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INDUSTRY STRUCTURE AND PROFITABILITY

FIGURE 2.1 Industry structure and profitability
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COMPETITIVE FORCE 1: RIVALRY AMONG EXISTING FIRMS

RIVALRY AMONG EXISTING FIRMS, CONTINUED

« Higher degrees of competition among firms:

— Push prices towards the marginal cost of production.
— Make non-price dimensions of products or services more important.

« Determinants of the intensity of competition among firms:

— Industry growth rate.
— Concentration and balance of competitors.
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« Determinants of the intensity of competition among firms:

— Degree of differentiation in products and services and switching
costs.

— Scale/Learning economies and ratio of fixed to variable costs.

— Excess capacity and exit barriers.
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COMPETITIVE FORCE 2: THREAT OF NEW ENTRANTS COMPETITIVE FORCE 3: THREAT OF SUBSTITUTE PRODUCTS

¢ The ease with which a new firm can enter an industry will affect the « The degree to which substitute products or services exist affects the
profitability of other firms within the industry. industry’s bargaining power with suppliers and customers, and
ultimately profitability.

« Factors affecting the barriers to entry are:
« The degree to which substitutes exist depends upon the relative price
and performance of competing products or services, and the

— Economies of scale - .
willingness of customers to accept substitutes.

— First mover advantage
Relationships with suppliers and customers
— Legal barriers
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COMPETITIVE FORCE 4: BARGAINING POWER OF BUYERS COMPETITIVE FORCE 5: BARGAINING POWER OF SUPPLIERS

« Buyer bargaining power can exert downward pressure on prices. « A mirror image of the bargaining power of buyers.
« Factors that can affect this bargaining power are: — Suppliers have bargaining power when there are few substitutes
— Buyer price sensitivity to product or service and/or few suppliers relative to the number of customers

— Relative bargaining power of buyers demanding a product or service.
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COMPETITIVE STRATEGY ANALYSIS STRATEGIES FOR CREATING COMPETITIVE ADVANTAGE

FIGURE 2.3 Strategies for creating competitive advantage
« Individual firms must choose appropriate strategies to succeed within

_ Cost leadership Differentiation
their industry segment. Supply same product or service at a Supply a unique product or service at
lower cost a cost lower than the price
basi " . . Economies of scale and scope premium customers will pay
« Two basic competitive strategies are: Efficient production Superior product quality
Simpler product designs Superior product variety
. Lower input costs Superior customer service
— Cost leadership Low-cost distribution More flexible delivery
_ . . P Little research and development or Investment in brand image
Product / service differentiation brand advertising Investment in research and development
Tight cost control system Control system focus on creativity and
. . . . innovation
« Figure 2.3 conveniently summarizes aspects of cost leadership and
differentiation.
Y

Competitive advantage
* Match between firm’s core competencies and key success
factors to execute strategy
* Match between firm’s value chain and activities required
to execute strategy
 Sustainability of competitive advantage
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ACHIEVING AND SUSTAINING COMPETITIVE ADVANTAGE CORPORATE STRATEGY ANALYSIS

« Choice of strategy is an important first step for a firm. The likelihood of * Companies with multiple business segments require an analysis how
achieving and sustaining competitive advantage must be evaluated. the separate segments are managed within the corporate governance
structure.

* Factors to evaluate include: « Factors to analyze include:

— Unique core competencies _ Transaction costs

— Specific benefits to operating under one corporate umbrella

— A system of activities that fits with the strategy and potentially
reinforce each other

— Strategic positioning
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