BROAD DIFFERENTIATION STRATEGIES

Differentiation strategies are attr'active‘whenever buyersfj needs and preferences are

too diverse to be fully satisfied by a stigndarﬂized producjt offering. Successful |
product differentiation requires careful study to determine what attributes buyers i
will find appealing, valuable, and worth pajifing for.3 Then the company must
incorporate a combination of these desirable fegtu'fes into its product or service that
will be different enough to stand apart | from the“pmduict or service offerings of
rivals. A broad differentiation strateny acluevea its aim when a wide range of buyers
find the company’s offering more appcalmr1r tlmn that nf rivals and worth a

Snmewhat higher price. i
1Successful differentiation allows a firm to do one or more of the following:
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' CORE CONCEPT

es profitability whenever a company s pr duct can command
a sufficiently higher price or generate sufficiently bigger unit sales to more than
. d):I dg 7 I’g ) § ‘y. B ] e The essence of a broad
cover the added costs of achieving the differentiation. Company differentiation differentiation strategy is to offer

unique product attributes that a wide
- range of buyers find appealing and
- worth paying more for.

strategies fail when buyers don’t place much value on the brand’s uniqueness and/or
when a company’s differentiating features are easily matched by its rivals.

Companies can pursue differentiation from many angles: a unique taste (Red Bull,

Listerine); multiple features (Microsoft Office, Apple Watch); wide selection and
one-stop shopping (Home Depot, Alibaba.com); superior service (Ritz-Carlton, Nordstrom); spare parts availability (John Deere:

Morgan Motors); engineering design and performance (Mercedes, BMW); high fashion design (Prada, Gucci); product reliability
(Whirlpool and Bosch in large home appliances); quality manufacture (Michelin); technological leadership (3M Corporation in
bonding and coating products); a full range of services (Charles Sc[mnb in stock brokerage); and wide product selection

(Campbell’s soups)

Managing the Value Chain to Create the Differentiating Attributes

Differentiation is not something hatched in marketing and advertising departments, :
S gl R AL I CORE CONCEPT
nor is it limited to the catchalls of quality and service. Differentiation opportunities _
G o s . L. ; i . A value driver is a factor that can hay
can exist in activities all along an industry’s value chain. The most systematic i L
TR | a strong differentiating effect.

approach that managers can take, however, involves focusing on the yalue
driversCJ, a set of factors—analogous to cost drivers—that are plll‘tiCLl]LlI’l}’
effective in creating differentiation. Figure 5.3 [z contains a list of i unpmmnt value drivers. Ways that managers can enhance

differentiation based on value drivers include the following:

FIGURE 5.3 Value Drivers: The Keys to'Creating a Differentiation Advantage
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effective in creating differentiation. Figure 5.3 2 contains a list of important value drivers. Ways that managers can enhance
1

differentiation based on value drivers include the following:

FIGURE 5.3 Value Drivers: The Keys to Creating a Differentiation Advantage
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Sowree: Adapted from Michael E. Porter, Comperitive Advantage: Creating snd Susteining Supertor Performanee (New York: Free Press. 1985).

1. Create product features and performance attributes that appeal to a wide range of buyers. The physical and functional features

of a product have a big influence on differentiation, including features such as added user safety or enhanced environmental

protection. Styling and appearance are big differentiating factors in the apparel and motor vehicle industries. Size and weight

matter in binoculars and mobile devices. Most companies employing broad differentiation strategies make a point of
incorporating innovative and novel features in their product or service offering, especially those that improve performance and

functionality.

2. Improve customer service or add extra services. Better customer services, in areas such as delivery. returns. and repair, can be
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1. Create product features and performance attributes that appeal to a wide range of buyers. The physical and functional features
of a product have a big influence on differentiation, including features such as added user safety or enhanced environmental
protection. Styling and appearance are big differentiating factors in the apparel and motor vehicle industries. Size and weight

matter in binoculars and mobile devices. Most companies employing broad differentiation strategies make a point of
incorporating innovative and novel features in their product or service offering, especially those that improve performance and

functionality. ‘
Improve customer service or add extra services. Better customer services, in areas such as delivery, returns, and repair, can be
as important in creating differentiation as superior product features. Examples include superior technical assistance to buyers

higher-quality maintenance services. more and better product information provided to customers, more and better training

materials for end users, better credit terms, quicker order processing, and greater customer convenience.

Invest in production-related R&D activities. Engaging in production R&D may permit custom-order manufacture at an efficient
cost, provide wider product variety and selection through product *'versioning,” or improve product quality. Many
manufacturers have developed flexible manufacturing systems that allow different models and product versions to be made on
the same assembly line. Being able to provide buyers with made-to-order products can be a potent differentiating capability.
Strive for innovation and technological advances. Successful innovation is the route to gmre frequent first-on-the- Pase 131
market victories and is a powerful differentiator. If the innovation proves hard to replicate, through patent protection

or other means. it can provide a company with a f"usl moyer advantage that is sustainable.

