This is “Introduction to 3-Circle Analysis”, chapter 2 from the book Competitive Strategies for Growth

(index.html) (v. 1.0).

This book is licensed under a Creative Commons by-nc-sa 3.0 (http://creativecommons.org/licenses/by-nc-sa/
3.0/) license. See the license for more details, but that basically means you can share this book as long as you
credit the author (but see below), don't make money from it, and do make it available to everyone else under the
same terms.

This content was accessible as of December 29, 2012, and it was downloaded then by Andy Schmitz
(http://lardbucket.org) in an effort to preserve the availability of this book.

Normally, the author and publisher would be credited here. However, the publisher has asked for the customary
Creative Commons attribution to the original publisher, authors, title, and book URI to be removed. Additionally,
per the publisher's request, their name has been removed in some passages. More information is available on this
project's attribution page (http://2012books.lardbucket.org/attribution.html?utm_source=header).

For more information on the source of this book, or why it is available for free, please see the project's home page
(http://2012books.lardbucket.org/). You can browse or download additional books there.



www.princexml.com
Prince - Non-commercial License
This document was created with Prince, a great way of getting web content onto paper.

index.html
index.html
http://creativecommons.org/
http://creativecommons.org/licenses/by-nc-sa/3.0/
http://creativecommons.org/licenses/by-nc-sa/3.0/
http://lardbucket.org
http://lardbucket.org
http://2012books.lardbucket.org/attribution.html?utm_source=header
http://2012books.lardbucket.org/
http://2012books.lardbucket.org/

Chapter 2

Introduction to 3-Circle Analysis

17



Chapter 2 Introduction to 3-Circle Analysis

2.1 Introduction

1. Competitors believe they are
delivering similar products
with similar service levels.

2. A product becomes
indistinguishable from others
like it and consumers buy on
price alone.

Booklet Binding, Inc., is a Chicago-based provider of finishing services for printers
and publishers. The company provides folding, binding, cutting, and gluing services
for printers preparing all forms of printed materials, including direct mail pieces.
Started in 1976, the company distinguished itself from sleepy competitors by
building fast service with the latest technology, making large gains in market share.
By the mid-1990s, the competition had caught up. Customers increasingly saw the
market as “commoditized’,” with competitors each believed to be delivering
similar products with similar service levels. This led, much more quickly, to
conversations about price and pressure to lower prices. In fact, this pressure
became so significant that the company’s salespeople began to introduce price into
the conversation before customers even began to talk about it!

Commoditization is a real issue in most industries, as markets have become
increasingly hypercompetitive and as competitive imitation of new ideas has
become fast and furious. In this chapter, we will introduce the concepts in the
3-Circle model by considering customer value and how competitive forces evolve in
a market, putting a premium on tools to understand that evolution.
Commoditization is one of many strategic problems that is well addressed by the
model.

Commoditization

There is a state in an industry in which all competitive products or services have
evolved to look the same, that is, to appear undifferentiated. Investopedia defines
commoditization® as a situation in which “a product becomes indistinguishable
from others like it and consumers buy on price alone.”Investopedia, a Forbes digital
company. Rangan and Bowman (1992) were among the earliest to explicitly discuss
commoditization as signaled by “increasing competition, availability of ‘me-too’
products, the customer’s reluctance to pay for features and services accompanying
the product, and pressure on prices and margins in general.” As products or
services become more similar in a market, there is an increasing reluctance among
buyers to pay high prices. Picking up with our basic diagram from Chapter 1 "The
Challenges of Growth", Figure 2.1 "Market With Distinctive Competitive Positions
vs. Commoditized Market" (part A) depicts a competitive market in which two
different competitors (or competitor groups) show some degree of differentiation.
Recall from Figure 1.3 "3-Circle Illustration of Ultimate Ears’ Competitive
Advantage" in Chapter 1 "The Challenges of Growth" that Area B represents
common value or “points of parity”—this is the value that customers believe both
competitors provide. In contrast, Areas A and C capture what is unique about the
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2.1 Introduction

two competitors. The firm in this example shows a healthy Area A and its
competitor shows an equally healthy Area C, indicating that each firm is believed by
customers to create unique value in ways the competitor does not. An example
might be the market in which Booklet Binding, Inc., initially competed, where it
created a distinctive position around service and speed that could not be matched
by the smaller, traditional, competitive “craftsmen” in the industry, whose smaller
size and longer customer relationships could differentiate them.

Fast-forward 15 years, and what you find is a market with a great deal of overlap in
the value being provided by each competitor. Panel B of Figure 2.1 "Market With
Distinctive Competitive Positions vs. Commoditized Market" illustrates what
happens in a commodity market. The predominant feature of this diagram is the
enormous Area B, simply indicating that customers perceive a lot of common value.
In other words, over time, the competitors have copied each other’s advantages,
and, as a result, they may largely be indistinguishable in the eyes of the
customer—hence, the renewed focus on price to seek to gain customers’ favor. Yet
this often ends up in lost margin and blood on the income statement rather than
competitive advantage.

The goal of this chapter is to introduce the 3-Circle model concepts in more depth,
with the aim of illustrating how its primary goal of understanding how—in a
market—value is perceived to be “shared” among competitors and how it is actually
created. As it turns out, the primary way out of commoditization is through deeply
exploring customer value in order to identify and understand needs that have not
been well articulated. This is one of the core insights of the 3-Circle growth strategy
process.

Figure 2.1 Market With Distinctive Competitive Positions vs. Commoditized Market

A. Competitive Market With B. Commoditized Market
Distinctive Competitive Positions

2. Company 1. Customers’ 2. Company 1. Customers’
equities/ R desired equities/ L desired
disequities ““‘_.‘ attributes disequities .‘y“' attributes

________

¥ 3. Competitor equities/

disequities

3. Competitor equities/
disequities
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Chapter 2 Introduction to 3-Circle Analysis

3. The customer’s sense of what
benefits they get from a firm
relative to the price they pay.

2.1 Introduction

Some Fundamentals

The easiest—and, in fact, most powerful—definition of customer value’ is that it is
the customer’s sense of what benefits they get from a firm relative to the price they pay.
There is a way to quantify this, which we will see. But the fact is that most firms use
the term loosely, without much precision—a topic of some consideration in Chapter
4 "The Meaning of Value". It is a term that seems to have intuitive meaning to
people, which can be dangerous. One manager might be talking about the quality of
a product, while another may be thinking about price. But each is defining this
under the rubric “value.” We will provide a more formal definition of customer
value shortly, but first consider why the concept of customer value is important in
the first place.

