Strateqgic Management and Competitive Advantage

Chapter 5. Product Differentiation
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 Strategy in the Emerging Enterprise — Can Only Small
Firms Be Innovative?
— Joseph Schumpeter (1950 LH)
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— Entrepreneurial firm2| E3 0l 22 H 2ot X8 E=0| A X =
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PROBLEM SET

« 1. For each of the listed products, describe at least two
ways they are differentiated.

— (a) Ben & Jerry’s ice cream
« (1) Product features: The use of all-natural, high quality ingredients and the

innovative flavors of Ben & Jerry's ice cream illustrates the strategic use of
product differentiation to gain competitive advantage in the ice cream market.
Quirky flavor names such as Chubby Hubby, Wavy Gravy, Phish Food, and
Chunky Monkey also set Ben & Jerry’'s apart from the traditionally-named ice
cream products of rival companies.

 (2) Product reputation: the company donates 7.5% of pretax profits to
philanthropic causes through the Ben & Jerry's Foundation, community action
teams, and through corporate grants. The company also donates free ice
cream during public events and community celebrations in the Vermont area,
and contributes a percentage of the profits earned from ice cream sold in
Vermont retail stores to fund local charities.
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PROBLEM SET

« 2. Which, if any, of the bases of product differentiation
in question #1 are likely to be sources of sustained
competitive advantage? Why?

— (a) Product reputation is likely to be the source of sustained
competitive advantage for Ben & Jerry's ice cream because
reputation is probably the most difficult basis to imitate of all the
bases of product differentiation. And if it is costly to duplicate it
will enable a firm to gain sustained competitive advantages.
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PROBLEM SET

« 3. Suppose you obtained the following regression results, where
the starred (*) coefficients are statistically significant. What could
you say about the bases of product differentiation in this market?
(Hint: A regression coefficient is statistically significant when it is
so large that its effect is very unlikely to have emerged by chance.)

— House Price = $125,000* + $15,000* (More than 3 bedrooms)
+ $18,000* (More than 3,500 square feet)
+ $150 (Has Plumbing) + $180 (Has lawn)

+ $17,000* (Lot larger than 1/2 acre)

o If customers are willing to spend more for a product with a particular attribute
than they are willing to spend for that attribute, then that attribute
differentiates the first product from the second. That is, this attribute is a basis
of product differentiation in this market (p.148). In this problem, since
‘plumbing’ and ‘lawn’ are the attributes that differentiate from the house
without these attributes these ‘plumbing’ and ‘lawn’ can be thought of as
bases of product differentiation in this market.
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PROBLEM SET

* 4. Which of the following management controls and
compensation policies is consistent with implementing
cost leadership? with product differentiation? with
both cost leadership and product differentiation? with
neither cost leadership nor product differentiation?

— (e) A policy that reduces the compensation of a manager who
introduces a product that fails in the market

- Cost leadership

— (g) The creation of a purchasing council to discuss how different
business units can reduce their costs

- Cost leadership
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