and other reptiles, iguanas, turtes, hedge-
fogs, and potbellied oigs. "There's such a vast array of pels”, says a
VP! executive, “and people love tharm. We have to respect that.”

How's VP duing in its ciche? it's growing like a newborn puppy.
VP is hy far the iargest of ihe handful of companies that offer pet
insurance, providing more than 60 percent of aft .S, pet insurance
policies, Since its inception, VPRI has issued mere than @ million poti-
cies, and 1 now serves mare than 369,000 policynoiders, Sales have
grown rapidly, exceeding $110 milfion in policy premiums iast year,
That might nat amount to much for the likes of Metiife, Prudential, or
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hichers: Market micher YPI is qrowing faster than a new-bor puppy.
Its mission is to “make the miracles of veterinary medicine affordable
to all pet owners.”

Northwestern Mutual, which rack up tens of billiens of dallarg in
yaarly revenles. But it's profitatle husiness for nichers like VPRI, And
there's room to grow. Less than 5 percent of pet owners currently buy
pet insurance.

“Feat healih insurance is no longer deemed so outlzndish in a
warld where acupuncture for cats, hospice of dogs, and Prozac for
ferrets are part of a veterinarian’s routing,” says one anatyst. Such
insurance is a real godsend for YRS policyholders. lust ask Joe'and
Faula Sena, whose cocker spaniel, Elvis, is receiving radiation treat-
Pignts for cancer. “"He is not like our kids--he is our kid,” says Ms.
Sena. “Meis a kid in a dog's body.” VPI is making Edvis's treatments
passible by picking up a lion's share of the costs. “Cost often
becomes the deciding factar in the level of care owners can provide,”
says VP founder Stephens. VP will always “strive to make the mira-
cles of modern medicine affordable.” )

Sources: Kevin Graman, "Some Pay Premium for Heatthy Pets,” Knight
Ridder Business MNews, Aprit 17, 2006, p. 1; Yile Zhao, “Break a Lag,
Fluffy, if You Have Insurance,” Mew York Times, June 30, 2002, p. 9.11;
Liz Pullizm Westan, “Should You Buy Pat Insurance?" MSN Monay,
accessaed at www.rmoneycentral.msn.com, May 1, 2004; Daman Darlin,
“Yet Bills and the Priceless Pet: \What's a Practical Qwner fo Do New
York Trmes, May 13, 2006, 0. £1,; and information accessed st

wwn petinsurance.com, Degember 2006.
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Why is niching profitahle? The main reason is that the narket nicher ends up knowing the
target cusiomer group so well that it meets their needs better than other firms that casually sell to
that niche. As aresult, the nicher can charge a substantial markup over costs becanse of the added
value, Whereas the mass marketer achisves high volume, the nicher achieves high margins,

Nichers kry tu find one or more market niches that are safe and profitable. An ideal market
niche i big enough tq he profitable and has growth potential. Tt is one that the firm can serve
elfectively. Perhaps most importantly, the niche is of little interest 1o major competitors. And the
firmn can build the skills and custamer goodwill to defend itself against 2 major competitor as the
niche grows and becomnes more altraclive. Here's an example of a profitable nichey;

Togitech has become a $1.5 billian global suc-
cess story by focusing on human interface
devices—computer mice, game contraliers,
kevboards, PC video camerag, and others. Il
makes every variation of computer mouse
imaginable. Over the years, Logitech has
flouded the world with more than 500 million
computer mice of all varieties, mice for left-
and right-handed people, wireless mice, travel
mice, mini mice, mice shaped like real mice for
children, and 3-D mice that let the user appear
tu move behind screen objects. Breeding mice
has been so successfal that Lopitech dominates
the world mouse market, with giant Microgelt
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The key idea in niching is specialization. A market

Profitable niching: Breeding mice has been so successful for Logitech
that it dominates the world mouse market, with giant Micresoft as its

Tunner-up.

nicher can specialize along any of several markets, cus-
tomer, product, or marketing mix lines. For cxample, it
can specialize in serving one type of end user, as when a
law frm specializes in the criminal, civil, or business law
markets. The nicher can specialize in serving a given
customer-size group. Many nichers specialize in serving
small and mid-size customers who are neglected by the
HAjOES, o