Customer Value and Financial Value

The best way to answer the question of why customer value is important is to think
about how customer value plays into the bottom line of the firm. Global customer
value expert Ray Kordupleski has an excellent chapter in his book Mastering
Customer Value Management that goes to great lengths to illustrate very strong
relationships among measures of customer value perceptions, market share, and
profitability.Kordupleski (2003), chap. 1. The truth is that firms create financial
value most effectively by first focusing on the value they create for customers. At
the highest level, it is easy to illustrate that profit is a function of revenue and cost:

profit = total revenue - total cost.
Further, total revenue can be broken down as a function of volume and price:
total revenue = Q * price,

where Q is equal to the sales volume of the product or service (how many units we
sell) and price is how much we charge customers for it.

Then, a simple way to think about Q (how much we can sell) is that it is determined
by customers’ choices. First, we sell more when more customers choose our brand
over competitive brands. Second, the reason customers will tend to choose our
brand over competitors is that they believe our brand is a better value for the
money.
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2.1 Introduction

Frank Perdue

So think of chicken.The Perdue chicken example presented here is a standard case
for explaining the basics of customer value, and is sourced from Gale (1994). Twenty
years ago, chicken was a commodity product in the grocery store. Different brands
were perceived to be very similar and were sold at similar prices. Perdue chicken
was one of those brands. Considering the definition of value given previously, we
can envision a scenario that defines a commodity market:

benefits from Perdue chicken _ benefits from brand z

b

price of Perdue chicken ~ price of brand z

where the ratios can be thought of as capturing each brand’s value for the money
(“was that product or service worth what I paid for it?”). If the two ratios are equal,
you have a commodity market. It is a coin flip to determine which brand a
consumer will choose.

In the face of this situation, Frank Perdue did something to change this market.
Based on a study of the value that customers sought from chicken, Perdue
concluded that consumers wanted meatier, yellower chicken, with no pinfeathers.
He then put significant research and investment into breeding and technology that
would produce plumper chickens with yellower skin, and processing with turbine
engine blow-drying to remove pin feathers on the skin. Essentially, Perdue
substantially increased the numerator in his value ratio, greatly enhancing the
benefits that consumers received from his chicken. A creative advertising program
further enhanced those benefits by communicating the uniqueness of Perdue
chicken and conveying Perdue’s no-nonsense personality. At equivalent prices, the
Perdue brand became a clear choice for the consumer of the competitive brand Z
because it delivers more effectively on important consumer benefits sought.

Considering the relative value ratios, although the denominators are essentially the
same, the Perdue numerator is larger, making the overall ratio larger. Interestingly,
though, as Perdue’s sales grew as a result of the improved product, competitive
brands began to reduce their prices to try to defend their market shares. Yet many
consumers still stuck with the higher-priced Perdue brand, meaning they were
willing to trade-off higher prices for better chicken. In sum, even at a higher price
point, Perdue’s benefits were still considered to be a good value for the money. This
was the foundation for Perdue chicken establishing a very profitable niche in the
retail grocery market.

So, to this point, a few fundamentals are important:
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2.1 Introduction

Customers choose products or services that they believe provide
greater value.

Commoditization occurs as, over time, firms imitate new ideas and the
products and services (and value ratios) become increasingly similar.
Breaking out of commoditization requires a focus on customer value
and the reasons why customers choose certain products. A firm can
distinguish its offering by either substantively enhancing the benefits
offered or lowering the customer’s costs in a way that is difficult to
imitate.

Greater customer value relative to the competition produces more
sales volume, greater revenue, and greater profit (provided it is
created within a manageable cost structure).
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2.2 The Outside View

4. The customer’s perception of a
company’s value and
competitors’ values.

5. The assets, resources,
capabilities, and knowledge
that the company brings to
bear in producing value for its
customers.

6. An inherent characteristic or
quality of some object.

The 3-Circle model provides a method of explicitly identifying the current state of
customer value in a market and a variety of sources for improving a firm’s
competitive position and profit potential. In introducing the 3-Circle model here, in
Chapter 2 "Introduction to 3-Circle Analysis", we will first take you through what
we refer to as the “outside” view. This represents the customer’s view of the world.
Yet it is important to briefly distinguish this outside view and what we later refer to
as the inside view.

The outside view” is what customers believe about us. The outside view is the front
office or maybe even the front window. It captures the impressions our customers,
and potential customers, have about us based on what they observe: seeing and
using our products and services, our pricing, distributor relationships, exposure to
our marketing communications and to word-of-mouth from others familiar with us,
and so on. The outside view is the customer’s perception of our value and competitors’
value. It is the rock musician’s beliefs about the Ultimate Ears monitors and the
benefits he or she derives from them.

In contrast, the inside view” is the back office. It is what we really are on the
inside—the assets, resources, capabilities, and knowledge that we bring to bear in
producing value for customers. The inside view is what we really are and can do.
For Ultimate Ears, this reflects the true capability the company has for research and
development, product design, manufacturing, sales, and customer relationship
management in serving the market.

The distinction between outside and inside is very important. We will learn that
there are many, many times that customers’ view of a company does not match the
actual value that the company is creating or can create. Further, as George Day of
the Wharton School first suggested, true competitive advantage occurs only when
the distinctive value produced for customers is produced by real capabilities and
assets that competitors cannot match.Day (1994, October).

The DNA of Customer Value: Attributes

We will formalize this discussion in Chapter 4 "The Meaning of Value", but our first
premise is that customers purchase and consume value in the form of product
attributes. Derived from the Latin root attributus (which means “to bestow”), the
word attribute® means an inherent characteristic or a quality of some object. In the
same way that people can be described as a bundle of characteristics (height,
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weight, gender, ethnicity, age), goods and services can be described based on size,
cost, quality, reliability, and reputation.

In fact, it is surprising how precisely we can characterize the attributes or features
of products and services. We started with a relatively simple description of
chicken—with dimensions of meatiness, color, presence of pin feathers, and price.
More complex product categories (e.g., dishwashers) might have over 100 attributes
when functional qualities, design qualities, pre- and post-purchase services, and
perception of transactional factors are taken into account. Figure 2.2 "Customer
Values for Cellular Telephones" (Column 1) provides a partial list of the attributes
of cell phones to illustrate how value can be broken down into component parts.

