The Strategist's Choice

Competitor Analysis

In highly concentrated industries, the key
characteristics of a company's external
environment are determined by the
behaviourofafew competitors. In
household detergents, Unilever's industry
environment is dominated by the strategy of
Procter and Gamble. The same is true in soft
drinks (Coke and Pepsi), jet engines (GE,
United Technologies, and Rolls-Royce).

Similar circumstances exist in more
fragmented markets. For the owner of a Shell
filling station in a British village, the
dominant feature of the local petrol station
market is the competitive behaviour of the

Esso station across the road.

Whatever the circumstance, conventional
approaches to competitor analysis

concentrate on three main aims:

1. To forecast competitors future strategies

and decisions.

2. To predict competitors' likely reactions

to a company’s strategic initiatives.

3. To determine how competitors'
behaviour can be influenced to make it

more favourable.

Interestingly, corporate interest in
competition has grown to such an extent
that many companies operate with
intelligence units. It is said that around a

fifth of US companies are so equipped.

A starting point for understanding is a simple

framework that prompts lines of enquiry as

shown below:

Let us look at these four areas of analysis in

some detail.

A Framework for
Competitor Analysis
1. Strategy (Business Purpose)

2. Objectives (Current and future
goals)

3. Assumptions (About itself and the
industry)

4. Resources and Capabilities
(Strengths and weaknesses)

Identifying Current Strategy

In the absence of any forces for change, a
reasonable assumption is that a company will
continue to compete in the future in much the
same way as it competes at the present. These
two are not necessarily the same; there may
be a divergence between intended strategy

and realised strategy.

Important and explicit statements of strategic
intention can be found in the annual reports of
companies, particularly in the chairman's
message to shareholders, and in other
statements by senior managers, especially in

meetings with investment analysts.

With regard to emergent strategy, emphasis

must be given to competitors' actions and

decisions; what capital investment projects are

being undertaken, what recruitment is taking
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place, what new products are in the pipeline,
what acquisitions or strategic alliances have
recently been undertaken or rumoured, and
what new advertising and promotional

campaigns have been planned?

Because of the importance of communicating
both to employees who implement the
strategy and to the investment community
who need to appraise the company, companies
are becoming more explicit about their
strategic plans. Thus, most corporate web sites
include not only company reports, financial
statements, and press releases, but also copies

of presentations and speeches to analysts.
Identifying a Competitor's Objectives

To forecast how a competitor might change its
strategy, some knowledge of its goals is crucial.
Identifying basic financial and market
objectives is particularly important. A company
driven by short-term profitability is a very
different competitor from a company that is
focused on long-term market share goals. A
company with market share goals is likely to be
much more aggressive in responding to a
rival's competitive initiative than one that is

mainly interested in the bottom line.

The collapse of the British motorcycle industry
can be attributed in part, to the willingness of
domestic companies to cede market share to
Japanese competition in the interests of

maintaining short-term profitability.

By comparison Procter & Gamble and Coca-
Cola are obsessed with market share and tend
to react much more aggressively when a

newcomer threatens to take away market

share. When a rival is not subject to
profitability disciplines at all, this can cause

destructive price competition.

During the early 1990s, the world aluminium
industry was plagued by depressed prices
resulting from heavy sales by Russian
producers on to world markets. The prices of
petrochemicals are frequently depressed by
sales from state-owned companies in the
Middle East and Asia that are interested more

in revenue than profit.

If the competitor is a subsidiary of a larger
corporation, it is important to comprehend the
goals of the parent, since these goals affect the
strategy of the subsidiary. The means by which
the parent controls the subsidiary is also
important. How much autonomy does the
subsidiary have? A subsidiary's ability to
respond to competitive assaults may be

restricted by corporate control mechanisms.