Sorne nichers focus on one oc a few specifif cus-

suchias Wal-Mart or Gengral Motors. Still other nichers
specialize by geagraphfﬁff mark:s'{; selling on]y.in a cer-
tain locality, region, or ar
nichers operate at the low ar high end of the-market. For
example, Hewlett-Packard specializes in the high-qual-
ily, high-price end of the hand-calculator markst.
Finall}@_;’e nichers offer services not available from
other {irm&For example, LendingTree provides online
lending and realty services, connecting home buyers
and sellers with nativnal networks of mortgage lenders and realiors who compete for the cus-
tomers’ business. “When lenders compete,” it proclaims, “you win.”

Niching carries some major risks. For example, the market niche may dry up, or it might
grow.to the paint that it atiracts larger competitors. That is why many companies practice

ke -

muitiple niching. By developing two or more niches, a company increases its chances for sur-
“vival, Even some large firms prefer a multipls niche strategy to serving the fotal market, For .

examjile, Alberta Culver is a $3.5 billion company that has used a multiple niching strategy to

grow profitably without incurring the wrath of a market leader, The company, known mainly for .

ils Alberto VOS5 hair producls, has focused its marketing muscle on acquiring & stable of srr{aller
niche brands. It niches in hair, skin, and personal care producis {Alherta VOB, Sk Fres, Motlhnlns,
Just for Me, Pro-Line, TRESemine, and Consor{ men’s hair praducts), besuty supplies retatling
{Sally Beauty Supply stores), seasonings and sweetenars (Molly McButter, M_Fs. Dash,
SugarTwin, Baker's Joy}, and home products {static-cling fighter Static Guard). MDSE. of its bl‘ﬂﬂ‘{lﬁ
are number one in their niches. Alberto Culver’s CEQ explains the company’s philosophy this

the world. .\Quaﬁiy—p}i‘bq -

i

i
T

T . . - y /
(_tomars, selling their entire output to a single company
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Campetitor-centered
company

A compary whose moves are
mainiy based on competitors”
actions and rezctions.

Customes-centered
company

A company that focuses on
- custormer developments in
designing its marketing
straiegies ard on delivaring
superior value fo its tarpet
cUstomers,

Market-centered company
A company that pays
haianced attantion to both
customers and competitors i
fesigning i marketing
strategies,
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way: “We know who we are and, perhaps more importantly, we know who we are not, We know
that if we try to out-Procter Procter, we will fall flat on our face, 12

Balancing Customer and Competitor
Orientations

Whether a company is a market leader, challenger, follower, or nicher, it must watch its com-
pelitors closely and find the competitive marketing strategy that positions it most affectively.
And it must continually adapt its strategies o the fast-changing competitive environment.
This question now arises: Can the campany spend foe much time and energy tracking com-
petitors, damaging its customer orientalion? The answar is yes! A company can become so
rompetitor centered that it loses its even moie important focus on maintaining profitable cus-
tomer relationships.

A competiter-centered company is one that spends most of its time tracking compatitors’
moves and market shares and trying to find strategies to counter them. This approach has
soms pluses and minuses. On the positive side, the company develops a fighter orientation,
watches for weaknesses in its own position, and searches out competitors’ weaknesses. On
the negative side, the company becomes too reactive. Rather than carrying out its own cus-
tomer relationship strategy, it bases its own moves on competitors’ moves. As a result, it may
end up simply matching or extending industry practices rather than seeking innovative new
ways to creale more value for customers.

A customer-centered company, by contrast, focuses more on customer developments in
designing its strategies. Clearly, the customer-centered company is in a better position to iden-
tify new opportunities and set long-run sirategies that make sense. By watching customer
needs evolve, it can decide what customer groups and what emerging needs are the most
important to serve. Then it can concentrats its resources on delivering suporior value to target
customers. Tn practice, today’s companies tust be market-centered companies, watching
both their customers and their competilors. Bul they must not let competitor watching blind
them to rustomer focusing.