Figure 2.2 Customer Values for Cellular Telephones

Note. Adapted from “Stimulating creative design alternatives using customer values,” by R. L. Keeney, 2004, IEEE
Transactions on Systems, Man, and Cybernetics-Part C: Applications and Reviews, 34, 50-459.

2.2 The Outside View

Features/form Benefits: Usefulness Benefits: Other
Features Enhance voice communication | Durability

* Has a screen * Voice mail * Be rugged

* Has easily readable text * Two-way radio * Be reliable

* Has a memory

* Has a directory

* Can connect toa
computer

# Is data capable

* Size

* Weight

* Talk time

* Standby time

* Battery life

* Button size

* Mode (single, double,
triple band)

* Has flip top

# Screen size

* Memory size

* Directory size

* Number of characters
displayed on screen

# Hasa working antennae

Form

# Is fashionable

* Isslick

# Is thin

* Is shiny

* Comes with colored face
plates

* Looks good

* Allows group calls

* Has caller ID

# Has vibration alert

® Has a speaker phone

® Has speed dialing

* Can adjust volume
dynamically

® Has a phone directory

* Stores recently phoned
numbers

* Stores recent incoming
phone numbers

* Missed called indicator

* Has voice recorder

Enhance Text Communication
* E-mail

* Has alphanumeric paging

Facilitate Cost Management

* Indicates cost of a com-
pleted call

* Monitors monthly usage

Enhance Personal Organization
® Personal calendar

® Puts address info in PDA

* Provides reminders to users
* Indicates time

* Ha arm
* Has a clock

*® Has a calculator
Provide for Internet Use
* Internet access

* Weh access

Has Games

* Not easy to break

Comfort
* Feels good
* Fits face

# Fits hand

Socially acceptable

* Popular

* Consistent with
profession

* Consistent with
position

* Consistent with peers

Easc of Use
* Simple to program

# Easy to maintain {e.g.,
charge battery)

* Easy to use telephone

* Easy access (belr clip,
fits in pocket)

* Hard to lose

Safety
* While driving a vehicle
* From regular use

* In emergencies

Cost
* Cost of phone

* Cost of accessories
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7. An identifiable group that
shares one or more
characteristic.

2.2 The Outside View

Sorting Value

The first fundamental insight of the 3-Circle model is that we can learn a lot about
firms’ positions in a market by sorting the attributes in a way that clarifies
customer beliefs about which competitors get credit for which attributes and
benefits. The framework provides a strategically meaningful way to categorize
current attributes and anticipate the creation of future value. An organization gets
insight into its current and future competitive position by examining how value can
be broken down into attributes, determining how important those attributes are,
and identifying what attributes customers associate most strongly with each
competitor.

What follows is an illustration of the output of a 3-Circle analysis. For the
illustration, we use the case of a small church-based primary school. Although one
might believe education to be a commoditized market, in fact, the analysis reveals
some interesting, very natural differences in competitive positions. It is also
important to note that the analysis here is based on the same exercise in examining
growth strategy as one would undertake in any competitive market. While the focus
again is on output here, subsequent chapters will provide detail on process.

Context

Glenview New Church is a religious organization in Glenview, Illinois, headed by
Pastor Peter Buss. The church has a small primary school for kindergarten through
8th grade. With the school still early in its development, Pastor Buss undertook a
3-Circle analysis in the interest of building growth strategy. Pastor Buss focused on
parishioners, parents of younger school-aged children as the market segment’ to
study, and the Glenview Public Schools as the competitive target. The goal of a
3-Circle analysis is to build a growth strategy for Glenview New Church School
(GNCS) via a deep study of the customer’s view of competitive positions (outside
view) and an internal analysis of the school’s current capabilities and assets (inside
view). We begin with the outside view.

Customer Circle

Having identified the target customer segment for the analysis as young
parishioner families with school-aged children, we can depict the customer circle as
reflecting the value they seek. What are the attributes of schools that affect family
choices? There are several that are straightforward:

+ Where is the school located (e.g., how far from my house)?
+ What is the quality of the education there?
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2.2 The Outside View

+ Do they have good teachers?
+ What are the other families like?

These are some of the basic criteria families will use to evaluate the schools they are
considering.

A more complete listing of attributes that emerged from the analysis is given in
Figure 2.3 "Glenview New Church School: Customer Circle". These attributes and
considerations are determined by conversations with the target segment. These
concerns are familiar, relating to curriculum, quality of teaching, school culture,
facilities, and so on. The list is generated from thoughtfully listening to people
describe how and why they chose their school or are considering their choice of schools.
Of course, not all of these factors are considered by all families. Some factors are
more important than others. In fact, we can usually group customers together in
terms of the factors that are most important in their decision making. These groups
are called market segments, and such groups will be considered in more depth in
Chapter 3 "Defining the Context". For the moment, we will summarize the area of
the customer circle as capturing the value a particular customer segment is
seeking—in other words, what the customers want.

Figure 2.3

Customer Circle: What are the “attributes” that influence families’
decision making for schools?

(Value Sought by Families )

e Comprehensive curriculum

e Socialization

e Cultural environment

e Verifiably strong academics

® Verifiably excellent
teachers/administrators

e Technology

e Breadth of programming

® Reputation of excellence

¢ [ndividualized attention

® Values/moral education

e Caring/supportive
environment

e School size

e Facilities/environment

e Parental involvement

\.° Enrichment opportunities J
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8. What the customer thinks
about a company, not what it
actually offers.

2.2 The Outside View

Company Circle

In Figure 2.4 "Glenview New Church School: Adding the Company Circle", we add a
circle that represents the customer’s perception of how well our company (in this

case, Glenview New Church School) is delivering on the value that the customer is
seeking. At this point, it is very important to distinguish the fact that the circle
represents customer perception®—it does not represent what we actually offer or
what we think we offer. This distinction is critical in emphasizing that the outside
view focuses on what customers believe rather than what we (the firm) believe the
reality to be.

As we know from Chapter 1 "The Challenges of Growth", bringing these two circles
together produces the simple distinction between positive value (the overlapping
area), nonvalue or negative value, and unmet needs.

