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Introduction


	 


	 


	A competitive advantage is a recognizable superiority that allows a person or organization to be more attractive than their competitors, for gaining  customers’ preference. Customer means client, patient, user, consumer, donor, voter, student and in general, every person or company that “buys” something. A the end, we all sell something to somebody. Michael Porter in his book Competitive Advantage: Creating and sustaining superior performance, proposed two ways to build a competitive advantage: Cost advantage or Differentiation advantage. Cost advantage is self explained. If you charge less than your competitors for the same produtcs or services, you have a cost advantage. That’s the way large corporations as IKEA, Zara or Walmart gain customer preference. Nevertheless, having the lowest costs is just not possible for the great majority of businesses. This then leaves differentiation as the viable option to build competitive advantages for the rest of us.


	 


	The idea of this book is to teach you how to differentiate your business. If you don’t have a clear difference, this book will help you find it and design it. If you already have a difference, this book will help you communicate it better. Stop Competing on Price is for those that don’t accept the status quo. For large corporations, small businesses, NGO’s, independent professionals, students, entrepreneurs, salespeople and everyone who wants to break the mold. Stop Competing on Price is the way to get out of the price trap. It’s a roadmap to build remarkable businesses that stand out in a world full of commodities. It’s a book about strategy and inspiration. With ideas, concepts, insights, examples and case studies, you will be able to design your difference and the most effective way to communicate it.


	 


	For years, I’ve been obsessed about understanding why so many companies see low prices either as an alternative to compete, or the Sword of Damocles that could seal their destiny. Hero or villain, price is the most talked about topic at any commercial meeting. Price is the catalyst of the added value of a product or service to the market, relative to what competitors offer and cost. However, no matter the great power that is attributed to this variable, price is always a perception of value; how much money a customer is willing to pay for something, depending on the perceived benefits he or she is receiving. This is why many companies day and night feel the pressure of prices. In my own experience, companies compete on price because: 1) Intend to sell to the wrong client (for those who don’t appreciate your value, any price will be expensive); 2) Don’t differentiate from their competitors (if the market perceives no difference, will decide based on price); and 3) Even if they have a difference, don’t communicate it effectively (the silence of the differentiated companies, puts them at the mercy of those who without being better, speak louder).


	 


	The principle of Stop Competing on Price is that many companies just cannot sell at lower prices because they offer additional benefits: Invest in better ingredients, products and services of higher quality, responsible guarantees and robust infrastructure. This is not a book about pricing strategy, it’s about differentiation; how to design and communicate all those aspects that make your product or service a better option; things that make it different, remarkable and relevant. 


	 


	Visit StopCompetingOnPriceBook.com/bonus and enjoy additional resources sucha as videos, images and audios mentioned throughout the book. 


	 


	 


	 


	 


	 


	 


	 


	 




Chapter 1


	
Selling cheap is an option; if you live to tell the tale



	 


	 


	Businesses can’t set higher prices for just any reason. Selling at higher prices means creating value for customers and being able to charge for it. Creating sustainable value has a price, so the vast majority of companies need to leverage that price.


	 


	Continuously training salespeople to better advise clients costs money. Using high-quality raw materials to improve product performance costs money. Having spacious stores that are comfortable and conveniently located costs money. Offering training to customers costs money. Maintaining a positive work environment in which employees can provide friendlier service costs money. Implementing technologies that make processes simpler costs money. Developing more functional, environmentally-friendly packaging costs money. Delivering faster costs money. Responding responsibly to guarantees costs money. 


	 


	All of these elements are aspects of your value proposition, and if you were to simply sell cheap, it would be very difficult to provide these benefits to your clients in a sustainable way. If you choose to offer memorable experiences and delight customers, then you need money to do so consistently. Of course, not every customer will be willing to pay for these benefits, and that’s okay. Those customers aren’t your target market.


	 


	Being costly is different than being valuable. Something is expensive when customers perceive that it costs more than the perceived benefits they’re getting from it. On the contrary, something is valuable when although it has a high price, it equals or exceeds customer expectations. Although we refer to high-priced products as "expensive," they aren’t all actually "expensive" or costly – some are valuable. It depends on what we get in return. Think about toll fees. They’re not all the same. Some are more "expensive" than others. However, when this increased value is reflected in the quality of road infrastructure (well-maintained roads, proper lighting, multiple lanes, highway security, and signage, among other features), there’s a perception of value.