Figure 18.4 shows that companies have moved through four orientations over the years,
In the first stage, they were product oriented, paying little attention to either customers or
competitors. lo the second stage, they became customer oriented and started to pay attention
to customers. In the third stage, when they started to pay aftention to competitors, they
hecame competitor oriented. Today, companies need to be market oriented, paying balanced
attention to both customers and competitors. Rather than simply walching competitors and
trying to beat themn on current ways of dping business, they nead to watch customers and find
innovative ways to build profitable customer relationships by delivering more value than
competitors do. As noted previously, marketing beging with a good understanding of con-
sumers and the marketplace.

FIGURE 18.4
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"= Beviewing the Concepis

Today's companies face their toughest competition ever, Lnderstanding
customers s an impertant first stag in developing sirong customet rela-
tienships, but it's not enough. To gain competitive advankape, companies
musi use this understanding to design market affers that deliver mare
value than the affers of competifors seeking to win over the same cus-
tamers. This chapter examings how firms analyze their competitors and
design effective com petitive marketing straiegies.

1. Discuss the neerd to understand competitors as well as customers
tirough competitor analysis.
inarder to prepare an sffective marketing strategy, @8 company musi
consider ik competiters as weli as its custormers. Building profitable
customer relationships reguires salisfying target consumer needs
aiter than compelitors oo A company inust cantinuously analyze
competiters and develop compelifive marketing sirategies that pasi-
tion ik effectively against competitars znd give it the strongest cossible
competitive acantage.

Cormpeditor anaiysis firs| involves identifying the company’s major
compenitars, uging both an industry-based and a market-based analy-
sis. The comgany then gathers information on competitors” abjectives,
sirategies, strengihs and weaknesses, and reaction patterns. With this
information in hand, it can szlect competitors to attack or avoid.
Competitive intelligence must be collected, interpreted, znd distrib-
uted continugusly. Company markeiing managers should be able to
chtain full and reliable nformation about any campetitor affecting
their decisions.

- Reviewing the Hey Terms

Caompetitar-centared
company 534

Customercentered

company 534
Customer vatue analysis 520

Benchmarking 519
Campetitive advantage 516
Competitive mackeding
strategy 516
Competitor analysis 516

" Disonsging the Concepls

1. Discounl retailer Target is atternpting tz identify its competitors but
warts 1o avoid competitor myepia. Name some of its potential com-
petiters from both an industry and market point af view,

2. Whyis it imperlant to undesstand competitor's objectives?

2. What is the difference between entrepreneusiai, formuited, and
intrepreneurial marketing? What are the advantages and disadvan-
tages of each?

== Applying the Concepts

1. Form a small graup and conduct & customer-value analysis for five
logal restaurants. 'Who are the strong and weak competitors? For the
srong campetitors, what are their vulnerabilities?

2. Dellis the leader in the noiebook market, with HP threalening its mar-
ket shara. What are some potential market-eader strategies for Dell?

™ Focus on Technology

In 1823, Arthur Charles MNietsen introduced consumer marksters o many
innovatve research methods and technigues. Today, ACNIelsen crovides
market intedligence for most of the world's leading manufacturers and
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2. Explain the fundamentals of competitive marketing strategies based an
creating valua for cistamers.
Which comgelitive marketing siralegy makes the mast =ense depends an
the company's industry and on whether it s a market leader, challenger,
follower, or nicher. A market feader must mount strategies to expand the
fotal rnarket, pratect market share, snd expand markst share, A market
chaflenger is a fizm that tries agpressively to axpand its market share by
attacking Lhwe leader, other runnerup campanies, ar smallar firms in the
ingustry, The challenger can select from a varigty of direct or indiract
attack strategies.

A market foliower is a runner-up firm that chooses not to rock the
boat, usuaily from fear that it stands to lose more than it might gain.
But tha ioliower is not without a strategy and seeks to use its particu-
{ar skills fo gain market growth. Some {ollowers en;oy 2 higher rate of
returr than the leaders in their industry, A& markei nicher is a smaller
firm that is unlikely to attract the aftention of larger firms. Marked nich-
ers pfien cecome specialists in some end use, custcmer sixg, specific
customer, geogrephic area, or servica,

3. Ilustrate the need for bafancing customer and competitor orientations
in becoming 2 truly market-centerad organization.
A competitive arientaticn is impartant in today's matkets, but companies
shiould not averdo their focus ca competiors, Companies are more liely
to te huet by emerging consumer neads and risw compehiors than by
existing corpetitors. Markat-centered comparies that balance consurner
ard competitor considerations are practicng a toue market orientation.