The level of current performance in relation to
the competitor's objectives is important in
determining the likelihood of strategy change.
The more a company is satisfied with present
performance, the more likely it is to continue
with the present strategy. If, on the other hand,
the competitor's performance is falling well
short of target, the likelihood of radical
strategic change, possibly accompanied by a

change in top management, is increased.

Competitors' Assumptions About the
Industry

A competitor's strategic decisions are
conditioned by its perceptions and by its

assumptions about the industry and about
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business in general. Both are likely to reflect the
beliefs and actions that senior managers hold
about their industry and the determinants of
success within it. Evidence suggests that not
only do these systems of belief tend to be stable
over time, but they also tend to converge within
an industry. These industry-wide ‘industry

recipes’.

Industry recipes may limit the ability of a
business, and indeed an entire industry, to
respond dynamically and effectively to
external change. The result may be that
established firms operate with a ‘blind-spot’
to the competitive initiatives of a newcomer.
During the 60s, the three largest American car
makers firmly believed that small cars were
unprofitable. This belief was based on their
own experiences - which were, in part, a
consequence of their own cost allocation

procedures.

As a result, they were willing to yield the
fastest-growing segment of the US
automobile market to Japanese and European
imports. Similar beliefs explain the
complacency of British and US motorbike
manufacturers in the face of imaginative

Japanese competition.

Identifying a Competitor's Resources and
Capabilities

The critical issue for a company is to evaluate
the gravity of a potential challenge from a
competitor! The extent to which this is
possible is dependent on the quality of the

competitor’s resources and capabilities.

We will explore this subject later; however,
analysis of a rival’s key resources is also
required, including financial reserves, capital
equipment, work force, brand loyal and
management skills, together with an appraisal
of capabilities within each of major functions:
R&D, production, marketing, distribution, and

so forth.

Caution in evaluating a competitor's
capabilities is essential before embarking on a
strategy that may provoke an aggressive
response. Many brilliant and innovative new
companies have failed to withstand the
aggressive reactions of established, well

financed incumbents.

Conversely, Microsoft’s entry into network
software, internet browsers, online
information and entertainment results from
Microsoft's huge financial resources, its
marketing muscle, and its fearsome reputation

for market dominance.

Applying the Results of Competitor
Analysis

For the purpose of strategy formulation,
competitor analysis is useful both in predicting
how competitors are likely to behave, and in

influencing their behaviour.

First in predicting competitor behaviour, the
first question we seek to answer is; ‘What
strategy shift is the competitor likely to make?’
This means that we should carefully identify
forces that are likely to arouse a change in
strategy. These may be external - a shift in
consumer preferences or regulatory change

that may have important consequences for the
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company - or they may be internal - a failure to
achieve current financial or market share
targets, or divisive conflict within the company.
Whatever the sources, a careful identification
of each competitor’s current strategy and goals,
assumptions about the industry and its
capabilities provides a sound basis on which to

forecast the direction of any change.

Second, we may wish to forecast a
competitor's likely reactions to a projected
strategy change that our own company is
initiating. If this strategy change involves an
attack on a competitor's market base, its
reactions may be crucial in determining the
desirability of any competitive move. The same
four elements together provide useful
guidance as to the nature, likelihood, and
seriousness of a defensive reaction by the

competitor.

Best wishes,

Lo it

Andrew Pearson
Managing Director
Unique Business Strategies
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This is one of a series of articles published by
UBS Unique Business Strategies.

If you want to read more on business strategy
visit Unique Business Strategies and chose from
a wide range of articles, white papers and books
on for example Business Strategy, Marketing,
Management and Change

Popular reads include;

9 How to Create and Exploit a UNIQUE
STRATEGIC POSITION for Your Business

9 The Vital Importance of Creative Insight

9 The Purpose Driven Management System

9 Capabilities and Competencies

9 Market Standing

1 How to Locate and Utilize Three

Differentiating Capabilities
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To find out more please write to
andrew@uniquebusinessstrategies.co.uk
visit my blog
www.uniquebusinessstrategies.co.uk
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