s of strategic growps depending on the lo
rs may alser seem o be functioning betwes
classify. For these reasons, the eoncept of stn
ding am g v

| Uhe approach should al
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] Uhapter 7

TABLE m._nm.uw Generic Strategies Based on Porter's Tyoology

Emphasis

on Various
Emphasis on Factors
Emphasis on Low Costs and | Depending
ifferentiation | Differentiation | on Market

Emphasis
on Entire | Emphasis
Market on Low
or Miche Costs
Entire Low-Cost
Market Strategy
Niche Facus-Low-
Cost Strat-
gy

avy -

The Law-Cost Sty

Iribution ir akvost all of the couniry's major markets. In
2003, Coke had more than 70 percent of Mexican sales,
and Pepsi had 21 percent. Consumers in Mexico drink
moee Coke per capita than those in any oiner naliar.

In the early 2000s, however, both well-known colas
have been challenged by an unlikely upstart fram Fery
knowr as Kola Real {pronounced “ray-'af). Launched
in Mexico in 2001, Kola Real captured 4 percent of the
Mexican market in its fiest teo years,

Bottled by the Anancs family from Pery, Kola Real
lacks all of the frils and endarsements associaled
with Coke and Pepsi, The strateqy is simple:
all possible costs and offer large sizes at low prices.
Whereas Coke and Pepsi spend nearly 20 percent of

Low Cost-
Differentiation
Serategy
Focusy Facus-Low-Cost/
Differentiaton Differentiation

Straregy Strategy

at Kola Beal

v wdniduals wiliy denied pice
primarily on word-of-meuth advartising.

PRI e e T

chase ducisions, In Brazil, so-called B
cost genenc of stora brands) now acoo
ane-ihird of the countiy's cola seles. Fearng
fappen in Mexico, Coke and Pepsi have fought back
with price cuts of their awn, although they witl nof be
2bie to challenge Hola Real's low-cost position an &
large-scale basis.

Soiece: Aduptod o O, Lubow and €. Yerb
Shakes Lip Markets South of the Border,” W
27 October 2003, 41, ATE.
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number
s

A cost leader may be mare Ehelv than other businesses w sulsonrc ;
of it production activities if costs are recloced as a vesalt,
ol vantrol over quadi n 1he weheligiom, the most efficien
e ol ehistribution is sougu, even il HisLes 10T Casiest o)
1 sucressiul low-cost busitesses do ot emphasize cost minimi-
cation tes the degree tiat quality and service decline excessively n other words,

cost Jead x_:_v Laken o an extreme ean result in the production of “cheap”
gonds and services thin nobocdy is witling to purchise.

Low-cost Jeaders depend on asique capabilities o available 10 others in
the industry such as access 1o scarce raw materils, Large neacket share, or
high degree of capitalization,” Manufaciurers thar employ a low-cost st
-, ave volnerahle o intense price comperition that drives down |
rgins and Bmits their abilioe o improve OUnms, o angment the

w il inodest o

v lost

e It

s worth nating

huawe
¥

pr :m:- (3

with superior services, or spend more o
eof buringer VT

el in ¢

ae the cvents b4 e ioeven o

(A
s owhile tha lov—eost smteg «
L lar example, T
s pikors gl
Atlaga w

EYITRS

Time il

slesel v

o i e

AL o]

twhen amadian upsar MEG

vy Bk Bike Lo, |

[ TTR
tu new productand markel opportumnities may eventaally findd that their prodi
lave hecome olsolete

7-1b Focus-Low-Cost Strategy
The foens-low-cost strategy emphasizes low overall cons while serving @ narmow
segment of the market, producing nedrills products o serviees For pice-sensi-
¢ vustomers i o markes niche. Tdeally, the sinall business nnit tat adopes the
focus-low-cost strategy competes anly in distinen ma 2
cost alvantage relitive o large, lovscost competitons.

