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In many industry sectors, an increasing market share  is being won by companies offering a powerful combination of low price and high quality.  The success of these companies encourages others to adopt the same approach.  Even without this, the quality of products from low cost developing countries is improving by the day. This is changing perceptions of value and raising customer expectations.

Future profit growth will depend on managing value by:

1. providing products and services that customers want;

2. extracting a fair price for them 

3. progressively reducing costs to be able to protect margins against erosion due to external factors.  

Low price operators are able to attract larger volumes of customers which can give them a productivity advantage of up to 50%.  At the same time they work on improving their critical operations so that as they grow, costs rise less quickly.  This means that they can protect value by matching low prices with low costs.  As they get bigger, they can increase the leverage on their biggest cost, purchasing.  Their success has taken a number of years to achieve.  During that time they have raised the quality of their service and changed customer perceptions of what is value for money.  They have also invested the increased profitability in widening the range of services on offer, making it harder for competitors to emulate their approach.  

1.
Products and services that customers value

The most successful low price operators do not compete on price alone.  In addition, they provide good enough service quality to make customers feel valued, content with the buying experience and happy that any problems that occur will be resolved quickly.  To compete with this, higher price business models need to understand the customer better to develop products and services which are difficult to replicate.  (see Competitive products and services article, DAK).

2. Extracting a fair price

A key negotiating approach used by buyers is to play down the differences between supplier offerings so that they can focus more on price.  This is not surprising as for most organisations, purchases are their biggest cost.  Understanding how customer’s needs are better met by the value each product/service provided is crucial in these negotiations. There is a need, to educate customers to appreciate the value on offer.

 High growth businesses use a sales process which provides good information about value/customer needs, opportunities for selective short term price reductions and menu pricing of additional services to counter the pressure to give away value.  When these are combined with a genuine desire to reduce the customers Total Cost of Ownership (TCO), this can build a win-win relationship where new value can be realised or supply chain costs reduced and the benefit shared.

3. Reducing costs

Manufacturing companies, proficient at continuous improvement, are able to deliver year on year performance improvements of 5% in terms of quality cost and delivery over long periods of time.  The same is becoming true in retailing and service sectors.  The benefit of such stepwise improvement far outweighs the gains from one-off initiatives over a similar period.  

Studies have shown that the failure rate of such programmes can be as high as 70%.  (90% in the case of business process re engineering).

The most impressive gains are achieved when the operational capability released through such improvements are channelled into meeting increasing demand.  The trick is to select the improvement theme so that it develops organisational capability in line with strategic drivers.

This is where innovation is needed.  Innovation occurs when new linkages are established between existing factors.  An important skill is to spot opportunities, marshall resources and build capability.   

Structuring the value innovation process  brings together the understanding of the customer agenda with strategic drivers to provide the context or innovation trigger to deliver what the business needs to compete.  The outcome from this process will be the development of the most important competitive advantage, - people and how they work together.


Who decides what is value for money?





There is always pressure to reduce prices or increase service quality for the same price.  Some organisations are better able to resist this than others (for the time being at least).  It begs the question…















































For further details contact: Dennis McCarthy, DAK Consulting,


Chiltern House, 45 Station Road, Henley on Thames, RG9 1AT,


01491 845504, dennis.mccarthy@dakconsulting.co.uk
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