S. Pursue continuous quality mzpmucmem Quality conlrol pIOLL\SQS reduce product defects, pre\fenl prermmre product failure,
extend product life, make it economical to offer longer wi mmty coverage. improve economy of use, result in more end-user
convenience. or enhance product appearance. Cm‘npame% whose quality management systems meet certification standards. such
as the ISO 9001 standards. can enhance their lcpuldllﬂll or quality with customers.

6. Increase marketing and brand- bmiclnu; activities. Mar keting and advertising can have a tremendous effect on the value
perceived by buyers and therefore their willingness to pay more Tor the company’s offerings. They can create differentiation

even when little tangible differentiation exists otherwise. For example. blind taste tests show that even the most loyal Pepsi or

Coke drinkers have trouble telling one cola drink from another.? Bumd-, create customer loyalty, which increases the perceived

“cost” of switching to another product.

7. Seek out high-quality inpuats. Input quahly can ulunmuly spill over (o affect the performance or quality of the company’s end
) b 1 because it has verv strict snecifications on the coffee

roduct. Starbucks. for example. oets hiol
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8. Emphasize human resource management activities that improve the skills, expertise, and knowledge of company page—lg,z
personnel. A company with high-caliber intellectual capital often has the capacity to generate the kinds of ideas that -
drive product innovation, technological advances, better product design and product performance, improved production
techniques, and higher product quality. Wcll-desigﬁed incentive compensation systems can often unleash the efforts of talented
personnel to develop and implement new and effective differentiating attributes.

Revamping the Value Chain System to Increase Differentiation

Just as pursuing a cost advantage can involve the entire value chain system, the same is true for a differentiation advantage.
Activities performed upstream by suppliers or downstream by distributors and retailers can have a meaningful effect on customers’
perceptions of a company’s offerings and its value proposition. Approaches to enhancing differentiation through changes in the

value chain system include:

e Coordinating with channel allies to enhance customer value. Coordinating with downstream partners such as distributors,
dealers, brokers, and retailers can contribute to differentiation in a variety of ways. Methods that companies use to influence the
value chain activities of their channel allies include setting standards for downstream partners to follow, providing them with
templates to standardize the selling environment or practices, training channel personnei, or cosponsoring promotions and
advertising campaigns. Coordinating with retailers is important for enhancing the buying experience and building a company’s
image. Coordinating with distributors or shippers can mean quicker delivery to customers, more accurate order filling, and/or
lower shipping costs. The Coca-Cola Company considers coordination with its bottler-distributors so important that it has at

times taken over a troubled bottler to improve its management and upgrade its plant and equipment before releasing it again.2

e Coordinating with suppliers to better address customer needs. Collaborating with suppliers can also be a powerful route to a
more effective differentiation strategy. Coordinating and collaborating with suppliers can improve many dimensions affecting
product features and quality. This is particularly true for companies that engage only in assembly operations, such as Dell in
PCs and Ducati in motorcycles. Close coordination with suppliers can also enhance differentiation by speeding up new product
development cycles or speeding delivery to end customers. Strong relationships with suppliers can also mean that the

company’s supply requirements are prioritized when industry supply is insufficient to meet overall demand.

Delivering Superior Value via a Broad Differentiation Strategy

Differentiation strategies depend on meeting customer needs in unique ways or creating new needs through activities such as

o)
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Delivering Superior Value via a Broad Differentiation Strategy |

Differentiation strategies depend on meeting customer needs in unique ways or creating new needs through activities such as
innovation or persuasive advertising. The objective is to offer customers something that rivals can’t—at least in terms of the level

of satisfaction. There are four basic routes to achieving this aim.

The first route is to incorporate product attributes and user features that lower the buyer’s overall costs of using the company’s
product. This is the least obvious and most overlooked route to a differentiation advantage. It is a differentiating factor since it can
help business buyers be more competitive in their markets and more profitable. Producers of materials and components often win
orders for their products by reducing a buyer’s raw-material waste (providing cut-to-size components), reducing a “Page 133
buyer’s inventory requirements {providing just-in-time deliveries), using online systems to reduce a buyer’s procurement e L
and order processing costs, and providing free technical support. This route to differentiation can also appeal to individual
consumers who are looking to economize on their overall costs of consumption. Making a company’s product more economical for
a buyer to use can be done by incorporating energy-efficient features (energy-saving appliances and lightbulbs help cut buyers’
utility bills; fuel-efficient vehicles cut buyer costs for gasoline) and/or by increaéing maintenance intervals and product reliability

to lower buyer costs for maintenance and repairs. X

A second route is to incorporate rangible features that increase customer satisfaction with the product, such as product
specifications, functions, and styling. This can be accomplished by including attributes that add functionality; enhance the design:
save time for the user; are more reliable; or make the product cleaner, safer, quieter, simpler to use, more portable. more
convenient, or longer-lasting than rival brands. Smartphone manufacturers are in a race to introduce next-generation devices

capable of being used for more purposes and having simpler menu functionality.

A third route to a differentiation-based competitive advantage is to incorporate
Differentiation can be based on

intangible features that enhance buyer satisfaction in noneconomic ways. Toyota's _ : ; :
g tangible or intangible attributes.

