Handout — Incubation "‘

aspire

Generic Strategies

Competitive strategy refers to a way of creating competitive advantage over competitors. It represents a
greater value for the customer, created either by lower prices or by providing greater benefits and
services that justify higher prices.
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Source of Competitive Advantage

Generally speaking, there are four possible ways to differentiate a business described by Michael Porter
in 1985 in his book, "Competitive Advantage: Creating and Sustaining Superior Performance." To
become a cost leader (meaning that you become the lowest-cost producer in the industry) and to
become a differentiation leader (meaning that you compete in areas other than price valued by
customers), both in a narrow or broad scope of business’ activities.
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o Cost Leadership Strategy: is about minimizing the cost to the organization of delivering
products and services.

« Differentiation Strategy: involves making your products or services different from and more
attractive than those of your competitors

o Focus strategies: Cost strategy as well as differentiation strategy could be narrow or broad.
Small and medium sized companies are often forced to become focused, namely a niche player,
since they are unable to compete against better-resourced broad market companies’ offerings.
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Porter Five Forces

The Five Forces model is created by Harvard Business School professor, Michael E. Porter. It is a model
that identifies and analyzes five competitive forces that shape every industry and helps determine an
industry's weaknesses and strengths. Five Forces analysis is frequently used to identify an industry's
structure to determine corporate strategy. Porter's model can be applied to any segment of the economy

to understand the level of competition within the industry and enhance a company's long-term profitability.
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Supplier Competitive Buyer
Power Rivalry Power

Threat of
Substitution

o« Competitive Rivalry. This looks at the number and strength of your competitors. How many
rivals do you have? Who are they, and how does the quality of their products and services
compare with yours?

e Supplier Power. This is determined by how easy it is for your suppliers to increase their prices.
How many potential suppliers do you have?

¢ Buyer Power. Are your buyers strong enough to dictate terms to you? How many buyers are
there, and how big are their orders?

o Threat of Substitution. This refers to the likelihood of your customers finding a different way of
doing what you do. A substitution that is easy and cheap to make can weaken your position and
threaten your profitability.

o Threat of New Entry. Your position can be affected by people's ability to enter your market.
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PESTEL Analysis

PESTEL analysis is an acronym for a tool used to identify the macro (external) forces facing an
organization. The letters stand for Political, Economic, Social, Technological, Environmental and Legal. It

offers people professionals insight into the external factors impacting their organization.
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PESTEL
Analysis

Technological

+ Political Factors: These determine the extent to which government and government policy may
impact on an organization or a specific industry.

o« Economic Factors: These factors impact on the economy and its performance, which in turn directly
impacts on the organization and its profitability.

o Social Factors: These factors focus on the social environment and identify emerging trends. This
helps a marketer to further understand their customers’ needs and wants.

 Technological Factors: These factors consider the rate of technological innovation and
development that could affect a market or industry.

« Environmental Factors: These factors relate to the influence of the surrounding environment and
the impact of ecological aspects.

e Legal Factors: An organisation must understand what is legal and allowed within the territories they
operate in. They also must be aware of any change in legislation and the impact this may have on
business operations.
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