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Background

• Most analyses of competition focus on aspects 
such as 5-forces analysis, competitive 
benchmarking or competitive intelligence

• A key limitation of Porter-based strategies: 
– it ignores the dynamics of competition in the 

marketplace. 
• Focus on a framework that is interested in 

studying:
– How Competition Evolves in the market place.
– A Tool for anticipating where the market may 

move in the future.
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Hypercompetition

• Four arenas of competition
• Cost & Quality
• Timing and know-how
• Strongholds
• Deep pockets

• Escalation towards hypercompetition
• Within arena
• Across arenas
• Disruption of SCAs
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Value Map
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VEL

Value
Disadvantaged

Value
Advantaged

Value Map

Balakrishnan

Competing to Provide Value: Coke vs. Pepsi
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Coke vs. Pepsi,  Contd.....
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Coke vs. Pepsi,  Contd.....
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MTE

• Company
– Manufactures high-quality medical diagnostic equipment.  The 

premium supplier in the market for blood diagnostic equipment, 
with the highest prices and benefits.  Considered the most 
innovative firm.

• Customer
• Competition

– Three other competitors
• Jackson produces a machine with the second highest price 

and benefits.
• PZJtech produces a machine with the third highest price and 

benefits.
• Labco produces a machine with the lowest price and lowest 

benefits
• The Market is stable, with all firms located on the VEL.
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MTE

Customer Perceived Benefits

Static Position Map

Action: Introduce new model with significantly higher benefits.
Dilemma: Increase price by 10% and keep market share, or hold 

price constant and increase market share.
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Customer Perceived Benefits

Static Position Map

Decision: Introduce the new product with a
compromise price increase of 5%.
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MTE

• Initial result
– The consumers recognized the great increase in 

benefits and the small increase in price meant that 
the new machine was an even better value than 
the old machine.  Sales were strong and MTE’s
market share increased.

• Competitor response
– Since the increase in market share for MTE came 

at the expense of its competitors, they retaliated 
by lowering their prices by 5%.
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Subsequent Position Map

New
 VEL

Result: 
• The market wide price cut reset the old VEL to a another 

VEL, 5% lower than the first.  
• Market shares returned to their former levels, but margins 

were greatly reduced.  Profits suffered accordingly.
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Alpha Computer Company

• Company 
– Manufacturer of minicomputers used for network servers.  Prides 

itself on engineering skills and ability to provide high performance
at a reasonable price.

• Customer
– Choice of minicomputers based on MIPS (millions of instructions 

per second),  SAS (secondary access speed from disk drives, etc.), 
and price.

• Competition
– Two competitors: Ace and Keycomp
– Ace manufactures a computer with the highest MIPS and SAS, and 

highest price.
– Keycomp manufactures a computer with medium performance and 

a somewhat high price.
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Alpha Computer Company
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Action: Introduce a computer with better performance than Keycomp at a 
much lower price.
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Alpha Computer Company

• Expectation: Massive increase in market share at the expense 
of Keycomp.

• Result: Market share actually declined
• Response: Market research to confirm hypothesis about the 

importance of MIPS and SAS.  Sixty buyers were questioned 
about the relative importance of several attributes.

• Findings: Processor speed and secondary access speed were 
ranked only fourth and sixth in importance.  Software / hardware
compatibility, reliability, and quality of technical support all
ranked above MIPS, and quality of documentation ranked 
above and SAS.

• Other findings: While Alpha was rated higher on MIPS and 
SAS, Keycomp was rated higher on the other attributes, which 
customers considered more important.
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Alpha Computer Company

Customer Perceived Benefits
*Compatibility
*Reliability
*Tech support
*MIPS
*Documentation
*SAS
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Alpha Computer Company

• Response to Research Findings
– Rewrite operating system and redesign hardware 

configuration to improve compatibility
– Introduce a marketing campaign to demonstrate 

improved reliability.
– Increase number of service representatives and 

toll-free access lines
– Redraft user documents
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Alpha Computer Company
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Alpha Computer Company

• Results of repositioning
– Able to increase price by 8%
– Gained market share
– Increase in price and volume doubled operating 

profits
• Important Considerations

– The consumer’s perception of attributes and the 
relative importance they place on them drive the 
purchase decision.

