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Chapter Case 6:                                                        
jetBlue: “Stuck in the Middle”

• jetBlue founded in 1998

– Initial strategy: low-cost airfare, great service & amenities

– Copied/improved on Southwest’s business model

– Flew longer distances & transported more passengers

• This move drove down costs

• Attempted to drive up its perceived value

– Leather seats, free movie programming

– Friendly, attentive service

– Private suites, personal screens, Wi-Fi

– Remote employees take reservations
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Chapter Case 6:                                            
jetBlue: “Stuck in the Middle”

• Several incidents damaged customer service record:

– Passengers kept on the tarmac for 9 hours during a 

snowstorm

– Flight attendant insulted passengers before deploying 

the emergency escape chute

– Issue of pilot’s mental health

• jetBlue is now struggling

– Sustained competitive disadvantage since 2007
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Chapter Case 6:
jetBlue: “Stuck in the Middle”

• JetBlue’s early competitive advantage:

– Drove up customer perceived value

– Simultaneously lowered costs

– Result: created a blue ocean

• jetBlue was unable to sustain this position.

• New CEO implemented changes

– Charging for bags, which previously were free

– Removed additional legroom
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Chapter Case 6:
jetBlue: “Stuck in the Middle”

• Why was jetBlue unable to sustain a blue ocean 

strategy?

• Consider jetBlue’s value curve (Exhibit 6.10 and 

Slide #61).  What recommendations would you 

offer to jetBlue to strengthen its strategic profile?
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Business-Level Strategy: 
How to Compete for Advantage
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Business Strategy and Competitive Advantage

• A business-level strategy is an integrated and 

coordinated set of commitments and actions designed 

to provide value to customers and to gain a competitive 

advantage by utilizing core competencies in specific 

individual product markets.



Business-Level Strategy:                                            
How to Compete for Advantage?

• Answer the “Who, What, Why, and How” 

➢Who - which customer segments to serve?

➢What needs, wishes, desires will we satisfy?

➢Why do we want to satisfy them?

➢How will we satisfy customers’ needs?

• Details actions managers take in quest for 

competitive advantage

➢ Single product or group of similar products
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Industry and Firm Effects Jointly                                      
Determine Competitive Advantage

11

Exhibit 6.1



Business Strategy and Competitive Advantage

• Two fundamental questions:

➢How do you generate advantage?

➢How do you sustain advantage?

• Key idea for sustainability is “barriers to imitation.”

➢How long will it be before the first rival                                        
imitates the first mover?

➢How fast does new imitation occur                                 
once it starts?

❖These two factors determine appropriability.



Business Strategy and Competitive Advantage

• Does market share generate competitive advantage?

➢ The computer industry is an excellent example of the lack              
of correspondence between market share and profit rates.                       
IBM was a clear market leader in terms of market share  
but had only mediocre economic performance relative to  
its rivals.  

➢High market share is no guarantee                                                        
of high rates of profitability.                                       



Business Strategy and Competitive Advantage

• Does market share generate competitive advantage?

➢ Perhaps high market share causes high profit rates.  

➢ But it could equally well be that there is a third factor   
(e.g., good service capabilities, such as those of  
Caterpillar), either not considered or unobserved by us, 
that causes both high profitability and high market share.  

❖ In this case, we would see a correlation
between profitability and market share                                                                               
but there is no causal explanation.



Business Strategy and Competitive Advantage   

• When can market share work to generate and sustain

an advantage?

➢ Scale economies (to generate cost leadership advantage) 

combined with high exit costs (to sustain the advantage) 

may make market share a defensible advantage.



Sustainable Competitive Advantage

• Costly Duplication due to:

➢ Historical (Path) Dependent;

➢ Causal Ambiguity and/or Uncertainty;

➢ Social Complexity; and

➢ Property Rights Protection.