	 


	Selling cheap is, of course, an option. In fact, that’s what many companies end up doing as their only alternative to confronting competitors that focus on price. The problem isn’t selling at lower prices, the problem is that unless you have a strict control of costs, synergies, and efficiencies, lower prices may lead to ruin. In addition, selling cheap leaves little room to maneuver, so you will have to limit the benefits offered. And, as a result, you will end up being very similar to anyone else and might be easily replaced.


	 


	I’m not against selling cheap. In fact, in many industries that is the goal: reduce costs to lower the price and allow more people access to certain products or services. The challenge is to lower prices as a result of cost reduction without affecting profitability. Netflix, for example, has started generating its own content, arguing that it significantly reduces the cost per hour to produce its own House of Cards than it does to license all of its programming1. This also further allows the company to offer unique and differentiated material. 


	 


	Uber has UberPool, a service in which several people going in the same direction share a ride, allowing them to pay far less than they would for an exclusive ride and reducing congestion at the same time. In these cases, lowering the price is the goal.


	 


	Telecommunication companies reduce their prices so more people have access to broadband internet services just as airlines lower ticket prices so more people can travel. The decline in prices isn’t just a result of the law of supply and demand, where more competitors offering interchangeable services increase the pressure on prices. Lower prices may also represent a market expansion. When these industries lower their prices, they also expand the overall number of people who can afford to access that market.


	 


	Low prices are a form of competition. They’re very demanding and dangerous, but they’re definitely an attractive alternative for certain types of customers. Just look around at any business sector and examine the main selling argument: price. However, given that the vast majority of companies can’t afford to have the lowest prices (because they don’t have the cost controls required to provide a robust value proposition and still be profitable), the alternative is to differentiate in order to compete efficiently. Differentiation allows many organizations to offer significant value propositions to their customers because they have the resources to support and maintain them. It’s difficult to survive being more expensive if you have no relevant argument to justify it.


	 


	Very few businesses can compete on price


	 


	Anyone can sell cheap. The challenge is selling cheap and being profitable. Nothing destroys the value of a company more than offering low prices without the support of efficient structures, economies of scale, or the conditions that allow for low prices while still making money. IKEA, the Swedish furniture, household items, and decor manufacturing company can offer lower prices because it has economies of scale, saves on transport by packing its easily-assembled products flat (additional products in the same space), and has strict inventory controls, among many other ways of optimizing its entire value chain.


	 


	Lowering prices doesn’t mean reducing the profit margin. Lowering prices doesn’t mean earning less per sale, hoping that you can make it up on volume. Every time the price decreases at the expense of profitability, it’s limiting your room to maneuver. You become more vulnerable. With margins that are too narrow, an abrupt change in the exchange rate, an increase in the cost of raw materials, or a slowdown in demand can quickly cause problems.


	 


	Even if you have achieved economies of scale and have finely tuned cost controls, it’s a constant game of balancing profitability with the necessity of making investments in order to improve the customer experience, product quality, and service levels. Remember: Not all customers want to buy cheap. There are people who want better solutions and are willing to pay for them. Do not presume that the price is the only variable in play and that it’s the only one that will guide customers in their decision-making. This presumption will lead you to be just another option among many, offering an average product to average customers at an average price. There will be no money for more, no way to afford better services or any kind of differentiation.


	 


	Even in markets with low purchasing power where you might think the price is the most critical variable, consumers aren’t willing to buy just for the sake of being cheap. This is the case with the Tata India car brand’s hyped Tata Nano. Proclaimed the world's cheapest car, it hasn’t achieved the level of success that was expected, despite its low price. Perceived as a little more than a motorcycle but less than a car, this 600cc vehicle lacks some elements the consumer is unwilling to negotiate, despite its affordable price of $2,400. 


	 


	According to a report published by Motor magazine, in the Tata Nano’s nearly first four years of life, it only sold a total of 229,000 units, compared with an annual production that was estimated at 250,0002. That’s a fairly small figure if we consider the more than 1.2 billion inhabitants in India and its average per capita income of $1,600. In a novel effort to recoup sales, the company launched its GenX Nano, seeking to be more attractive to people who have different expectations that include automatic transmission, Bluetooth connectivity, and improved stability for added safety. Of course, all of this has a cost. The price of the GenX Nano began at $3,000, 25 percent more than the initial price. Providing a better product has a cost. Low price plus high quality is an unlikely equation.


