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1. ROEILEMERLEEL,

A firm can achicve a higher rate of profit {or potential profit} over a
rival in one of two ways: either it can supply an identical product or
service at a lower cost or it can supply a product or service that is
differentiated in such a way that the customer is willing to pay a price-
premium thart exceeds the additional cost of the differentiation. In the
former case, the firm possesses a cost advantage; in the latter, a differenti-
ation advantage. In pursuing cost advantage, the goal of the firm is to
become the cost leader in its industry or industry segment. Cost leader-
ship is a unique position in the industry, which requires that the firm
“must find and exploit all sources of cost advantage ... [and] ...
sell a standard, no-frills product,””  Differentiation by a firm from its
competitors is achieved “when it provides something unique that is
valuable to buyers beyond simply offering a low price,’”

These two sources of competitive advantage define ewo fundamentally
different approaches to business strategy. A firm that is competing on

low costis distinguishable from a firm that competes through differentia-
tion in terms of market positioning, resource and capabilities, and orga-

nizational characteristics.

' By combimng the two
types of competitive advantage with the tirm’s choice of scope — broad
market versus narrow segment— Michael Porter has defined three generic
strategies: cost leadership, differentiation, and focus,

(R.Gront " C‘onmp\p'n raly Dmreéy Amlys is”
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