– Non-technical attributes, such as perceived 
reliability and technical support, are often more 
important than technical features.
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The Move Towards Offering Ultimate Value

E1

D

E2

E3

E4

D

E5

V1

V2

V3

First
 Value L

ine

Next V
alue L

ine

Ultim
ate V

alue L
ine

Perceived Quality

Price

Balakrishnan

Hypercompetition

• Four arenas of competition
• Cost & Quality
• Timing and know-how
• Strongholds
• Deep pockets

• Escalation towards hypercompetition
• Within arena
• Across arenas
• Disruption of SCAs
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Firm builds a Tech. Resource
Base to create advantage

Then moves into a new market
first: Pioneer

Followers imitate products & overcome switching costs
and brand loyalties

Pioneer throws up impediments to imitation

Followers overcome impediments
and replicate pioneer’s resource base

First mover uses a Transformation
Strategy & abandons product design/

technology based approach

Builds resources to match followers
manufacturing skills

Price War

First mover uses a Leapfrog
Strategy to a new resource base

First mover moves
downstream into

higher value added
products

Escalating costs &
risks each cycle

Cycle of Timing / Know-How
Competition Balakrishnan

Shifting know-how in pharmaceutical 
industry
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Management Challenges

• Do you base your strongholds on geographic areas 
(Folgers) or product markets (FedEx)? How do 
competitors define strongholds?

• Where are your strongholds vulnerable to attack?
• What barriers do you use to protect your strongholds? 

What barriers are used by your competitors?
• How can you respond to an attack from outside?
• How will you make the move into another player’s 

stronghold? What competitive response do you 
anticipate?

• Who and what are setting the pace of escalation down 
the strongholds ladder in your industry? Why?
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Strongholds and Entry Barriers
• Maxwell house was dominant in the East Coast market and 

Folgers was strong in the West Coast.  
• After being acquired by P&G, Folgers entered the 

Cleveland market to increase its eastern penetration.  
• Maxwell countered by attacking Folgers’ stronghold; 

lowering prices and increasing ad expenditures in Kansas 
city. Maxwell also introduced a “fighting brand” called 
Horizon which was similar to Folgers in taste and in 
packaging. 

• Folgers then escalated by entering Pittsburgh. 
• Maxwell responded by entering Dallas with reduced prices.  
• The battle continued until the market was no longer two 

coastal segments but one national battleground 
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Build entry barrier around market A
to exclude competition

Build entry barrier around market B
to exclude competition

Circumvent barriers and attack
niche in market B

Short Run: Withdraw from niche 
or fail to respond

Delayed Response: Barriers to 
contain entrant to a segment of B

Entrant breaches barriers
or triggers price war in B

Incumbent’s stronghold in B weak-
ens as it grows more competitive

Long Run:Incumbent attacks 
entrant’s market A to punish

Entrant responds in market A or in
market B

Standoff until one party gains the
upper hand in market A or B

Both strongholds erode
or merge into one

market

Price WarOther firm
divests

One firm 
builds new
stronghold

Cycle
restarts with
entry into a
new market

If one firm dominates

STRONG-
HOLDS
ARENA
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Deep pocket develops

Launches attack to
drive out small firms

Antitrust laws 
invoked - work

occasionally

Small firms forced
to outmaneuver

deep pocket

Hostile takeover
of large firm

Small firm escalates
own resource base

Cooperative 
strategy develops

Avoidance strategy
niching, etc.

Large scale
alliances form 
with equally 
deep pockets

D
eep pocket advantage is elim

inated or neutralized

Buyers or 
suppliers develop a

countervailing
force

New attempt to escalate resources

Cycle of Deep
Pockets 
Competition
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Kroger becomes
large & powerful

Drops prices

Antitrust suits
filed by rivals

Kroger wins
suits

Many takeover attempts 
from outside industry
lead to high leverage

Mergers

Acquisitions

Small chains seek
niches. Kroger also

niches geographically
to avoid competition

Industry
consolidation

D
eep pocket advantage is elim

inated or neutralized
Large wholesalers
provide economies

to smaller stores

Continued M&A in industry

Cycle of Deep
Pockets 
Competition Balakrishnan

Hypercompetition: The new 7S 
framework

Superior stakeholder satisfaction
Strategic soothsaying
Speed
Surprise
Shifting rules of competition
Signaling strategic intent
Simultaneous and sequential strategic thrusts