Market leader 527
Market nicher 527

Strategic graup 518

Market-ceniere¢ company 534
Idarket challenger 527
Market follower 527

4, Apply Treacy and Wiersema's value disciplings to paling searca
engines. Identify a company that compeies according to each
disciphine.

B. What are the advantages and disagdvantages of 2 markst-nicher
coem petitive strategy?

6. Why is it impertant for a company ¢ maintain @ balance between
customear and competitar orientstions?

3. Tiffany & Co. & & high-profilz firm in the luxury retail jewelry market.
Visit www.ERany.com/abaubTimeline.aspx and review the Tiffany
historical timedine for important events, What is Tiffany & Co.'s dom-
inard marketing strategy? Explzin,

ratailers. He sister company, Nietsen Media Research, is the global 1eacer
in television audience measurement and provides the well-known televi-
sion “Niskzen Ratings.” Visit ACNietsen at www.acniglsen.com o find its
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retail measurement services. The regail measurement service pravides
consbiidated register scanner data from moest retall channels, including
supermarkets, drugstares, mass merchandisers, and warehouse clubis.
in addition to the register data, Mietsen akn uses in-slore observation 2
gather data on in-store gromoticns. Clienis can downicad reports o @
daily basis that track sales volume, selling price, cbserved promotion, and
other data peints. The information is provided on a compary's Cwn

== Focus on Hthics

Competitive int2lgence offers sirong advantages in the area of product
development. ¥nowing the compehior's progress on preducts, processss,
and techinoiogy is highly teneficial in competitive marksts. A trade secret,
infarmation that creates value fara cogmpany becauss it remains a secret,
afien rreates strong competitor curiosity. Companies sometimes ga to
great lengths o uncover surh secrefs. They develop creative technigues
0 access infgrmation, spmetmes pushing legai and ethical boundaries.
One widely used technique is sbservation. Obserational methods
inclide seral photography of manufacturing plants, dumpster diving to
analyze discarded preducts and materials, and plant tours.

One documented case invaives a visit in the 1970s by Steve Jobe and
other Apple exacubives to a Xerox research center, During the sour, Apple
executives asked many crebing questions about a new technclogy they
observed. After leaving with same proprigtary information, Apple subse-
quently hired some of the Xerox emglayees ta further develon the tech-
nalogy at Apple. Apple's behavier would not be considered ilegal.

Nike's mission sigtemeni is "to Gring inspiration and innovaton to every
athiste in the waorld." That's a substartial gogk-—one goal made even mose
sizahle when you consicer thal Mike believes thet "if you have a body,
yau're an athlste.” Daspite the lofty nature of tha mission, Niks has made
considerable strides in ils effort ta fudfill i The Nike sweosh is so ubigui-
tous in today's market that it may be difficult to¢ befieve the symbol
appeared just 35 yzars sgo. Since that time, Nike nas become the largest
sporls and fitress company in the worid, and 97 parcent of Amaricans
recognize e swoash.

The Nike brang succeeds by staying true o its cere values and deliv-
ering consiskently high-quaity, cuiting-edee products that zppeal W the
athletz 1in alf of us, building strong relatianshics with customers based on
rea: valus. By making innguation the centerciece of its oreduct develop-
ment and market:ng strategy, the Nike brand has became the markes:
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brands as well as cornpetitive brands and is easily examined by brand,
category, store, or market.

1. How can a marketer use this to analyze its campetitors?

Haw might a market leader such as Procter & Gamble react to
increased sales of a slore's private brand?

What might be a disadvantage of using Nielsen data?

Accarding to The Uniform Trade Secrets Act (UTSA) of 1585, which
attempts to affer some pentaction for rade secrats, legal pratection does
not hold if 8 company did not take reasanable attempts to protect its
secrets.

1. Give some examples of the infarmation that might be gleaned from
aerial pholography of & competitar's plant.
Gongle the Uniform Trade Secrets Act and scan its contents. What
etz 0o you ohserve about this tegisiation?

