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EXCERPTS FROM THE BOOK QQMPEZITIEE STRA TEQY
by Michael F. Porter

Competitive strategy is at the heart of a firm's performance. It grows fundamentally out of the

value a firm is able to create for its consumers, customers and shareholders.

Competitive strategy is a search for a favorable, competitive posiﬁon in an industry.

Two_centr estion; rlie thé choice of competitive strate
1. The attractiveness of industries for long-term profitability and the factors that determine
it. -
2. | What determings the relative competitive positioﬁ within an industry.
ompetitive strategy must grow out of a so }ﬁsticafed unde ing of the rules of competition

that determine an industry's_attractiveness. There are five principal competitive forces that -
determine industry profitability: '

Potential new entrants.
Availability of substitutes for the industry's products. -
" Degree of rivalry among existing firms.

Bargaining power of buyers (e.g., for us the trade and the consumer).
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Bargaining power of suppliers.

These forces determine industry profitability becausé_ they influence the prices, costs, and required

investments of a firm in an industry.

This framework does not eliminate the need for creativity in finding new ways of competing in

“an industry. Rather, it directs creafive energies towards those aspects of mdust_ry structure that
are most important to long-run profitability, =
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Often firms make strategic choices without considering long-term consequences for industry
structure, They see a gain in their competitive position if a move is successful, but they fail to

anticipate the consequences of competitive reaction.

| For examplé, introducing a new product on a strong price basis could cause greater price
sensitivity in the market and thereby. strengthen the bargainihg power of buyers. This is
a key Samsonite lesson as it relates to Epsilon, CPX, EZ CARTS, etc. We must price-lip
on new, consumer-desired features/products. It is also the premium we should earn as a

result of our innovations and investments.

Or, the entry of a company (e.g., Samsonite) could lead other companies (as it often has) to
greatly increase their emphasis on technical innovation, Or, a new product design that undercuts
entry barriers, or increases the volatility of rivalry, may undermine the long-run profitability of

an industry.

In a real sense, industry structure determines who keeps what proportion of the value a product

“creates. Does the trade keep more of it; or does it go to the consumer; etc.? The crucial

question in determining profitability is whether firms can capture the value they create for buyers

or. whether this value is competed away to others. Industry structure is an jmportant
determination in who captures the value. |

Since we, at Samsonite, are the strong global leader, what we do and how we do it will
~greatly influence the structure of the industry. We must insure that what we do causes the

structure of the industry to be low cost, high margined and responsive to our areas of

strength--innovation, style/design, marketing/advertising and hardside product competencies.




The e ic f competitive tage fi can sess:  low cost or

ifferentiation.

In the main, Samsonite has followed differentiation. strategies although, at times, it has lost

_its way on this point.

The strategic logic of cost leadership usually requii'es a firm to be the cost leader, not one of

several firms vying for this position.

A firm on a difféz:gntiaﬁon strategy cannot ignore its cost position. Its cost must be at
parity or close to its competitors, and it must be achieved by reducing costs in all areas that

do not affect differentiation.

A firm thatrengage.s in both strategies, but fails to achieve any of them well, is stuck in the

middle. It possesses no competitive advantage, and will likely fail.

~ Achieving cost leadership and differentiation are often inconsistent because differentiation is
usually dostly. However, reduéin'g cost does not alWays involve a sacrifice in differentiation.
Ways can be foim_d to reduce costs, not only without hurting differentiation, but while actually
raising it. However, cost reduction is not the same as achieving a cost advantage. When faced
with capable competition also §-triving for cost !eadérghip, a firm will usually reach the point -
where further cost reduction requires a sacrifice in differentiation. It is at this point that the

generic strategies become inconsistent and a firm must make a choice.

However, if a firm can achieve cost rship and differentiation simultaneously, the

rewards are gre at because the benefits are additiyg.l This ils'the ultimate_ fo'rmula for

business success and Samsonite can achieve_-this. Our new strategies (Game Plan) will get

us there.
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This is possible where cost is strongly affected by market share or 'economies of scale such

as Samsonite with global SOuréing and standardization.

A firm should always'aggfessivel'y pursue all cost and productivity opportunities that do not

-sacrifice differentiation.

Different generic strategies imply organizational structures and cultures. Differentiation may be

facilitated by a culture encouraging innovatidn, individuality and risk taking.

Emp}oying a common generic strategy across a multi-division global company involves some
risks. One risk is that a diversified firm will impose a particular generic strategy on a business

‘unit whose segment or geographic region will not support it.
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' M@M&Iﬂm&m. Plans are too often built on projections of
future prices and costs and market shares that are almost invariably wrong, rather than on a
fundamental understanding of industry structure and competitive advantage that will determine

profitability no matter what the actual prices and costs turn out to be.

Some firms set the goal that all their business units should be leaders in their industries. This
approach to strategy is as dangerous as it is deceptively clear and tempting. The pursuit of
leadership for its own sake can sometimes divert attention from achieving and maintaining

competitive advantage.

Competitive advantage describes the way a firm can choose and implement a generic
strategy to achieve and sustain competitive advantage, A reality check is necessary--can the
corporation achieve its financial goals with the strategy that it chooses? This is key for

Samsonite and its key operating plans and strategies for FY 1998.






