Pastor Buss discovered that families recognized the school for its comprehensive
curriculum, for a caring and supportive environment, and for a value- and morals-
based education. In addition, they felt that the school facility met their needs,
including availability of after-school enrichment programs and parental
involvement. We will expand upon the other two areas (nonvalue or negative value
and unmet needs) as we build the analysis out. Suffice to say that there are a
number of positives that Pastor Buss heard from families. Yet the surprise in this
analysis occurs when we subsequently learn that our competitor not only has many
of the same positives, they also have some positives that we don’t have! So the next
step is to add a circle that represents customer perception of the competitor, in this
case, Glenview Public Schools.

27



Chapter 2 Introduction to 3-Circle Analysis

2.2 The Outside View

Figure 2.4 Glenview New Church School: Adding the Company Circle

Company Circle: GNCS is believed to create value in
many ways

Glenview NCS Delivers Value
* Values/moral education

. E_‘;lri:11:|_:,l";|||li\| wtive environment
* Comprehensive curriculum

* Enrichment opportunities
 Facilities/environment

® Parental involvement

Nonvalue,
Negative Value, or Positive Unmet
Potential Value Value Needs

Competitor Circle and Areas A, B, and C

Among other competitors for GNCS, Glenview Public School District 34 (GPSD) is
formidable. Glenview has a total enrollment of over 4,300 students across 3
primary, 3 intermediate, and 2 middle schools. Four of the schools have been
selected as National Blue Ribbon schools. There are 370 teachers, with an average of
8 years teaching experience, three-quarters of whom have a master’s degree. What
are the beliefs of parents regarding the value provided by the Glenview public
school system?

Figure 2.5 "Glenview New Church School: Adding the Competitor Circle" introduces
the competitor circle, illustrating some very important distinctions. First, one

striking point is that of all the dimensions of positive value for GNCS depicted in
Figure 2.3 "Glenview New Church School: Customer Circle", only about half are unique
to Pastor Buss’s school relative to the competitor (individualized attention, values-
and moral-based education, and caring and supportive environment, which define
GNCS’s Area A, or points of difference). The attributes on which GNCS is believed to be
about the same as GPSD are comprehensive curriculum, facilities, enrichment
(after-school programs), and parental involvement. This latter set of attributes is
labeled Points of Parity (Area B), as the competitors are “at parity”—that is, neither
is believed to have a unique advantage. In other frameworks, these dimensions are
given other labels (e.g., table stakes; expected product) but have the same basic

28



Chapter 2 Introduction to 3-Circle Analysis

meaning. These are the factors that customers fundamentally expect all schools to
deliver on in order to be in the consideration set.

What was striking to Pastor Buss, however, was to identify the points of difference
for GPSD, the competitor (Area C). GPSD got a great deal of credit for the breadth of
its curriculum, its technology, its greater opportunity for socialization among a
diverse population, and its reputation. But one dimension that surprised Pastor
Buss and his team was the heavy weight that parents placed on the notion of
“verifiability” in both academic performance and teacher credentials. This weight is
consistent with the attention that standardized testing has received since the
passage of the No Child Left Behind Act of 2001 (NCLBA), requiring performance
standards for adequate yearly progress for public schools. Illinois private schools
such as GNCS are not subject to the same performance standards and are therefore
not required to administer standardized tests. Pastor Buss discovered that
standardized test scores as evidence of academic performance were a major positive
point of difference for Glenview Public—and therefore a disequity for GNCS.

Figure 2.5 Glenview New Church School: Adding the Competitor Circle

Competitor Circle: Some values are common (Area B)
and unique (Areas A and C)

Area A: Our PODs'
* Individunlized atrention
® Values/moral education
* Caringfsupportive

environment

(" Area C: Competitor 3
PODs!
* Socialization
® Verifiably strong academics
* Verifiahly excellent
teachersfadministrators
* Technology
® Breadth of programming
\. Reputation of excellence J

Area B: POP*
* Comprehensive

curriculum
¢ Enrichment opportunities
* Facilitiesfenvironment

; ! « = Points i .

e S PODs = Points of Difference
POPs = Points of Parity

Public

The Meanings of Areas D, E, and F

Figure 2.6 "Glenview New Church School: Areas of Nonvalue, Negative Value
(Disequities), or Potential Value" focuses on the areas of the model that, for both

2.2 The Outside View 29
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firms, fall outside the customer’s circle. By definition, these areas reflect the firms’
attributes and benefits that are unimportant to customers or do not meet customer
needs. Areas D, E, and F capture value that is being produced by the competitive
firms that fits into one of two categories:

9. Value that is unimportant to
customers.

10. Value with which customers
are dissatisfied.

2.2 The Outside View

+ Nonvalue’: Value that is unimportant to customers. This could include

attributes that were once differentiating but became points-of-parity
and have lost their value over time. For example, at one time, batteries
had self-testers built right into the packages so that users could see
how much life was left at any point they wanted. This was an attribute
that initially differentiated Duracell, but it turned out to be an
expensive add-on imitated by competitors that did not provide
substantial enough incremental value to customers to justify its
existence. Alternatively, certain attributes are simply pushed out by
superior technology—for example, at one time, golf clubs called
“woods” were actually made of wood! Finally, nonvalue can also
include attributes or benefits that firms thought would create value for
customers but, in the end, did not. Handwriting recognition on
personal digital assistants (PDAs), colas of a clear color, and separate
boy and girl disposable diapers were all efforts that firms anticipated
would be big sellers but that consumers found to demonstrate little
incremental value.

Negative value'® (disequity): Value with which customers are dissatisfied.
We might also find negative value in these areas. This might
alternatively be referred to as dissatisfiers or “disequities.” Industry-
wide dissatisfiers fall into Area D—both (or maybe all) competitors
suffer from this. Some might say that customer service in the airline
industry is very poor across all or most competitors. Alternatively, one
firm may possess a dissatisfier while another does not. Major retail
video stores continue to charge fees for late returns, for example,
which is a major source of customer dissatisfaction in the video rental
industry. In contrast, competitor Netflix has a business model that
does not require customers to pay late fees. The alarm clock that works
fine but is very difficult to set, the mobile phone service that has good
coverage but for which billing is complex and confusing, and good
physicians with long wait times are all examples of products and
services for which we accept the good and the bad. That is, consumers
essentially trade-off the positive returns from consumption in these
categories against the negative returns that, in some cases, they simply
decide to put up with.
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2.2 The Outside View

Figure 2.6 Glenview New Church School: Areas of Nonvalue, Negative Value (Disequities), or Potential Value

Areas D, E, and F: Nonvalue, Negative Value, or
Potential Value for Each School

rArca E: Our Diseguitie;\

® Overall message—
perceived relevance

® Repurarion is i:l:nt'l"rlll‘,'
unknown (porential future
benefit)

* Small size

* Lack of verifiable

\_ sophistication y.