Tha Apple incident may nat kave been illegal, but was it unethical?

See: William Fitzpatrick, “Uncovering Trade Sevrets: The Legal
and Ethical Conundrum of Creative Competitive Intelligence,”
5.A.M. Advanced Management fournaf, Sumimes 2003, p. 4; and

Jim Dalrymple, “Apple Loses Rumor-Site Appeal,” MocWerld,
August 2006, Vol. 23, [ssua 8, p. 18,

lgader, reaching millians of consumers around the globe and raking in

annual revenuces totaiing 515 biliion.

After viewing the video featuring Nika, answer the Toilowing questions
about creating competiive advantage.

1. I the broadast sense, who are Nike's generic competitors? Who are
Hike's direct competitors? What competitive straiegy does Nike
em ploy?

2. what market leader strategies does MNike rely on to maintaia its mar-
ket pasition? idenify @ competitor pursuing 2 niche in Mike's mar-
kel How do the actions of that competitor benefit Mike? How do
Hey challenge Nike's market share and positioning?

How does Mike use partnerships witk professional athletes ang
S teams ta strengthen its relationshipns with consemers?

In April of 2008, Forrester Research announced the results
_of its semtannual survey ranking consumer slectronics and
personal computer companies on consurner trust.-Based on’
a poll of more than 4,700 customers as to their opinions of
22 of the best-known consumer technology brands, the com-
pany drew this conclusion: “Americans’ trust in coosumer
technology companies is eroding.”

Why is consumer trugt important? Forvester vice presi-
dant Ted Schadler answered that question this way: “Trust
is a powerful way to measurs a brand’s value and #ts ahility
to command a premium price or drive consumers inta a
higher-profit direct channel. A decline in trust canses brand
erosion and price-driven purchase decisions, which in turn
correlates with low market growth.”.



But despite the decline in trust for most technolopy com-
panies, Forrester made another surprising finding.
Consumer trust in the Bose Gorporation was riding high, In
fact, Bose far cutscored all other companisgs in Forrester's
survey. Not bad, considering that it was the first time the
company had been included in the survey, Forrester
pointed out that these resnlts were no fluke, noting that
Bose has 10 millivn regular users but more than 17 million
consumers who aspire to use the brand [coropared to 7 mil-
lion for next-highest Apple).

These high tevels of consumer trust result from philoso-
phies that have guided Bose for mors than 40 years. Most
companies today focus heavily on building revenue, profits,
and stock price. They try to outdo te competition by differ-
entiating praduct lines with features and attributes that
other companies do not have. Although Bose pays attention
to such factors, its true differentiation derives from the com-
pany's unique corpurate philesophy.

THE BOSE PHILDSOPHY

You can’t understand Boge the corapany withoul taking a
lock at Base the man. Amar Bose, the company’s founder
and still its CEO, has heen in charge from the start. In the
14508, Bese was working on hiz third degres at the
Massachugetts Institote of Technology. Te had a keen inter-
cst in rescarch and studied varicus areas of clectrical engi-
nyering. He also had a slyong interes| in muesic. When he
purchased his first hi-fi systeny—a model that he believed
had the best specifications—he was very disappointed in
the system's ability io reproduce realistic sound. So he set
oul te find his own solution, Thus hegan a stream of
research that would ultimalely lead to the founding of the
Bose Corparation i 1964, h

Irom those early days, Amar Dose worked around cer-
tain core principles that have guided the philosophy of the
cowpany. In conducting his first research on speakers and
sound, he did something that has since been repeated tine
and firne again at Bose. He ignoved existing techoologies
and started entirely fram scratch. Bose president Bob
Maresca provides insights on the company today that date
hack to Amar Bose’s original philosophy: “We are nat in it
slrictly to make money,” he says. "Dr. Bose is extremely
eclsctic in his research intsrests. The business is almost a
secondary consideration.”

