
Indicative solutions to questions concluding the chapter 
1. An overall cost leader serves a broad market and a firm following a cost-focus strategy 

serves a narrow market. Consider broad and narrow in the context of the following 
industries: supermarkets, airlines, tourism, automobile assembly, social media, fast food, 
fashion, wind turbines. Provide examples of firms and justify the selection. 

The broad/narrow element of Porter’s Generic Strategies is important and often insufficiently 
understood. It is important to define the industry with care so that the parameters give clues as to 
what is broad and what is narrow. Take, for example, supermarkets in the UK, it is easy to view the 
likes of Aldi and Lidl as “cost leaders” – broad offering, low cost. The broadness is debateable. Whilst 
one can buy in those shops most of what one needs, generally there is not much choice; where 
traditional supermarkets offer five-or-so options for some products such as coffee, baked beans, 
jam, biscuits, dairy products, condiments, etc., Aldi and Lidl offer one or two varieties, few of which 
are leading brands. 

Students need to consider a sector such as “discount supermarkets” in order to view Aldi and Lidl as 
cost-leaders. And then only when others in the sector that has been defined offer less choice. More 
probably, Aldi and Lidl are simply narrow/cost focus. Tesco is likely to be the cost leader – though 
this is an empirical question that demands evidence vis-à-vis the competitors – Sainsbury’s, 
Morrison’s and ASDA. 

2. A differentiator serves a broad market and a firm following a differentiation focus strategy 
serves a narrow market. Consider broad and narrow in the context of the following 
industries: supermarkets, airlines, tourism, automobile assembly, social media, fast food, 
fashion, wind turbines. Provide examples of firms and justify the selection. 

Relating once again to UK supermarkets, whichever is not the cost leader (broad/low cost) will 
be a differentiator (broad offering/not lowest cost base), but again, students should provide 
evidence of their selection of differentiation. Finally, there are the niche supermarkets – narrow 
in scope and differentiation in focus. Here I tend to direct students to Fortnum and Mason.   

3. Faulkner and Bowman’s customer matrix differs from that of Porter’s generic strategies 
model in what way? 

Faulkner and Bowman’s matrix is about price. Porter’s model is about cost. It is easy to confuse 
these. Doing so undermines the analysis and leads to a lower assessment score. 

4. What can a firm that is not a cost-leader do to match the prices offered by cost leaders?  

Cost leaders often sell goods at lower prices than competitors because their cost base is lower than 
the competition. This provides an opportunity to maintain margins despite the cheap prices. 
Competitors can offer similar prices if they accept smaller margins. 

5. What is the danger of doing so? 

One danger is the cost leader can reduce prices further and take market share as a result. A loss of 
market share for a company competing on price with very narrow margins is risky and can lead to 
reduced profitability. 

6. Why is chicken a dangerous game to play? 



Chicken is high stakes. It is based on an expectation of the behaviour of competitors, and it assumes 
a degree of rational behaviour – no one chooses to die. But interactive strategies of this kind can 
lead to bad outcomes. Winner can take all; it can also lead to sub-optimal outcomes for players 
(both reduce prices, both lose margin).  Cooperative strategies are perhaps a more sensible option 
for businesses, especially at times of climate stress where sharing resources makes a lot of sense and 
can actually contribute to meeting strategic objectives. Clearly there are some legal challenges to 
sharing as it can be seen as anti-competitive. However, strategic alliances are examples of 
cooperative strategies and are widespread in the economy, even between very large and 
traditionally competitive firms (e.g. Renault-Nissan). 

7. What is free-revealing and how is it functional for businesses operating in competitive 
environments?  

Many firms operate in a closed environment (see chapter 9/innovation), they play their cards close 
to their chests, as it were. However, there are instances where firms or organizations that “reveal” 
their hand – particularly with respect to intellectual property. While Bluetooth is a free resource for 
developers, the code is not freely revealed. The humble car 3-point Seat belt was invented by Niels 
Bohlin of Volvo in 1959, but was shared in the interests of vehicle safety and roll-out across the 
industry.  

Other projects, however, are what are known as open-source. For example, for software, code can 
be downloaded, manipulated, developed and commercially exploited. The most well-known open-
source project is the Linux operating system for PCs. It may seem insignificant in that context, 
powering less than 3 per cent of PCs globally, but the Linux kernel can be found in Google’s Android 
and Chrome operating systems. It runs many of the world’s servers and digital televisions. That 
kernel is freely maintained by volunteers remotely working together in user groups. Some large 
corporate users provide resources to the user groups to help support development that can later be 
commercialized further. Innovation becomes democratized. A business model can be generated 
around branding of commercial products (for example, Red Hat) and/or technical support for 
commercial users. The code is freely available through an open-source licence known as GNU 
General Public License. The user groups have their own cultures, which are the subject of their own 
study (Christian 2015). 
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