Glenview

Public

rea F: Competitor Disequities
* Trying (by necessity) to be all things 1o

all people
® Cultural environment can be “sink or swim”
* Caters somewhat to successful students

In the case of Glenview New Church School, the public school’s strength in
verifiable academic performance is actually a unique disequity, which would define
it as falling into Area E. Simply, parents have a more difficult time choosing a school
in a post-NCLBA world if the evidence of performance is not offered up. The notion
of verifiability both in terms of school performance and staff credentials was
something of a surprise to the GNCS management team. In his study, Pastor Buss’s
analysis for GNCS did not reveal any items of common disequity (Area D) for the two
schools.

In addition, Pastor Buss was surprised to hear that many parents were not clear on
the church’s mission for the new school. There were two dimensions of this. First,
the reputation of the school was generally unknown among some parents. Second,
some of those who were aware of the school conveyed that the church’s
communications about the school were not perceived as relevant—that is, they did
not personally connect with the messages. The sum total of these two concerns is
that the school’s identity was difficult to pin down, which can be a disequity in the
customer’s eyes.

31



Chapter 2 Introduction to 3-Circle Analysis

2.2 The Outside View

As we will see, these areas turn out to be very important, in part because there are
strategic options for dealing with these concerns that have implications for growth.
Attributes or benefits one finds in Area E, for example, might be (a) maintained, (b)
eliminated to save cost, or, ironically, (c) actually built into potential satisfiers.

Area G: The White Space

Innovation is a critical component of growth strategy for many organizations today.
As such, it is critical to have a systematic way of motivating the search for new
customer value ideas. The 3-Circle model gives meaning and language to the need
for innovation.

Figure 2.7 "Glenview New Church School: Area G, Unmet Needs" focuses on Area G,
which we label the “white space.”We thank Viva Bartkus for suggesting this term.
This region of the framework actually has two different dimensions or meanings,
both critically important. The white space generically captures value desired by the
customer that is not currently being fulfilled by either the firm or its competitor.
Those needs may be (a) currently known and top-of-mind or (b) less known (latent).
Needs that are currently known and top-of-mind are often obvious in customer
complaints; therefore, many clues about unmet needs might be found in the
attributes that end up in areas D, E, and F. For example, the travel industry is
complex and rife with consumer dissatisfaction due to late planes, mistaken
communications, and confusing airline loyalty programs, among other
factors.Higgins (2008, June 1); Haberkorn (2008, May 28). In short, there may be
needs the customer has that are known and that have not yet been satisfied.
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11. Drills down into deeper
reasons underlying customers’
interest in the attributes of a
product or service.

2.2 The Outside View

Figure 2.7 Glenview New Church School: Area G, Unmet Needs

Area G: Digging deeper reveals customer needs that are
unmet or could be met more effectively.

Area G: Customer Unmet Needs/Values

o Help my child become a good, likable, and
honest human being

e Understand the human being my child is and is
becoming

o Help us navigate cultural minefield (“tough world to
raise kids in these days”)

¢ Enhance concept of “family”

o Want my child to have it better than I did

Glenview

New Church

E

Glenview

Public

Yet there are also underlying needs that may be less obvious. As we will discuss in
Chapter 5 "Sorting Value" and Chapter 6 "Growth Strategy", there are approaches
for exploring the white space that require deeper inquiry, and a variety of methods
are available. To illustrate this distinction, notice the last two columns of Figure 2.2
"Customer Values for Cellular Telephones". While the first column deals explicitly
with the features of the phone itself, the second and third columns focus on the
outcomes of particular features of the phone. So, for example, while the packaging
and sales discussion might focus on a number of features like screen readability,
size, weight, and battery and memory size, ultimately, the customer wants to get a
sense of how this phone will help them in voice and text communication, personal
organization, durability, safety, and comfort. The latter reflects deeper needs,
which might more powerfully guide product development by providing a clearer
understanding of customer problems to be solved.

In his analysis of GNCS parents’ decision making regarding schools, Pastor Buss
utilized a research approach called “laddering"',” which effectively drills down
into deeper reasons underlying customers’ interest in the attributes of a product or
service. So why are attributes like individualized attention, comprehensive
curriculum, and values-based curriculum important to families as they choose
among schools? Figure 2.7 "Glenview New Church School: Area G, Unmet Needs"
reveals several interesting values that Pastor Buss identified in his in-depth

conversations with customers. These values relate to the deeper goals that parents
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have for their children—becoming a likable, honest person; navigating a cultural
minefield; wanting their child to have it better than they did. These are not
attributes of the school but are ultimately outcomes of the school’s attributes. They
are unmet in the sense that they probably can never be completely resolved. At the
same time, the school’s efforts to speak to these values in program development,
hiring, and communications will have a very big impact on the value that parents
find in the school.

Note that these deeper values are hardwired in us. No firm “creates” needs—they
are built into us and drive our daily behaviors. However, most of us as consumers
(and as managers) do not really think about these deeper drivers on a regular basis.
But recognizing their existence—by keeping a focus on Area G in growth strategy
planning—can offer dramatic insight into customer value and impact on growth
strategy. An example is a case involving the Rust-Oleum management team. Rust-
Oleum is a well-known manufacturer of high quality paints, with its brand anchored
around its historically highly effective rust-preventative paints. Facing pressure
from retail store category managers to lower prices, company management found
deeper concerns about category profitability (and, likely, personal achievement) in
the retail category managers’ protests. Instead of cutting prices, the Rust-Oleum
team sought to more deeply understand the problem that category managers were
attempting to solve. They concluded that the retailers’ real issue was not a need to
extract more margin from individual vendors but, instead, a need to improve the
overall profitability of their small project paint category. In response, Rust-Oleum
created a data-driven approach to category management for small project paints,
helping retailers significantly improve sales and profit from the paint category and
producing double-digit growth in sales of its own brand.