	 


	However, this doesn’t mean you can’t eliminate some elements in order to develop a less expensive product. The point is to eliminate things that aren’t critical for customers. Unlike the case of the Nano, Ford's strategy with the introduction of the EcoSport in the early 2000s was brilliant. In his book Los Secretos de los Precios (The Secrets of Prices), my friend Ariel Baños, director of fijaciondeprecios.com in Argentina, gives a detailed account of how this brand, understanding market trends, customer desires, and user habits, developed a winning vehicle by lowering costs without sacrificing the elements that were important for customers. Baños explained that while there was an important market for people who liked all-terrain vehicles, few could afford the price, leading them to finally settle on a sedan. 


	 


	"The market research that they conducted revealed some truly amazing information about the habits and needs of buyers of all terrain vehicles. It indicated that 66% of users used the all-wheel drive very sporadically, while 14% were not interested in ever going beyond asphalt. That is to say that 80% of users in reality were not using the all-wheel drive on vehicles of this type,” says Baños3.


	 


	The market research showed that what customers valued most was the off-road aspect, meaning the robust body structure, bumpers, and wheels, among other features while things like all-wheel drive, engine power, or internal finishes were not as prized, even though these were the reasons people were paying a higher price. Following this discovery, Ford developed its Amazon project, launching the Brazil-manufactured EcoSport in 2003 for several countries in Latin America. 


	 


	"It was a vehicle with all the appearance of an aggressive all terrain, but the initial model had the performance, platform, and ultimately the price of an average street car. This initial model generated a major revolution in the market. It came equipped with simple traction, the same as almost any street car, and its platform, surprisingly, was the same as the small, urban Ford Fiesta. This was because the Amazon project envisaged a single basic platform for an entire family of vehicles, which allowed a significant reduction in production costs. Ford's approach was so successful that the EcoSport model quickly climbed to the top spot in sales in all countries where it was marketed. Thousands of buyers who never imagined owning an all terrain were able to afford the Ford EcoSport thanks to its competitive retail price, which was almost 25 percent less than the cheapest all terrain on the market at that time," Baños explains.


	 


	Your company already has a business model it is using to compete. It has designed its value proposition to meet the specific needs of customers who are willing to pay for them. As we will see throughout this book, companies try to focus on those for whom their business model has been designed and present their value proposition in such a way that customers understand why it costs what it costs. That is what Stop Competing on Price is about: differentiating your offer and communicating that differentiation effectively to the right people. Not everyone is a potential customer. Not everyone is willing to pay for the value you provide and for all the details you care about. Focus on delighting those for whom your business was designed, rather than looking for customers attracted only by low prices.


	 


	What comes because of price, goes away because of price


	 


	You can’t hope to build strong relationships with customers if the only communication you’re having with them is "30% off," "Take advantage of this promotion," "Inventory blowout," or "You will love our low prices." That doesn’t build relationships or strengthen positioning. It just generates transactional relationships. It’s a minimal connection between customers and the product or service you are providing. You are building relationships based solely on price. You’re ultimately the victim of your own medicine – by only communicating that you have good prices, you’re attracting customers for that particular reason. The customer who comes because of price, goes away because of price, as well.


	 


	Do this exercise: Look at a magazine, visit a shopping mall, or check out any outdoor advertising. How many of them are sending a message that underpins their value and builds relationships, and how many are hinting at some kind of promotion, discount, or price reduction? If the main message you send to the market focuses on price cuts and offers, communicating that you are inexpensive, then you’re not educating on strong and meaningful arguments. You’re only communicating that you’re a good deal. Does this mean that a regular price is only an illusion? That you don’t really cost what you cost? If you constantly offer discounts, anniversary promotions, Mother's Day or Christmas sales, then you’re sending a very specific message and building a particular image as a consequence. Is it the image you want?


	 


	When the main argument for buying is that you offer a very good price, you are playing with fire. When a competitor lowers its price a bit more, offers a greater discount, or adds new benefits, your low-price-focused customers will be at risk. There’s no brand strength, you’re not building long-term relationships. You’re simply attracting people who buy for the price. 