❖ Patents

❖ Trademarks

❖ Copyrights



Business Strategy and Competitive Advantage

• An organization’s knowledge or expertise can lead to 

sustainable advantage if:

➢ The knowledge is tacit rather than articulable;

❖ Tacit Knowledge:  “We know more than we can tell.”

❖ Tacit Skills:  Riding a bike, swimming, “learning by doing,” which is 

critical for maintaining a manufacturing base 

➢ The knowledge is not observable in use; 

➢ The knowledge is (socially) complex, rather than simple. 



Forms of Competitive Advantage

Competitive
Advantage

Cost 
Advantage

Differentiation
Advantage

Similar Product
At Lower Cost

Price Premium
From Unique Product



Copyright © 2017 by McGraw-Hill Education. This is proprietary material solely for authorized instructor use. Not authorized for sale or distribution 
in any manner.  This document may not be copied, scanned, duplicated, forwarded, distributed, or posted on a website, in whole or part.

19

• Choices between a cost or value position

• There is tension between:

– Value creation and

– Pressure to keep cost in check

• Purpose of tradeoffs are to maximize the firm’s:

– Economic value creation

– Profit margin

Strategic Tradeoffs
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Generic Business Strategies

• (Low) Cost Leadership

– Seeks to create similar value than competitors

– Products or services delivered at lower cost

– Charges lower prices

• Differentiation

– Seeks to create higher value than competitors

– Offers products or services with unique features 

– Keeps the firm’s cost structure as low as possible 

– Charges higher prices
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Focused Business Strategies

• Focus on a narrower competitive scope

• Types:

– Focused Cost Leadership

• Ex: BIC: disposable pens and lighters at low cost

– Focused Differentiation

• Ex: Mont Blanc: exquisite pens at several hundred dollars

• Scope of competition:

– The size (narrow or broad) of the market                                      

in which a firm chooses to compete

21



Copyright © 2017 by McGraw-Hill Education. This is proprietary material solely for authorized instructor use. Not authorized for sale or distribution 
in any manner.  This document may not be copied, scanned, duplicated, forwarded, distributed, or posted on a website, in whole or part.

Strategic Position and Competitive Scope:           
Generic Business Strategies

SOURCE: Adapted from M.E. Porter (1980), Competitive Strategy. Techniques 

for Analyzing Industries and Competitors (New York: Free Press).

Exhibit 6.2
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Differentiation Strategy: 
Understanding Value Drivers
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Differentiation Strategy

• Unique features that increase value of goods and services

• Consumers are willing to pay a higher price.

• The focus of competition:

– Unique product features

– Service

– New product launches

– Marketing and promotion 

• Competitive advantage achieved when:

– Value – Cost > competitors
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Achieving Competitive Advantage with a 
Differentiation Strategy 

• Competitive advantage achieved as long as  economic 

value created (V - C) is greater than competitors

Exhibit 6.3
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Three Drivers That Can Increase Value

• Product features (e.g., through strong R&D capabilities)

• Customer service (e.g., Zappos)                                                  

• Complements (e.g., Example: AT&T U-verse)

– Bundles Internet access, phone, and TV services
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Differentiation Strategies:

• Add value to products and services

• Are responsive to customer preferences

• Can increase costs

– Additional R&D is needed

– Innovation is needed

– But customers are willing to                                                           

pay a premium



Differentiation Advantage

• Differentiation Advantage: a concept developed by 

economist Joan Robinson, occurs when a firm is able to 

obtain from its differentiation a price premium in the market 

which exceeds the cost of providing differentiation.
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Cost-Leadership Strategy:                                      
Understanding Cost Drivers
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Achieving Competitive Advantage with                                     
a Cost Leadership Strategy

• Firms that keep their costs low while offering 

acceptable value gain a competitive advantage

31

Exhibit 6.4
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Cost Drivers That Help 
Keep Costs Low

• Cost of input factors

• Economies of scale

• Learning-curve effects
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Cost of Input Factors

• Input factors such as:

– Raw materials

– Capital

– Labor

– IT services

• Example: the airline industry

– Access to cheaper fuel

– Interest-free government loans

– Access to nighttime takeoffs                                                         

and landings
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Economies of Scale

• Decreases in per unit costs as output increases

Exhibit 6.5
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Economies of Scale Allows Firms To:

• Spread fixed costs over a larger output

– Ex: Microsoft spent $25 billion on R&D for Windows 7 

before a single copy was sold

• Employ specialized systems and equipment

– Ex: Demand for Tesla’s Model S sedan allowed it to 

employ cutting-edge robotics 

• Take advantage of certain physical properties

– Ex: Big box stores can stock more merchandise and 

handle inventory efficiently
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"Big Box" Retailers' Advantage 

Box 2 x 2 x 2

Volume 8

Box 3 x 3 x 3

Volume 27

• Cube-Square Rule: 

➢ Each dimension increases 50% (2 goes to 3) BUT

➢ Each volume increases 237.5% (8 goes to 27) !! 
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Learning Curve Effects

• Learning drives down costs.

– It takes less time to produce the same output.

– We learn how to be more efficient.

• People learn from cumulative experience:

– Writing computer code

– Developing new medicines

– Building submarines

• First noted during WWII in aircraft production:

– When production doubled, per-unit cost dropped 20%.
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Learning Curve: Sources of Gain

➢Need less time to instruct workers

➢Workers become more skillful in their movements

➢Develop better operation sequences 

➢Machines and tooling are continually improved

➢Rejections and rework decrease

➢Management controls improved

➢ Engineering changes become less frequent

➢Cost-effective improvements in product design

➢ Enriched knowhow in managing and operating business

➢More efficient inventory handling and distribution methods



Learning Curve

• The following discussion and applications focus on direct labor 

hours per unit, although we could as easily have used costs.     

In developing a learning curve, we make these assumptions: 

➢ Direct labor requirements will decrease at a declining rate as 

cumulative production increases. 

➢ The reduction in time will follow an exponential curve. In other words,  

the production time per unit is reduced by a fixed percentage each 

time production is doubled. We can use a logarithmic model to draw 

a learning curve. The direct labor required for the nth unit, kn, is 

• kn = k1 nb where 

• k1 = direct labor hours for the first unit 

• n = cumulative number of units produced 

• b = log r/log 2 

• r = learning rate 



Learning Curve

• Example: Honda has a contract for 60 portable electric generators. 

The labor-hour requirement for manufacturing the first unit is 100. 

With that as given, planners at Honda develop an aggregate capacity 

plan using learning-curve calculations. They use a 90% learning 

curve, based on previous experience with generator contracts. 

• The labor requirement for the second generator is: 

• k2 = k1 nb

• = 100 (2)log 0.9/log 2

• = 100 (2)-.152

• = 100 (.9) = 90 hours

• This result for the second unit, 90, is expected, since for a 90% 

learning curve there is a 10% learning between doubled quantities.



Learning Curve

• Example: The Honda Company

❖For the 8th unit, 

❖= 100 (8)-.152 = 100 (0.729) = 72.9 hours

❖This result is also obtained by 100 (.9) (.9) (.9) = 

72.9 hours.

• Learning curves can be used for:

➢ Bid Preparation

➢ Financial Planning

➢ Production Scheduling



The Learning Curve
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Gaining Competitive Advantage Through                             
Learning Curves



Limits of “Learning Curve” Advantages

➢ Copying and reverse engineering of products                              
(e.g., reverse engineering of software);

➢ Hiring a competitor’s employees;

➢ Purchasing the know-how from consultants;

➢ Obtaining the know-how from customers; 

➢ Experience advantages are often nullified                               
by product obsolences and innovations.
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Dr. Shetty: “The Henry Ford of Heart Surgery”