For this reason, Amar Bosse plows all of the privately held
company’s profits back into research. This practice reflects
his avid love of research and his belief that it will produce
the highest-quality products. But he also doos this becanse he
cait. Boge hay been quoted many times saying, “if [ worked
for another company, [ wruld have been fired a long time
ago,” pointing lo the fact that publicly held companies have
long lists of constraints that don’t apply 1o his privately held
company. For this reason, Bose has always vowed that he
will never take the company public. “Geing public for me
would have been the sguivalent of losing the company.
Iy real interest is research——that’s the excilement—and 1
wouldn't have been able to do lopg-tern projects with Wall
Street breathing down my neck.”

This commitment to research and development has fed to
the high level of trust that Bose customers have for the com-
pany. [t alse explains their elmost cultlike loyalty,
Customers know that the company cares rore about their
best interests-—about making the hest product—ihan about
maximizing profits. But for a company not driven by the hot-
tom line, Bose does just fine. Although performance figures
are tightly held, analbysts esthnate that between 2004 and
20086, the company's revenues increased more thag 38 per-
cent, from $1.3 billion to over $1.4 billion. According to
market information firm NPD Group, Bose leads the market
in home speakors with a 12.6 percent share. Not anly were
home speakers the company’s origingl product line, but they
remain one of its largest and most profitable cndeavors.

GROUMDBREAKING PRODUCTS

The company that started g0 humhly now has a breadth of
product lines beyond its core home audio line. Additianal
lines Larget a variety of applications that have captured
Amar Bose's creative attention over the years, including
mililary, automotive, homebuilding/remodeling, aviation,
test cquipment, and professional and commercial saund
sysiems. The fullowing are just a few the products that
illustrate the innovative breakthrouphs produced by the
company.

Speakers Bose's first produci, introduced 1963, was a
speaker. Expecting to sell 81 million worlh of speakers lhat
first year, Bose made 60 but sold only 40. The original Boge
speaker evolved inlo the 901 Direct/Reflecling speaker sys-
temn launched in 1968. The speaker was so technologically
advanced that the company still sells it today.

The system was designed around the concept that live
sound reaches the human ear via direct as well as reflected
channels [off walls, ceilings, and other objects). The config-
uration of the speakers was completely unorihodox. They
were shaped like an eighth of a sphere and mounted facing
inta @ room's corner. The speakers had no woofers or bivest-
grs and were very small compared to the high-end speakers
of the day. The design came rmach closer to the sssence and
emotional impact of live music than anything else on the
merkel and wou immediale industry acclaim,

However, Bosce had a hard time convincing rustomers of
the merits of these innovative speakers. At a time when
woofers, tweeters, and size were everything, the 901 series
initially flopped. In 1968, a retail salesman sexplained to
Amear Bose why the speakers weren't selling:

“Loak, | lovo your speaker hut I cannot sedl it because
it makes me lose all my credibility as a salesman. [
can't explain to anyone why the 901 dossn’t have any
woofers or lweeters. A man came in and saw the
small size, and he started locking in the drawers for
the speaker cabinets. I walked over to hirn, and he
said, “Where are you hiding the woofer?' I said to
him, ‘There is no woofer.” So he said, 'You'rs a liar/
and he walked out.”

{case conlinues)
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Bose eventually worked through the challenges of commu-
nicating the virtuss of the 901 series to customers thuough
Inpovative display and demonstration tactics. The praduct
became so suecessful that Amar Bose now credits the 901
series for buitding the company.

The list of major speaker innovations at Buse is a long
one. In 1975, the company introduced concertlike sound in
the bookshell-size 301 Direct/Reflecting speaker systen.
Fourteen years of research lead to the 1984 development of
aceustic waveguide speaker technology, a technology found
today in the award-winning Wave radio, Wave music sys-
tem, and Acoustic Wave music system. In 1986, the com-
pany again changed conventional thinking about the rela-
tisnship between speaker size and sound. The Acoustimass
system enabled palm-size speakers to produce avdio qual-
ity equivalent to that of high-end systems many times their
size. The techuological basis of the Acoustimass system is
still in use in Bose products today.