	 


	What will happen the day you can’t lower the price? Or even worse, what will happen the day that you have to raise prices? What will happen when you pretend that people pay for the value you generate? What will happen when you aspire to charge more for the outstanding benefits you’re offering? Customers won’t want to buy something that isn’t discounted. We lower the price easily, underestimating how difficult it will be to recover it while clearly reducing the value of what we sell.


	 


	There is another way. You can sustain your uniqueness, communicate what makes your product or service special, and position its wonderful benefits. It’s simple: Explain why it costs what it costs. If you pretend that they buy from you because you offer a discount, you have the wrong expectation. Discounts have become invisible – everyone offers them all the time. Discounts aren’t a form of differentiation. If you aspire to differentiate yourself on price, remember that there will always be someone willing to take it down a little more, even to the point of losing money. Any given competitor will consider that having a lower price than yours could make them look more attractive and that can endure long enough to gain market share. So what you get because of price goes away because of price. Focus on building relationships, on providing well-communicated benefits and differentiated products in a way that can create a loyal customer base that appreciates your product or service for what it is, for the value it delivers, and for what it stands for, but not because it has a low price.


	 


	You can’t be surprised when customers go to the competition when offered a lower price if low prices are what you have been communicating most. If you invite customers to buy because of your low prices and your promotions, you simply can’t expect a different behavior. You are pressured by the fact that people ask for discounts and object when prices are high, but you don’t give them any other message nor do you sustain your value proposition. 


	 


	When the focus is price, the underlying message you’re sending is, "I’m not very valuable but I’m cheap, so buy from me." You have to change the conversation. Focus communication on the reasons for preferring you, on specific, more targeted things that have higher value for people. Focus on the benefits your brand generates and on everything that you strive to deliver. Beginning with your company, you have to become conscious of the value you generate and that the price at which you sell is a fair price that delivers that value.


	 


	Value yourself in order to be valued by others


	 


	It’s difficult to sell if you don’t deeply believe in what you’re selling. And a customer notices confidence in the eyes and voice, and recognizes your passion when you speak about the problem your product or service will solve, the desire it fulfills, or the benefits it offers. We tend to underestimate the importance of what we do for our customers. Believe in yourself and your products, services, team, and organization. Be aware that all of this generates value that makes the customer's life a little better. The results are different when you know you aren’t just selling – you’re helping.


	 


	A sale is a mutual benefit


	 


	Sometimes anxiety about getting a sale makes you forget that a business relationship is mutually beneficial. Of course we thank our customers for doing business with us, but the customer also benefits from what your product or service means for them. Clients are not charitable organizations. Customers buys when they think that your product or service can generate value for them, that it helps them to solve something, that it makes their life easier or can improve on something for them. It is an exchange. But if you believe that a customer is doing you a favor by buying from you, then you’re undermining your organization’s efforts to provide better solutions.


	 


	If you direct yourself towards the type of client that really appreciates what you do, that needs what you offer and is willing to pay for it, you will find your perfect client, and the client will find their perfect supplier. The problem with selling to the wrong clients is that they won’t perceive your value, so they won’t return to buy from you again – and won’t recommend you, either. You don’t want this type of customer. Only when a client recognizes and is keenly aware of the value that your product or service creates will you be able to negotiate fairly and equitably. The golden rule to negotiating is to remember that any business relationship is of mutual benefit. Clients aren’t doing your company a favor, they are getting something valuable in return. Believing that is the first step for selling. Stop competing on price.


	 


	Clients aren’t always product experts


	 


	When a company focuses only on face-value price competition, it will end up bleeding out in an unequal war. With all of its added values that include higher quality raw materials, sales staff professionalism, robust information systems, and years of experience, it simply can’t deliver at a lower price than competitors. If you provide higher value than your competition, then you can’t fight them on the same level because things aren’t comparable. However, sometimes the customer receives misinformation that makes you look very similar. It’is up to you to clarify the differences and reposition the competition.


	 


	This is why the competition fishes in troubled waters. In many cases, customers don’t know the details of what they’re buying. They have a vague perception of what your product or service can do for them, but that is a far cry from fully differentiating one thing from another. And the need really is for them to thoroughly understand the exact reasons and benefits why your product or service costs more. Reasons that, once known, will lead them to prefer you.


