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COST STRUCTURE

An understanding of the cost structure of a market can provide insights into present and
future key success factors. The first step is to conduct an analysis of the value chain, presented in
Figure 4.4, which shows the steps in the production and delivery of an offering that add value, As
suggested in Figure 4.4, the proportion of value added attributed to one value chain stage can
become so important that a key success factor is associated with that stage. It may be possible to
develop control over a resource or technology, as did the OPEC oil cartel. More likely,
competitors will aim to be the lowest-cost competitor in a high value-added stage of the value
chain. Advantages in lower value-added stages will simply have less leverage. Thus, in the metal
can business, transportation costs are relatively high, and a competitor that can locate plants near
customers will have a significant cost advantage,

:. may not be possible to gain an advantage at high value-added stages. For example, a raw
material, such as flour for bakery firms, may represent a high value added, but because the raw
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material is widely available at commodity prices, it will not be a key success factor. N

evertheless,
it is often useful to look first at the highest value-added stages, especially if changes are occurring,
For example, the cement market was very regional when it was restricted to rail or truck

transportation. With the development of specialized ships, however, waterborne transportation
costs dropped dramatically. Key success factors changed from local ground transportation to
@womcon.o: scale and access to the specialized ships.

DISTRIBUTION SYSTEMS
An analysis of distribution systems should include three types of questions:

e What are the alternative distribution channels?

e What are the trends? What channels are growing in importance? What new channels
have emerged or are likely to emerge?
e Who has the power in the channel, and how is that likely to shift?

Sometimes the creation of a new channel of distribution can lead to a m:w.ﬁbmzm competitive
advantage. The growth of regional airports in Europe mzoé.mm discount Eqrnmm.m:nr as Ryan
Airlines and Easyjet to exploit deregulation to create ormum flights across the continent. Amazon
has radically changed many categories and has recently mmoﬂmm. to disrupt the ?HEES category.
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MARKET TRENDS
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major soft-drink companies sought to obtain a position in these pE
%H_W chocolate is wmmwm-rm&%v\ has increased sales in the ooamocosﬁvm Mﬁrmn Mwm %MWEWMQ Mmp é
products involving dipped fruits and nuts. Chocolate makers scrambled to re:

create novel and value-creating new products.
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