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Therefore, the ability to compete at a lower price means that you must first have lower costs than the
competition. When this is the case, the lowest cost provider will always outlast the competition in a price
war and will ultimately drive many competitors out of the market.

Another lower cost advantage can be one in which your company isn’t able to reduce its’ own costs but
seeks ways to lower the customers’ costs. Remember, one company’s output is another’s input. Learn as
much as you can about your customers’ business and seek ways to help them in ways your competitors
haven’t ever considered — maybe it’s in the concept design, inventory control, shipping or reducing one
small process that helps speed the throughput cycle by a day.

Unique Value Difference

The second competitive advantage stems from the ability to create a differentiated value proposition. That is,
value that is unique to your company’s offering and a difference that is truly valuable to the customer.

Differentiation is expensive. It requires an investment, often when cash is short. But the right differentiator
can turn your business around. The purpose of differentiation is multi-fold:

It insulates you from competitors that may cut their price in an attempt to steal your customers;
It may enable you to convert your competitors’ clients who recognize the value of the offering
before your competitor can respond;

It builds new “salable” value in your company

DIFFERENTIATION TIPS

Consider the following example in which a supplier finds both a cost
reduction and value differentiator that succeeds in achieving a
premium price and a potentially new growth advantage to increase its
market share:

Here are several avenues to
potentially reduce your customers’
costs:

Example: Supplier of chocolate reduces its customer’s costs and

captures increase in market share + Lower delivery, installation or

financing costs

Chocolate manufacturers buy solid bars of palletized chocolate. The
end product requires the manufacturer to have adequate warehouse

« Lower the required rate of usage

« Lower the direct cost of using

space to store the pallets, workers and machinery to unload the trucks,
stack the materials and to finally deliver the bars to the production
area where each bar is unloaded and melted down. The pallets and
wrappings must then be removed to another area where they will be
picked up and recycled.

While our supplier could not lower its own costs, it recognized an
opportunity to lower the costs of its customers by delivering tanker
trucks containing liquid chocolate versus pallets of solid bars and

your product, i.e. labor, fuel,
maintenance, required space

- Lower indirect costs of using the

product, i.e. a lighter product
weight may reduce transport
costs of the end product

« Lower the risk of product failure

connecting a direct feed from the tanker to the production area. In doing so, the manufacturer no longer
needed the large warehouse space or the manpower and equipment to unload, stack and move the inventory

to production.

In the end, the supplier’s costs increased because they needed to provide the tankers as well as the
connection mechanism to the production process. However, the manufacturer was happy to absorb these
costs and pay a small premium because the overall cost savings plus the increase in productivity more than

justified the added expense.
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Soon after, the supplier was successful in using this “value differentiator” to convert several clients of
competitors and expand their base at a premium price.

Therefore, the lowest cost strategy must be considered from two perspectives, reducing your own costs as
well as those of your clients. This will provide you with true advantage that will be difficult for the
competition to match

BIZMACH specializes in growth and transition strategies for mature
industries as well as the financing needed to facilitate the recommended
changes. BIZMACH Affiliates are uniquely qualified to evaluate your
business and provide your business with detailed strategies needed to
create sustained growth. Call us today for a free consultation.
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