	 


	Know your competition to explain why you cost what you cost 


	 


	Your differentiation will be relevant for a client to the extent that it’s something they are willing to pay for and that the competition doesn’t offer. If the reason a product or service costs more is something that others offer, it won’t be relevant. The only way to make the case to a client for paying a higher price is to show what it represents and what others aren’t offering. It is unacceptable that your customer knows more about your competition’s offerings than you do. If you don’t know how your benefits compare to your closest competitors’, you’re giving up the power and your ability to negotiate. You will have to presume that the client’s perceptions of you and your competition are correct.


	 


	Put the competition in its place. Unless you take it upon yourself to educate and reposition the competition in the minds of clients, they will come away with a story that will probably favor your competitors. Explain to them why what you offer has a better value proposition than anyone else. Be proud of being more expensive than your competition because it means that you’re offering more benefits and better products or services, which is what many customers are looking for. There are customers who need the value you offer, and really, those who want to buy cheap aren’t your target market anyway, so don’t worry about them. Generate value for those willing to pay for it.


	 


	Toot your own horn


	 


	You have to toot your own horn. You have to put a bow on your product or service. You have to dress it up. You have to sell its benefits. Customers don’t buy the best, they buy what they believe is the best. In other words, it isn’t just about being the best, but about looking like the best. And that is the challenge that many businesses are faced with. They expect the market to discover them and realize how wonderful they are. Unfortunately that isn’t how things work.


	 


	You can have the best product, provide the best service, and strive to deliver the best quality, but if your customer doesn’t recognize this, it won’t mean anything. It’s too risky to expect customers to realize the benefits and differences of your product or service for themselves. The problem isn’t the competition, the problem is being perceived as just one of many. The problem is being invisible, not being noticed. The problem isn’t telling your own story and seducing your customer with it. You have much to tell. This positioning will help prepare you for possible attacks by the competition. Having a clear, differentiated position in the market strengthens you against a potential price offensive.


	 


	Despite the interest in positioning your brand based on value and not on price, there is always the possibility of being faced with a competitor who believes that price is the most important variable and will seek to use it to build demand and gain market share. These types of players can eventually instigate price wars that nobody else wants. But even in those cases, the competitive position should be very clear in order to minimize the possible damage. How do you overcome the onslaught of competitors and adjust your course to minimize the impact on profitability? Up next we will explore some possible alternatives for defending your margins at all costs when confronted with price wars.


	 


	
Confronting price wars 



	 


	First of all, remember that price wars aren’t won, they are survived. Price is the variable that has the greatest impact, for good or ill, on profitability. It is the monetary value against which clients compare what they are getting. It is the consolidation of all the benefits and added value that a company offers in exchange for a specific sum of money. 


	 


	When a company isn’t capable of adding that value, or as a business strategy, decides not to increase the perceived value by providing greater benefits, it will take the easy way out by lowering the price. In other words, if the price is a ratio of value between what the customer pays and what it perceives it is receiving, and if what is received doesn’t increase in value, then what is paid is reduced. That is why some companies will be tempted to get into price wars. So lets revisit what a price war means.


	 


	What is a price war?


	 


	A price war is the continual decline in prices in an industry where different competitors respond by increasingly lowering prices. This leads to discounts spiraling out of control, discounts that gradually destroy the profitability of the players and quickly eat away at profit margins.


	 


	Price wars are usually initiated by a competitor who wants to win market share by attracting clients from substitute products or services through lower prices (such as airlines trying to appeal to people who drive or take the train) or direct competition (such as airlines going after customers from another airline).


	 


	Who benefits from a price war? 


	 


	The big winners of a price war are the consumers who have access to cheaper products or services. Usually, the companies that dominate are those with enough financial muscle to sustain lower prices in the long run, while the smaller companies are the most affected. While it is presumed that small companies have lower operating costs and infrastructure and therefore can undercut larger companies, they actually lack the economies of scale necessary to substantially reduce the cost of their products or operating expenses. 


	 


	However, although the customer may benefit in the short term, a few dominant companies will remain and prices will eventually rise again to offset the losses of the price war. Chances are they will be even higher than they were when the war started. This leads us to conclude that, as Benjamin Franklin once said, "There was never a good war, or a bad peace."


	 


	Alternatives for surviving a price war 


	 


	Price wars can last for weeks, months, or even years as they go from being a war to becoming the category’s new standard price, gradually stabilizing at a level where they’re selling the same volume, but at a lower price. Companies that want to survive and and overcome the price wars have several options, depending on the characteristics of the war and its players.