Headphones Bob Maresca recalls that, “Bose invesied tens
of millions of dollars over 19 years developing headset tech-
nology before meking a profit. Now, headsets are a major
part of the business.” [nitlally, Buse focused on noise reduc-
tion technologies to make headphones for pilots that would
block wut the high level of noise Interference from planes.
Bose headphones comhined both passive and active nnise
reduction methods. Passive methods involve physically
blocking out noise with sound-deadening insulation. Active
methods are much mere complex, involving circuitry that
samples ambient noise and then cancels it out by creating
sound waves opposite to the “noise” waves. Bose quickly
discovered that airline passengers could benefit as much as
pilots from its headphone technology. Today, Bose sells its
CuietGomfort and Triport headphons lines for use in a vari-
ety of consuwmer applications,

Automotive Suspensicns Another major innovation at Hose
hias yet to be introduced. The company has been conducting
research since 1980 on a product outside of its known arsas
of expertise: automotive suspensions. Amar Bose’s interest
in suspensions dates back to the 19503 when he bought both
a Citroen DS-19 C and a Pontiac Bonneville, each riding on
unconventional air suspension systems, Since that time,
he’s been obsessed with the engineering challenge of
achieving good cornering capabilities without sacrificing a
smooth ride. The Bose Corporation is now an the verge of
introducing a suspension that it believes will accomplish
this feat better than any systern to date.

The basics of the system include an electromagnetic
motor installed al each wheel. Based on inputs from road-
sensing monitors, the motor can retract and extend almost
instantanecusly. If there is a bump in the road, the sespen-
sion reacts by “jumping” over it. If there is a pothole, the
suspension allows the wheel to extend downward, hut then
retracts it quickly enough that the pothole is not felt. In

-addition to these comfort-producing capabilities, the wheel
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mators are strong enough to prevent the car from rolling and
pitching during an aggressive maneuver.

The suspension system has been designed so that it can be
bolted right onto the chassis of current production cars, thus
minimizing both time and expense for manufacturers.
Initially, the cost of the system will put it in the class of Inx-
ury sutomaobiles. Currently, Bose is demonstrating the systam
oaly lo a handful of companies, with the jntention of part-
nering with one manufacturer before rofling it out to others.
Eventually, Bose aulicipates that wider adoption and higher
volume will bring the price down to the point where the sus-
pension could be found in all but the least expensive cars.

At an age when most people have long ago retired, 76-
vear-old Amnar Bose works every day, either at the company's
headquarters in Framingham, Massachusetts, or at his hame
in nearby Wayland. “He's got more energy than an 18-yeur-
old,"” says Maresca. "Every one of the naysayors enly
strengthens his resolve.” This work ethic illustrates the pas-
sion of the man who has shaped one of today's most innova-
tive and vet wost lrusted companies. His philosophies have
produced Bose's long list of groundbreaking innovations.
Even now, as the cumpany prepares io enter the warld of
gufomotive suspensions, it continues to achieve success by
following another one of Or. Bose's basic philosophies: “The
potential size of the market? We really have no idea. We just
know that we have & technology that's so different and sa
much better that many people will wanl iL”

Buestions for Diseussian

1. Based on the business philosophies of Amar Bose, how
do you think the Bose Corporation goss about analyzing
ils competition?

2. Which of the text’s three approaches to marketing strat-
egy best describes Base's approach?

3. Using the Michsel Porter and Treacy and Wiersema
frameworks presented in the text, which basic competi-
tive marketing strategias does Bose pursue?

4. What Is Bose’s competitive position in its industy? [Jo
its marketing strategies match this position?

5. In your opinion, is Bose a customer-centric company?

6. What do you think wilt happen when Amar Base leaves
" 1he cumpany?

Sources: Brian Dumaine, " Anar Bosa,” Fortune Smeaf! Business,
Saptember I, 2004, aceessed culiue at www.money.com.com/
magazines/fsh/; Olga Kharif, "Selling Sound: Boze Knows,”
Business Week Online, May 15, 2006, accessed online at
www.businessweek comy: Mark Jewcl], "Bose Tries ta Shake Up
Murto Industry," Associoted Press, November 27, 2005; “Bose
Introduces New QuistComfort 3 Acoustic Noise-Cancelling
Headphones,” Business Wire, Tune 8, 2006; “Torrestor Research
Reveals the Most Trusted Consumer Technology Brands,” press
releaso accessed anline at www. forrester.com; also see, "About
Bose,” avvessed online at www.bose.com, june, 2006,