The lesson is that in any product or service category, needs are never completely
fulfilled. Area G is a critically important source of potential value to be added in a
market that can fuel growth. It is important to note that Pastor Buss’s analysis of
GNCS was undertaken on his own, with guidance from the 10-step 3-Circle growth
strategy process that is summarized in Chapter 9 "Summary: Growth Strategy in 10
Steps" of this book. We will discuss the implications of this analysis for the school’s
growth strategy, but we will first consider the concept of the inside view.
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12. Resources, capabilities, and
assets.

In 3-Circle analysis, significant insight is gained by thinking of the circles as having
deeper layers. For example, Pastor Buss found that at the core of parents’ decisions
about schools was a deep concern about their child’s development as an honest
human being and achievement in later life. Similarly, the company circle has depth
to it. That is, residing behind or inside the company circle that customers see are
the capabilities, resources, assets, and value networks that the firm uses to create
value for its customers.This dimension of the model is informed specifically by the
works of Day (1994, October), Barney (1991), and Kumar (2004).

Capabilities, Resources, and Assets

Figure 2.8 "The Inside View" provides a simple schematic of the dimensions on
which the inside view might be discussed. The circle on the left results from an
analysis of our company’s resources, capabilities, and assets (which we will refer to
as RCA'). The circle would “contain” a weighted listing of our RCAs, to be
compared to those of the competitor, captured by the circle on the right. Note that
the two circles overlap, which suggest that the firms have some capabilities in
common. Yet each firm has unique RCAs as well.

This brings us to the ultimate definition of distinctive competitive advantage
(following the work of Michael Porter and George Day). True competitive advantage
exists when the attributes or benefits that reside in Area A in the outside view of
the model (seen by customers) are the product of the firm’s unique RCAs. In other
words, the strongest, most sustainable competitive advantage is one in which the
firm’s unique position in the mind of customers (Area A) is produced by capabilities
and resources that competitors cannot match.
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Figure 2.8

Firm vs. Competitor

(think of these circles as existing behind the company-competitor circles

in the customer view)

Firm

Capabilities
Resources
Assets
Culture
Social capital
Leadership
Structure
Knowledge
Value networks

Competitive Advantage and Red Bull

Competitor

Capabilities
Resources
Assets

Culture

Social capital
Leadership
Structure
Knowledge
Value networks

At the heart of the framework is the idea that true competitive advantage comes
from aligning the firm’s distinctive RCA to important customer values in ways that
competitors do not. To illustrate, consider Red Bull, the brand that pioneered the
“functional energy drink” beverage category. Figure 2.9 "Red Bull’s Alignment of
the Inside and Outside Views" illustrates, in simple terms, the idea of alignment.
The company built a variety of distinctive capabilities around research and
development, product development, and (later) branding and marketing
communications. Based on these capabilities, the company developed unique
strategies for product (a research-based formula including the newly introduced
ingredient taurine), distribution (refrigeration units and display innovation in retail
stores, building relationships with clubs), and promotion (sponsorship or creation
of high-energy events and athletes). These tactics were driven by the Area A
positioning strategy “revitalizing body and mind,” ultimately delivering uniquely
on the basic needs of combating mental and physical fatigue in people seeking
performance, achievement, or socialization. IBISWorld reports that, as of 2010, Red
Bull has a 70% share of the “energy drink” segment of the functional drink

category.IBISWorld (2010).
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The Red Bull case illustrates an important point regarding a common
misconception about what most people believe to be vacuous marketing practices
as a key to marketplace success. Without the foundation of key capabilities and
resources in execution, communications campaigns that seek to create image are
doomed to fail. The most successful brands and products are those that deliver on
the promises made in positioning via strong core capabilities. In describing the
history, structure, philosophy, and success of the Mayo Clinic—one of the most
successful and important enterprises in American business history—Len Berry and
Kent Selman (2008) note, “Smart executives understand that advertising
effectiveness over time depends on advertised goods or services delivering what the
organization promises.” In sum, the brand is a result of performance of the product
or service. For Glenview New Church School, capability development is critical.
GNCS’s current Area A is essentially built around its small size, individualized
attention, and morals-based education. As we will see, there are opportunities for
developing growth strategy that are based upon building new capabilities.

Figure 2.9 Red Bull’s Alignment of the Inside and Outside Views

Distinctive Competitive
Capability or Position Important
Resource Bundle (Outside or Customer
(Inside View) Customer View) Need/Values
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The most significant contribution of the 3-Circle model is the guidance on growth
strategy that falls relatively easily out of an effective customer analysis. We will use
the GNCS example to quickly illustrate this. First, recall our basic definition of
customer value:

benefits obtained

value = . .
price paid

As noted, this ratio is important in suggesting that the firm increases the chance
that the potential customer will choose their brand when they either increase the
numerator relative to the competition or reduce the denominator. Apple and Dell
represent polar opposites in terms of competitive positions—Apple differentiated
around excellent design and functionality (with margin driving its profitability) and
Dell focused more on efficiency, low-cost basis, and aggressive pricing (with high
volume driving its profitability). In some ways—and with certain exceptions—we
might refer to Apple as a numerator company and Dell as a denominator company.
Each creates significant value for its customers but in very different ways.

As a self-funded private school, GNCS does charge tuition. It gives regular
parishioners a discount from the stated tuition level. For the purposes of our
discussion here, we will not introduce a tuition cut into the mix for GNCS. However,
it is important to note that price reduction—when financially well reasoned—is a
plausible alternative here, particularly if it is accompanied by cost reductions.

We will organize the consideration of growth strategies around four questions.
Although we will later see that there are additional growth strategy implications
that emerge from the model, these four questions are most fundamental.

Growth Question 1: How Do We Build and Defend Area A?

The 3-Circle model makes a fundamental premise of competitive strategy very
plain: The firm must be different from competitors in ways that matter to
customers. One of the most valuable aspects of the model is the manager’s ability to
teach colleagues and staff this notion. But beyond just conveying understanding of
the notion that all firms must have points of difference to grow there are important
implications in (a) first discovering our points of difference from the customer’s
perspective (often, they are not what we expect) and then (b) thinking through how
we can build and defend them. In a subsequent chapter, we will detail the bases for
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differentiation and the variety of ways that firms attack this important element of
strategy. For the GNCS example, growth question 1 is summarized in Figure 2.10
"Growth Question 1".