	 


	Do nothing


	 


	Yes, doing nothing is an option. Remember that you don’t have to win a price war, you just have to survive it. In many cases, in order to survive, you can stay away from those who are competing with each other. This doesn’t mean abandoning the business or withdrawing from the market, it just means differentiating your products and segmenting your customers.


	 


	Within your customer base, not everyone will be attracted by offers from competitors. Identify which customers are willing to pay for what you offer – those who value the benefits your company provides. Customers aren’t always aware of competitor prices or that their offers aren’t comparable. You should only respond when your clients decide that your competition’s price is a chance for them to change brands or suppliers. Try to determine why your competitors lowered the price – for example, they may be getting rid of excess inventory. Price changes may be temporary without requiring you to follow suit.


	 


	Many price wars are focused on one or two products, leaving the rest to finance the price reductions. There is no need to respond if the war is taking place over just a few options. Support your products or services that aren’t in the fray or exalt their benefits over less expensive competitors.


	 


	Segment your clients and therefore your prices 


	 


	Segmenting prices means establishing different prices for the same product or service, depending on the client’s characteristics. This strategy doesn’t allow for applying the discount to 100 percent of your customers, but rather only to those segments of the market that may be more vulnerable or attracted to discounts offered by the competition. For example, you can set discounts for students, senior citizens on a specific day of the week, and customers from a strategic demographic, or with coupons that can only be redeemed on Tuesdays. The principle is to reduce overall prices as little as possible by limiting any reductions to well-defined market segments. 


	 


	Think about the customer segments you’re targeting. Do your competitors serve the same customers as you? If so, you can segment the market so that you only lower the price for customers who could really consider buying from your competition, not for everyone.


	 


	You don’t need to lower the price for products that are highly differentiated, as customers don’t see them as having a direct substitute. You don’t need to lower the price on the products or services that target a different segment of the population, either. In other words, there is no need to over-react to a low price competition. If you want to be immune to price wars, focus on differentiating your products, adding value, and serving customer segments with proposed products and services designed especially for them.


	 


	Reinforce your uniqueness 


	 


	It is likely that your product or service costs more because it offers a number of benefits that your client doesn’t know about and that the competition doesn’t offer or offers on a smaller scale. A price reflects the sum of added values. Instead of lowering the price, promote your differentiation – for example, an extended warranty, loyalty program benefits, special anti-spill packaging, processing controls that reduce production errors, the unique handmade design, or the many store locations that make purchasing easier.


	 


	Telling people about what makes your product or service different allows you to take price out of the equation. When what you offer isn’t directly comparable with what’s offered by your competitors, it’s like comparing apples and oranges. If everyone is fighting over the price of an orange, you don’t need to lower the price of your apple, too.


	 


	Specialize in a niche market 


	 


	Focusing on a niche market with specific needs is an added protection against price wars. When a company specializes in meeting the unique needs of a particular and profitable group of people, it will have few competitors. Most companies will cast a wide net, mistakenly thinking everyone is a potential customer. That’s where a company can win the battle, ending up better off than its generalist competitors.


	 


	Examples of specialization in niche markets include a shop with women's shoes in sizes larger than 10 or a bookstore that specializes in Christian books. Identify what you can do better than others and use it as your stronghold to fend off price wars. It will be much more difficult for a customer to leave your company and go to the competition knowing that their needs will most likely not be met as well as by you. The popular adage serves as a tacit reminder for the customer: "You don’t know what you’ve got ’til it’s gone."


	 


	Develop a second brand 


	 


	A second brand, also called a fighting or flanker brand, is an additional, lower-priced brand a business launches to protect the main brand. Instead of lowering the price of the renowned brand, an additional, lower-value brand can compete with others on price.


	 


	Whether to launch a second brand as a competitive strategy will depend on its probability of success against the brands it will be up against. If a second brand, which isn’t as well-known as the primary brand, must compete against strong and established brands, it’s likely that when prices are similar, the consumer will prefer the competitors’ more recognized brands. But a second brand is especially useful when your competitors haven’t positioned their brands well and you can dominate by implementing more intensive distribution, creating alliances, and improving market presence.