Prius appeals to environmentally conscious motorists not only because these drivers:

want to help reduce global carbon dioxide emissions but also because they identify
with'the image conveyed. Bentley, Ralph Lauren, Louis Vuitton, Burberry, Cartier,
and Coach have differentiation-based competitive advantages linked to buyer desires for status, image, prestige, upscale fashion,
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mstances where hlgh price implies h1gh qml:ty and performance) more appealing or f'mc1er pack1g1ng than competing products,
ad content that emphasizes a product’s standout attributes, the quality of brochures and sales presentations, and the luxuriousness
and ambience of a seller’s facilities (important for high-end retailers and for offices or other facilities frequented by customers).

They make potential buyers aware of the professionalism, appearance, and personalities of the seller’s employees and/or make

potential buyers realize that a company has prestigious customers. Signaling value is particularly important (1) when the nature of
differentiation is based on intangible features and is therefore subjective or hard to quantify, (2) when buyers are making a first-

time purchase and are unsure what their experience with the product will be, (3) when repurchase is infrequent, .and (4) when
buyers are unsophisticated.

n raleoy requnres first, that the comp'my have capabllmes
in 'u'eas such as customer ser\nce marketmg, brzmd manatrement and technology that can create and support differentiation. That

is, the resources, competencies, and value cEm}n_ actwmes of the company 'must be well matched to the requirements of the strategy.
For the strategy to result in competitive qdvanhge the company S competencneq must also be sufﬁcnemly unique in delivering
value to buyers that they help set its proc]uct offeuno apart from those of nvah They must be competitively superior. There are
numerous examples of companies that have dlfferennaled themselves on the basis of distinctive capabilities. Health care facilities
like M.D. Anderson, Mayo Clinic, and Cleveland Clinic have qpecmhzed experme and eqmpment for treating certain diseases that -
most hospitals and health care pr0v1dels cannot afford to emulate. When a major, news event occurs, many people turn to m
Fox News and CNN because they have the ca;nbllmes to get reporters on the scene quickly, break away from their PRan
regular programming (without suffeum a Io#\ ‘of '\dvermmg revemlex '1bqoc1med with 1egul'1r progr'unmnlo) and devote extensive

1

air time to newsworthy stories.

The most successful approaches to differentiation are those that are difficult for
rivals to duplicate. Indeed. this is the route to a sustainable differentiation Easy-to-copy differentiating
) features cannot produce

advantage. While resourceful competitors can. in time. clone almost any tangible i Y
’ sustainable competitive advantage.

product attribute, socially complex intangible auributes such as company

reputation. long-standing relationships with buyvers, and image are much harder to
imitate. Differentiation that creates switching costs that lock in buyers also provides
a route to sustainable advantage, For example. it a buyer makes a substantial investment in learning to use one type of system. that
buyer is less likely to switch to a competitor’s system. (This has kept many users from switching away from Microsoft Office

products. despite the fact that there are other applications with superior features.) As a rule. differentiation yields a longer-lasting
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When a Differentiation Strategy Works Best =

Differentiation strategies tend to work best in market circumstances where:

e Buver needs and uses of the product are diverse. Diverse buyer preferences allow industry rivals to set themselves apart with
product attributes that appeal to particular buyers. For instance, the diversity of consumer preferences for menu selection,
ambience, pricing, and customer service gives restaurants exceptionally wide latitude in creating a differentiated product
offering. Other industries with diverse buyer needs include magazine pubiishing, automobile manufacturing, footwear, and
kitchen appliances.

e There are many ways to differentiate the product or service that have value to buyers. Industries in which competitors have
opportunities to add features to products and services are well suited to differentiation strategies. For example, hotel chains can
differentiate on such features as location, size of room, rangé of guest services, in-hotel dining, and the quality and
luxuriousness of bedding and furnishings. Similarly, cosmetics producers are able to differentiate based on prestige and image,
formulations that fight the signs of aging, UV light protection, exclusivity of retail locations, the inclusion of antioxidants and
natural ingredients, or prohibitions against animal testing. Basic commoditieé, such as chemicals, mineral deposits, and
agricultural products, provide few opportunities for differentiation.

e Few rival firms are following a similar differentiation approach. The best differentiation approaches involve trying to appeal to

buyers on the basis of attributes that rivals are not emphasizing. A differentiator encounters less head-to-head rivalry when it

goes its own separate way in creating value and does notftry to out-differentiate rivals on the véry same attributes. When many
rivals base their differentiation efforts on the same attributes, the most likely result is weak brand differentiation and “'strategy
overcrowding”—competitors end up chasing much the same buyers with much the same product offerings.

Technological change is fast-paced and competition revolves around rapidly evolving product features. Rapid product

innovation and frequent introductions of next-version products heighten buyer interest and provide space for companies to

pursue distinet differentiating paths. In smartphones and wearable Internet devices, drones for hobbyists and m

commercial use, automobile lane detection sensors, and battery-powered cars. rivals are locked into an ongoing -

battle to set themselves apart by introducing the best next-generation products. Companies that fail to come up with new and

improved products and distinctive performance features quickly lose out in the marketplace.

Pitfalls to Avoid in Pursuing a Differentiation Strategy RORTR—
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