I'he focus coneept is clear in theory, but often conlusin
a business rejects a focus approach when

in pracuee. In ge
attempis o serve et of the
. In practice, however, virlually every business [ocuses its efforts, at least 1o

L
sOME CxXient, _..w.nm_.;.., et is 2 subjective term, scholars sometimes disagree on
business shauld be classified as focus or not

Fognp-LowL,
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Chapter 7

Alels is @ eleaw example of a b
[ giowal retiler that oflers o limited assartment of
s Al thie lonvest possible pric d
nated wround a single strategic :_._E Lives: Bowe cosis, BETors s
summers with low o medenue

Aleli minimizes costs o nember of ways, f:_ﬂ prochucts ave privae el ailon-
ing Al o negotiate rock-hotom pric :
size, much smaller than that of @ wypieal chain grocer Aldi only stecks cunnian
foedd aned related products, maximbeng inventory wenover The reiles eses
nol accept credit finating the 2 1 | percent lee vpicall rlharged
by banks i wroceries ank
st either bring their own bags or purdliase g rom Abeli Lor o paamiog!
ks an inmovative aggreadh o the use oF 318 shopping ¢
IRser i guarte
Isicle thes stewe ¢

process the wansaciion. Codomers [EHTTN

1 Bk anbes o

L

s

w hees e

o b ot businesses, e adopling
Feth e cappetitees (b genadnabl
vaks age, |

e, O

Lierinn e

LGS Ch

‘Ter deter price competition, busi
ey must continuonsly search for
varrier Ryanair has surpassed Southaest in dhis o
i | foed, drinks, and newspapers, Fuployees pay for their own e
ang and umifory 1 even incorporales a siict no-rel r::. policy, cven
“the airline ¢ flight, Even with an average toket price of abeas S350,
Ryanair laces eonstant pressure from s lange rivals, I 2004, eekod s st e

ses e ploying the Bocus=low-oest stou

The arl
neel:

Founded in 2003, ungary irline Wizw A spec
porting 1 lungari Poles, and ;:: I3 1 Earopeans Lo By
re ey seek and find beter paving jobs, CEO Jossed Varadi sees huses—nal
ather ai iy prinmry compotition. Sparked In
the European Union, Wiz Air makes coonorn
considering farves and travel tme, ™

el expansion

stenmer Dise when

sense Lo
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160 Chapter T

Struetiral
Lrnovations

compel

cormg tagather 1o crabie
WBILE L0 SUSIOMRNS

Farensse-Lonwe{ a1
Ebitlerentiadomn
Hirwiegy

iNg Its COSE o,

Snltiple Straticgie

af the ganavic business
shigtagies.

value e by pursing cost redueiions thar result in wrinined iy reduct
value, By focusing on vadue instead of Tow cost or differentition. firm ¢
the overall ¢ inalion o iom andd differentision i an indoso.
Finally, the importnee o structural innovations. maodifying the struciare of te
organization or the business mode] wimprove competitveness, has been ligghlisghaed
in recent vears, Beoent approschies to stracurad innovaion inchude the vial oo
pHaaLicn, ousowrving, aud the
systeans of intemeworked, fhaid, spocialiced buginesses Uit
warlue for cuswamers, s gained pronmnence aniong s
husiness web model, onmniztions do not fecas selely an he
s develop partnerships wath o nesses, el fucusing on s own

thinhess, W
I a vl

El

comscion

core competence W beter achivve ies i

7-1f Focus-Low-Cost/Differentiation Strategy

srentinling strs

Thasirsean it thaet aclops o focus=lowacost Sdiffe

1aied

e speaalivine eIt
th =k t &
- -

iy + o

an M

et e P eeecen

7-1g Multiple Straiegies
3 R

& b piiiple smasegi

L]

1oy the needds of & distine L
v sl tnes v e
s whest ev ofl

fyesses ave inone lihelv ik
ple uribze multiphe sy
erve guiles oo the ol
A multiple strategy approach can be difficubt 1o implement and confusing 1
customers. Many abrlines wilice multiple strategics when they offer both highis
differeniated (and high-priced) service via lirsichass seading and economieal,
limited-frills service in coach. To distinguish between these two classes ol cusion-
ers, airlines ypieally provide separite CUSIOITEE SCIVICE COURLENS. Ll
ing times and procedures, and beter lood for the livstclass passeiig
this approach is not optimal in theory, it enables airlines 1o sausly the teeds of
more than one teaveling segment without flying additional aircrall

7-2 Miles and Snow’s Strategy
Framework

ond commonty used Tramework introduced by Miles wnd Snow causiders

781111219802, Strategic Management; Theory and Practice, John Pamell - & Cengage Leaming

Prospectors perceive a dynamic, uncerain environment and maintain ilexibility
(o combat environmental change. Prospectors introduce new products and ser-
vices, and design the indusiry, Thus, prospectors e to possess a loose siruciuare,
a June division of labor. wnd low fomaliztion and contralizaion. While a prospec-
tor identifies and exploits now produce and markel opponunities, iLaccepis the
visk nssocinted with new ideas, For example, Anacon.com’s al launch of is Wil
honkstore was & major risk, one that resalied inomuoch greaes suceess for the come
pany than with - Interiie stri-us i the e 1990s.