	 


	The hotel industry is an excellent example of this concept in action. In order to adapt to different traveler profiles and have alternatives that capitalize on each market segment, hotel companies have developed brand portfolios with several products targeting specific customer profiles. With more than 11 brands under its umbrella, Hilton Worldwide hotels are classified according to their type of service, price, and benefits offered:


	

		Luxury: Waldorf Astoria and Conrad


		Lifestyle: Canopy


		Full service: Hilton, Curio, Double Tree, Embassy Suites


		Focused service: Garden Inn, Hampton Inn, Homewood Suites, Home 2


		Vacation ownership: Hilton Grand Vacations 





	 


	To compete specifically in the middle-price segment, it has its Hampton Inn brand, which is positioned as "a quality experience, good value, and friendly service."4 Hilton is clear that to compete in this price segment, it shouldn’t do it with one of its luxury brands. This gives further autonomy to each brand to build its own personality, communicate a specific message that’s relevant to its market segment, and stake out a clear position in the minds of users. Handling separate brands removes the constraints of having to be bound to a single form of expression, which won’t necessarily appeal to the type of guest everyone wants to attract.


	 


	Adjust prices selectively 


	 


	In addition to the option for segmenting customers, you can focus on lower prices only in certain geographical areas or for specific reasons on a temporary basis. For example, a company can give discounts for volume purchases or for prompt payment, and change prices according to the value delivered to the customer, either up or down. It is price management in the interests of demand, as in when a taxi costs more at peak times than off-peak hours. 


	 


	In the La Biela Restaurant in La Recoleta, Buenos Aires, dining on the terrace costs more than to eat inside; the same dish has two prices in the same establishment, depending on where you want to enjoy it. It is like this in hotels as well: If you want a room with a sea view, it costs more. In some places, parking a pickup truck costs more than parking a car because the truck is bigger. Prime theater seating costs more than general seating. You see the principle: You get what you pay for. The price changes for a particular reason, not in general. Remember, each time you avoid unnecessary price decreases, you are protecting the profitability of your business.


	 


	Selectively adjusting prices allows you to respond to price reductions without damaging the brand image. This means discounting for a reason and not just because others are doing it. It also buys time while you wait to see what happens with competitor prices rather than inciting further war, as your lower prices will be justified for a specific reason.


	 


	Reinvent yourself 


	 


	If price decreases are unsustainable and competitors are increasingly damaging the business, consider reinventing yourself. Think about diversifying or redefining your portfolio. You have to choose your battles wisely and for how long. If prices are never going to recover, if competitors who lowered their prices are going to keep those prices forever and you can’t further reduce your costs or deliver in the aggregate with the new price values, then it’s time to reassess things completely. This doesn’t necessarily mean losing what you’ve built. Think about your company’s reputation and your differentiation, then, based on that, identify other products or services you could offer to make your business more profitable and less price sensitive. Focusing on selling specialty products or services for a small segment is just one option.


	 


	A good example of reinvention is how various Mexican textile companies managed to survive the massive imports from Asia and the arrival of international giants such as Zara. As reported in Expansión magazine, some companies ended up ahead of the rest thanks to their ability to innovate and reinvent their own business models. They understood the new reality and let go of what they knew to transform themselves5.


	 


	When the first Zara store opened in Mexico in 1992, textile company Ismark saw that competition wouldn’t be easy, especially with the concept of "Pronto Moda" introduced by the Spanish chain Inditex. This refers to reinventing style offerings with new designs and affordable prices several times per season. Ismark’s strategy was to take advantage of its Mexico-based operations to offer customers a differentiated service. With its 10 fashion workshops in strategic locations, the company could provide very fast service to customers. Additionally, it developed brands specifically for its primary customers, such as Pertegaz for the chain Palacio de Hierro and the Alexis brand for Suburbia department stores. 


	 


	On the other hand, Cavalier Industries, which manufactures and sells men's formal fashion and sportswear, focused on making small batches, using specialization to confront its Asian competition. Eastern production requires high volume and minimum orders made well in advance, to which Cavalier responded with small-scale production to suit the particular client and produced in six weeks’ time. Additionally, it specialized in bags, pants, and shirts, all more complex articles of clothing. 


	 


	Meanwhile, for 30 years, Textiles Brito produced only the fabric used for pants pockets. But imports from Asia began to impact the business. The Mexican company refocused on producing bamboo yarn, which is hypoallergenic, antibacterial, absorbs more water than cotton, has a silk-like sheen, and insulates to maintain body temperature. It developed the brand Eco Bamboo, with a product line that includes towels for spas and hotels. 
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