Although relatively new, GNCS does have a differential advantage over the public
schools in its small size, caring environment, and potential for individualized
attention to children. These are natural advantages, but the team at GNCS decided
that they could be leveraged in two ways. These two secondary questions form a
foundation for growth strategy in each of the general categories we will discuss:

+ What capabilities can we build to reinforce and strengthen our Area A? In
education, there is an important paradigm developing around what is
known as differentiated instruction.Tomlinson (2000). This teaching
pedagogy focuses on teaching children in a way that adapts to their
individual differences in learning styles and levels. The approach
requires training and development for teachers that is not standard in
colleges of education. One growth direction for GNCS is to build
teacher skill sets in differentiated instruction, which the public schools
would have a more difficult time pursuing.

« Can we communicate more effectively? Pastor Buss did discover in his
research, to his surprise, that several families were unaware of the
school’s value proposition and how it related to their values. There is
an important opportunity here to better connect messages about the
school’s positioning to the values uncovered in the Area G analysis.
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Figure 2.10 Growth Question 1

How do we identify, build, and defend differentiation
that is meaningful to customers?
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Public

Area families with
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Growth Question 2: How Do We Correct, Reduce, or Eliminate
Disequity and Build Potential Equities in Area E?

Figure 2.11 "Growth Question 2" identifies a series of questions about Area E, which

we only summarize here and save for greater depth later. In some ways, this is even
a higher short-term priority than building Area A. Very often in this analysis, firms
find that customers raise concerns that they were not aware of, and find that these
concerns are sometimes based on misconceptions. Again, GNCS discovered a
general lack of awareness of the school’s value proposition. The clear growth
strategy emerging from this is conducting an audit of all communications media
and touchpoints, as well as all opportunities to clearly convey the school’s mission
and, again, how it connects to the Area G values identified. Probably the most
significant disequity defined for GNCS was the fact that they lacked the test scores
that would provide credible evidence of both the school’s academic excellence and
the teaching staff’s credentials, the former because the school had not undertaken
the standardized tests and the latter because they had never thought to
communicate teacher credentials. In their analysis, GNCS discovered the
importance of building a capability in standardized testing and in very clearly
promoting their teachers’ advanced degrees.
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Figure 2.11 Growth Question 2

How do we correct, reduce/eliminate disequities, or
reveal equities that customers are unaware of?
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Growth Question 3: Should We Neutralize Competitors’ Area C,
and If So, How?

In Area C reside the competitors’ strengths. Growth for our firm may be produced
by offsetting or neutralizing these (Figure 2.12 "Growth Question 3"). One can see
the complementary relationship between Areas C and E here—the competitor’s
advantages (Area C) may, at times, be seen as the firm’s disequities (Area E). The
issue of whether or not the firm should vigorously attack Area C depends—to what
degree do we have, or can we build, a credible attack on the competitor? What are
the costs of, and returns from, such an attack? In the case of GNCS, neutralizing the
public school’s advantage on verifiability (i.e., building the standardized testing
capability) is straightforward. This is essentially a competitive requirement today,
because test scores are data that families expect each school to be able to produce
(i.e., it has essentially become a point of parity). In addition, the costs of building
this capability are reasonable, particularly compared to the costs of not doing it. As
noted, though, the firm needs to be discriminating about which Area C dimensions
to attack. Given resource constraints and a more focused mission, it would not
make sense for GNCS to seek to broaden its curriculum to match the curriculum
breadth of GPSD, for example.

A related growth strategy question that falls roughly into the category of growth
question 3 is the question of whether or not to attack or leverage the competitor’s
disequities (Area F). To the extent that such deficiencies are strategically important
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(i.e., associated or potentially associated with customer value), these dimensions
represent an opportunity to directly attack the competition to take away
customers. Overcoming deficiencies involves making better products or services
than the competition and distributing them more effectively. In addition,
communications strategy can point out the problems with the competitor’s
offerings. Research on comparative advertising suggests that a direct attack on a
smaller competitor is generally a bad idea for a market leader. But the fact that it
may work for an underdog is reflected in Apple’s brilliant “Get a Mac” campaign,
which cleverly and effectively positioned Microsoft as an overconfident (if
insecure), bumbling nerd of a competitor.

Figure 2.12 Growth Question 3

Should we neutralize competitors’ differentiation?
If so, how!?
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Growth Question 4: How Can We Identify Totally New Growth
Ideas in Area G?

Customers’ needs are never fully met. There are always problems somewhere in the
customer’s consumption chain for which alternative solutions might be developed
that could serve to ultimately build Area A. This includes both functional value (e.g.,
suitcases with wheels and golf bags with stand-up legs are only recent inventions in
a long history of travel and golf), and deeper psychological or social value (e.g.,
helping parents feel more confident about the chances for their children’s future
success). To illustrate, consider the human value “control.” Deep-seated and highly
influential in guiding our behavior, the desire for control is what is called an
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13. Value as a means to another
end or value.
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instrumental value'’. That means that it is an intermediary of a value—that is, it
helps lead to other terminal values like peace of mind or security.Wilkie (1994). But
the overriding point is straightforward: We value feeling in control. In general,
humans like to feel a sense of certainty and predictability. Through evolution, this
has just been hardwired into our systems. When companies can help us feel more in
control, there is value there that is worth paying for. Thinking about the values
(control), as opposed to product features and attributes, tends to open up thinking
about potential solutions for customers. It is easy to find examples of new
innovations that connect with customers because they touch our sense of control:

¢ Palm Pilot. This brilliant innovation was initially marketed as a
competitor to the desktop computer, so the customer need was
envisioned to be convenient (portable) computing. But founder Jeff
Hawkins ultimately concluded (through deeper research with users)
that the PDA was essentially a device not for computing per se but for
helping business people get control of their information, schedule, and
personal contacts, and for subsequent performance on the job. Users
believe that PDAs are superior to paper-based planning systems like
Day-Timer for this purpose.

* Global positioning systems (GPS). According to marketing researcher
RNCOS, GPS products and applications sales will be $75 billion by
2013.Joseph (2009, May 27). From helping farmers maximize crop
yields, to helping companies track shipping fleets, to helping golfers
find the yardage to the hole, this technology is going a long way
toward enhancing our sense of control over the physical environment.

« Calorie management websites. As evidence mounts that the key principle
in weight reduction is simply managing caloric intake,Arnst (2003,
April 8). a wide variety of websites have popped up that help people
track the number of calories they take in and burn up every day,
including SparkPeople, LIVESTRONG, and About.com Health. These
services bring a strong element of control by way of enhancing one’s
ability to monitor and regulate eating behavior with some advising—a
self-regulatory solution to what is often an emotional, fad-driven
activity.