Prospectors iypieally seck frstmover advantages ¢ ived from being st
o market, Firstmover advantages cou be sirpng, demonstrated by products
widely known by their original brand names, such as Kleenex and Chap Stid
Being first, however, can be a risky propositon. and researeh has shown thag com-
petitors may be able w cach up quickly and clifectivel = As i resull, prospectons
must develop expertise in i

innevation and cvaluate risk scenarios effectively.
Prospeetars are sypically focnsed on eoarparate entrepre peakrship. o

SPRERTTS (s e
whins devedops mew v et
B can bee aigued that al s Fhon

attapslee. e s drgger.

1 place a gredler ciaph;

sob g
o Bl

APt

o Lhe puroel
ul al

i

Asabizers stress stalulicy and Hes
thae povspen 1ol dlefepder atvategy oypes
aperations with loose control for new une
bosen iy e abilio 1w vesponed v i
Ly 10 upe
madily the product or serviee olfered by the prospecior, and market i more
effectively. In effect, an anabyzer i secking a “second-mover” adwntage. ™

Copying sucvessiul competiuns can B o successiul stratesy when both onga-
niwtions share the resonrees neatded o eleaively implement similar progrmns.
After sales shumped in 2000 at Taco Bell, president Emil Brolick acknowlodged
plans 1o model the resaurantafier Wendy's, noting Wendy's ability t gain market
share without skashing prices. Ln 2001, Taco Bell hegan appealing o @ more
mature market with additional pricey items and fewer promotions. Although the
praduct lines are substantially different. Brolick hopes that 2 similar approach
for Taco Bell can produce similar results.

Frneiors lack consistency in straregic choice and perform puerly, The reactor
organization lacks an appropriate set ol response niechanisms with which 1o con-
Tront environmenial dhange, The reactor sialegic tvpe also liae ks strength.

fiy some respeets, Porer's oypology and Miles and Snow’s ypology are <mi-
Lir, For example, Miles and Snow’s prospeeior ; is fikely w emphasi

Tiglhat exmity
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Busineas L v

Fiems can Focus their effors in several ways. Popular rewiler Cabela’s hus
even successfully mrgeted it efforts 1 men whe bate w shop! The Cabela’s in
Michigan draws an csimaied 6 milli ipors 1o 1 relul store each vear, mixing
s owdgorsmun-oricred merebandise with an aguany
stocked with trout, and realistic niture s
customer bise largely ignored by other reiailers:

Lin general. high prices are acceptabie woeertin cusiemens wha need product
perlo Tre, prostige. safety, or security, cspecially when anly one o [ busi-
nesses cater o their needs. As such, focus differcitiation s most appropriae
when market demand is inelastic, because high-cost produets are often required
1o support the specialized effors w serve a limited market niche. Asa result, vost
reduction efforts, while always desivable, are not emphasized.*!

7-1e Low-Cost-Differentiation Strategy

weattlod eivacde o by
Belititi @ mvamlner of oo Afie 1he @S Les gy B e
Fiases o duifies

e e produ
ple ula Business it b #iue

Melhanabed s woom
e, il ol

gioms ol raeae

Wi eadils
facing invrosed competitive pressy
ing Mexican, “fresh and healthy.” or other distinct product lines

A more recent example of the combination strategy is the relatively young «
line JetBiue Airways, launched in 2600 10 ovide cconomical air service among
1+ limited number of cities. JetBlue distinguished isell by providing new planes.
satellite television on bourd, and leather seating, JetBlue also minimized costs by
suich measures a5 squesing more sears into fis planes, selling most of its dchets
on the Internet wo avaid commissions, shortening ground delays, and serving
snacks instead of meals, Henee, JetBlue's differentiation effons increased s load
Fartor {i.e., the average peveentage of lilled seats), also reducing its per-passenger
ilighe costs.™

Chiange the U8, mobile home ind
Deiween low cost seentiation, Traditio
lioned as a w-coss, allfordable bousing option w low-ncome consumers. by 2004,
about 22 million Americans, or # percent of the U.S. population, live in manufac-
tured housing. Sales approached almest 100,000 anits per year in the lawe 1990s.

in the 20005 also ilustrate 1 link
Ty, nreshibe bomies lave been posi-
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