•Trained in London

•Conducted open-heart surgery on Mother Teresa

•Goal: drive down costs through process innovation

•Applies learning curves to his work

– They work six days per week

– Their skills improve quicker than their                                                   

U.S. counterparts
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Dr. Shetty: “The Henry Ford of Heart Surgery”

•Achieves economies of scale

– Fixed costs spread over larger volume

– They can employ more specialized equipment

– They share common services with the cancer clinic

– Data suggest higher volume does not compromise quality

• Discuss lessons that Dr. Devi Shetty provides 

concerning: (1) cost leadership; (2) economies of scale 

& scope; (3) process innovation; and (4) a coherent 

activity system of low-cost value chain activities.
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Business-Level Strategy and the 
Five Forces: Benefits and Risks
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Benefits and Risks of Competitive Positioning
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Blue Ocean Strategy:                                                     
Combining Differentiation and Cost Leadership
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What Is Blue Ocean Strategy?

• Successfully combining differentiation and            

cost-leadership activities

• Uses value innovation to reconcile trade-offs

• The metaphor of blue ocean means:

– Untapped market space

– The creation of additional demand

– The opportunity for highly                                                        

profitable growth
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Example of a Successful Blue Ocean Strategy:               
Trader Joe’s

• A regional grocer

• Offers high value and health conscious foods

• Offers much lower costs than Whole Foods
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Successful Blue Ocean Strategy

• Changes the competitive landscape

• Opens up new areas of competition

• Requires the firm to:

– Reconcile tradeoffs

• Increasing value

• Lowering production costs

– Pursue both business strategies simultaneously

• Example: Toyota

– Introduced lean manufacturing

– Delivered higher quality cars at lower cost
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Blue Ocean: How IKEA Did It

• Eliminated sales people, and after-sales service

• Reduced warranties

• Offered tens of thousands of home furnishing items

• Created new way to shop for furniture
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Value Innovation

• Accomplished through the simultaneously 

pursuing differentiation (V ↑) and low cost (C ↓)
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Exhibit 6.8

SOURCE: Adapted from C.W. Kim and R. Mauborgne (2005), Blue Ocean Strategy: How to Create Uncontested Market Space 

and Make Competition Irrelevant (Boston, MA: Harvard Business School Publishing).
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To Achieve Successful Value Innovation,                                     
Answer These Questions

• Lowering costs

– Eliminate: Which of the factors that the industry takes 

for granted should be eliminated?

– Reduce: Which of the factors should be reduced well 

below the industry’s standard?

• Increasing perceived consumer benefits

– Raise: Which of the factors should be raised well 

above the industry’s standard?

– Create: Which factors should be created                                           

that the industry has never offered?



Copyright © 2017 by McGraw-Hill Education. This is proprietary material solely for authorized instructor use. Not authorized for sale or distribution 
in any manner.  This document may not be copied, scanned, duplicated, forwarded, distributed, or posted on a website, in whole or part.

A Blue Ocean Strategy is Difficult to Implement

58

Exhibit 6.9
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How JCPenney Sailed Deeper into the Red Ocean

• Results:

– Sales dropped by 25%.

– Their stock was dropped from the S&P 500 index.

– CEO Ron Johnson was fired.

– His predecessor came out of retirement to step in

– Experienced a sustained competitive disadvantage 
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The Value Curve and 
the Strategy Canvas

• The Value Curve

– Horizontal connection points

– Located on the strategy canvas

– Helps strategists determine courses of action

• The Strategy Canvas

– Graphical depiction of a company’s performance

– Relative to its competitors

– Viewed across the  industry’s key success factors
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Example of a Strategy Canvas

Exhibit 6.10
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P&G
Mini-case #9 (pp. 449-451)

•Does P&G’s decision to slash its R&D spending --- and 

cutting costs and jobs more generally, risk being “stuck 

in the middle?”  Why or why not?

•What strategic position should P&G pursue?

•Which value and/or cost drivers would you focus on to 
improve P&G’s profile?

•How would you implement these changes?
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