We will expand our discussion of values in Chapter 4 "The Meaning of Value", but,
for now, we point out that the exploration of Area G for growth opportunities
requires going beyond the current conception of the product or service. It requires
a way of exploring customers’ deeper problems, needs, and motives.

At the chapter’s opening, we discussed Booklet Binding, Inc. (BBI), the firm
competing in the market for printed booklets that had become commoditized. After
deeper study of customers’ purchasing patterns and needs, the company turned
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itself around by listening more carefully to individual customer needs and by
expanding the definition of its product. It found that customers would significantly
benefit from sales programs that anticipated their promotion schedules over time,
reminded them of previous orders, and helped them plan ahead. It also found that
they could create value for customers through education on topics that helped
customers improve their efficiency and sales effectiveness. These efforts not only
enhanced customers’ sense of control over at least one aspect of their business, it
also helped BBI customers create more value for their customers. This required
redefining what BBI considered to be its core product and service capabilities, but
in doing so, the company was able to recapture a substantial part of the market and
to improve profitability.

Regarding GNCS, we have already made some mention of the values that Pastor
Buss uncovered in Area G. Given this depth of understanding of the values driving
family school choice, the GNCS team should evaluate all existing programs in terms
of how well they deliver upon these values (see Figure 2.12 "Growth Question 3").
Subsequently, the team should strive to build the programs that most directly
address these values and perhaps eliminate programs that do not. So an after-
school program that can be understood to have the benefits of preparing primary
school students for middle school is likely to have a greater impact than one that
has a more general positioning. New programs might be built specifically around
the life skills that contribute to the children’s ability to navigate challenging
circumstances, like decision-making skills.As an example, see the curriculum
developed by Tom Reynolds and team for teaching children a framework for
decision making. See the website http://lifegoals.net/ and Warner (2004). Finally, it
is important for GNCS to reflect these values in their communication with
prospects.
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Figure 2.13 Growth Question 4

How can we identify totally new growth ideas around
customers’ unmet needs?

GLENYIEW
MEW CHLURCH

18]

5CHOOLS

GNCS

Area G Strategies:

1, E\-"clll.l:r'll'l.,! l':;lll,ll,"'!i jﬂ
existing programs

1. New programs
around values

3. Build values into
COMIMUNICATIOn

Area G

Area families with
school-age children

45



Chapter 2 Introduction to 3-Circle Analysis

2.5 Chapter Summary

Pastor Buss and the GNCS team are still working on implementing the strategic
directions that emerged from the 3-Circle project. They have built an impressive
staff and communicated their credentials, implemented standardized testing
processes, and are in the process of hiring new leadership. While the development
of the school will take time, and the development of new teaching paradigms like
differentiated instruction will be up to the new school leaders, Pastor Buss reports
being “sold on the 3-Circle model” and process that led to the current growth
strategy for the school.

The simple truth is that your business is more profitable when you lead it with a
careful view to customer value. However, there is much lip service given to
customer value and customer satisfaction these days because we have few
disciplined ways to think about and evaluate it. The 3-Circle model provides such
discipline in asking the right questions and providing guidance on the right
answers for growth. The key benefits of the framework are the following:

« Understanding the customer’s perspective with a focus on competitive
assessment and the deeper values underlying customer decision
making

« Straightforward illustration of principles of competitive strategy and
actionable implications for how to improve competitive position

« An explicit focus on building competitive advantage through both
capability development and communications strategy

The outside view of the framework captures the front office—that is, it focuses
explicitly on customer perception of the firm and its competitor. The analysis of the
outside view produces a categorization of value in 7 categories, as summarized in
Figure 2.14 "Summary: Outside View". The key competitive concepts reflected in
this figure, and the associated growth strategy implications, are as follows:

* Area A: Our competitive points of difference. Build and defend.

* Area B: Points of parity. This is the common value that customers may
come to expect from all competitors. These attributes and benefits
should generally be monitored and maintained at competitive levels.

* Area C: Their (the competitor’s) points of difference. If there are
absolutely critical dimensions that can be matched in cost-effective
ways, there is a high priority on matching the competitor’s advantages.
The exception is when the competitor’s strategy is built upon a
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fundamentally different positioning strategy. For example, it would
not be prudent for GNCS to pursue a broad curriculum in the same way
that it would be foolish for Apple to get into a price war with Dell. So
“live and let live” is another potential strategic implication for Area C.
Area D: This is nonvalue or disequity common to both competitors in
the analysis. The goal here is to fix disequities if this action can
contribute to your competitive advantage, reduce or eliminate
attributes and benefits that customers find have little value, or
potentially unearth value that has not been clearly developed or
articulated to customers. Palm was the first to figure out that
customers desired PDAs with a very simple set of functions, and so
stripped out much of the complexity of its first generation product—to
great success.

Area E: Similar to Area D, except that this nonvalue or disequity is
specific to our company, so there may be some very high priority fixes
here. In addition, study of Area E might even emphasize the search for
potential equities and unique capabilities the organization has that
might be clarified and leveraged.

Area F: This is the competitor’s nonvalue or disequity. If chosen, the
strategy of overcoming competitors’ deficiencies involves making
better products and services than the competition and distributing
them more effectively. In addition, communications strategy can point
out the problems with the competitor’s offering.

Area G: The white space represents areas of unmet need that neither
competitor has touched. It is important to seek growth potential in
unmet needs but in a structured and disciplined manner. Identify the
deeper reasons underlying customer complaints and problems, and
search for potential differentiating sources of new value for which we
have a capability advantage.
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The inside view of the 3-Circle model captures the back office: the work, processes,
capabilities, assets, and resources that are utilized in creating customer value. In
the end, the most powerful competitive advantage emerges when your distinctive

Area A, as perceived by customers, is a function of real, substantive, and distinctive

capabilities and assets. Finally, the framework identifies a variety of actionable,
high-impact ways in which a firm can enhance its growth prospects by building
customer value that is superior to that of the competitors.

Chapter 1 "The Challenges of Growth" and Chapter 2 "Introduction to 3-Circle
Analysis" have provided an overview of the framework and an introduction to the
key concepts within it. Now it is time to get busy with an exploration of the core
concepts in the model. Chapter 3 "Defining the Context" starts with the
start—defining the context for your growth strategy analysis.

2.5 Chapter Summary
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