urrently, many branded pro-

ducers are facing an increas-

ing competition from
competitors entering Vietnamese
market with extremely aggressive
prices. It is the case of motorcycle in-
dustry where numerous Chinese’s
producers have entered the market
with low-price strategy. Moreover,
electronics, small appliances, house-
hold goods, and some other indus-
tries are facing the same situation.
As the result, market share of
branded products has been slumped
down rapidly. One question arising
from this situation is that how a
branded producer can cope with this
situation? Generally, those branded
producers can lower their own prices
or do not react to such attacks at all.
Both strategies are not optimal. A
third alternative is the two-product
strategy, which can be successful in
many cases. Namely, branded pro-
ducers can add a lower positioned
product to the existing higher posi-
tioned product, which is targeted di-
rectly against the low-priced
competitors.

1. Impact of low-price competitors

on the market structure

Actually, the new competitors
prefer to attack in markets where
the established producers have lived
with acceptable margins for years,
keeping the price level stable. In
such a situation, the market entry of
new low-priced competitors can rap-
idly change the market structure,
cutting deep into the profits of the
existing branded producers. The new
products will not only attract the
low-price segment that was kept
from using the product because of the
high prices, but also attract many of
those that have used the existing
products so far. The result of such
market entry is that the overall mar-
ket grows and the major part of this
bigger market can be reached by the
new competitors. Thus, the market
will be spitted into three major seg-
ments: one is the top-end segment
that for reasons of loyalty, quality,
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channel usage, ete. sticks with the
established brands and has a higher
willingness to pay. The second is the
large middle segment, which is the
main focus of the new head-on com-
petition. Finally, there is a small
bottom-end segment that cannot be
reached even with lower prices be-
cause of an even lower willingness to
pay. So, the result of such market en-
try is that the overall market grows
and that the major part of this bigger
market can be reached by the new
competitors. (Exhibit 1)

Market before entry of
low -price competition

Market served and shared
by current branded

Highly. price sensitive segment,
~~ Currently not served . -

Recently, Honda Vietnam has
used this strategy to strengthen its
position and expand its market
share. Honda Vietnam introduced a
new model Wave Alpha, priced at
VND11 million -which was a little
higher than Chinese products, tar-
geted at the sensitive price segment
while still keeping model Future and
Dream for the top- end market. As
the result, it has sold 27,000 units
per month but not yet met the huge
demand.

Market after entry of
low -price competition

- Top end of market,
High willingness to pay

Area of competition between
branded and low -price -
- producers E

Bottom end of market,
; - NON-Users

Exhibit 1: Impact of low-price competition on market structure

2. Introduction to the two-product

strategy

A third alternative, which has
not been used widely so far, is the
two-product strategy that can be suc-
cessful in many cases. A two-product
strategy requires a company to add a
second, lower positioned product to
the existing higher positioned
branded product. This second prod-
uct is targeted directly against the
low-priced competitors. Its goals are
to weaken the competitors’ market
position, drive them out of the mar-
ket, or even to prevent them from en-
tering the market and to help the
higher-priced product to maintain its
position.

3. Differentiation between the two

products is most important

Key success factor for a two-
product strategy is that the differen-
tiation between those two products
must be strong enough to minimize
cannibalization of the top product
(even if the differentiation is strong,
cannibalization can also happen). A
strong enough differentiation can
usually be reached by using all or
some of the following factors:

- Price: The goal of a two-product
strategy is to compete against low-
priced competitors while at the same
time serving the high-price segment
with the high-end product. There-
fore, the price level of the lower posi-
tioned product should be signifi-



ferentiation

cantly below the top product. In most
cases, this price difference is be-
tween 30 and 40 percent. If the lower
positioned product is offered under
the same brand as the top product,
the second product’s price can be 10-
15 percent above the low-priced com-
petitors’ price. Furthermore, the cost
of the second product has to be sig-
nificantly below the cost of top prod-
uct.

- Quality: The second product
must be of lower quality than the top
product and not moving below the ac-
ceptance barrier or,

2). The horizontal axis quantifies
benefits as perceived by customers;
the vertical axis shows perceived
price. Each dot represents a pro-
ducer. Higher-priced, higher-benefit
producers are toward the upper right;
lower-priced, lower-benefit produc-
ers are at the lower left.

In reality, customers do not buy
solely on low price. They buy accord-
ing to customer value, that is, the dif-
ference between the benefits a com-
pany gives customers and the price it
charges. More precisely, customer

below the quality o
the low-price com-
petitors. Thus, the
performance in fac
tors such as fea-
tures, performance,
lifetime, services,
warranty, etc. must
be reduced.

- DBrand: An-
other major deci-
sion that has to be
made is whether|
thé second product
should be sold un-
der the current
brand or under ai
new brand name. In|
case the current
brand name is used
this will strengthen
the second product,
but the danger of
cannibalization of

Percelved price

Exinbit 2. Value map-Oefore the eniry of Chinese producers

Value equivalence line jVEL)

e

the top product will
increase as the dif-

v

Customer-perceived benefits

is' re-
duced. If, on the
other hand, the second product slips
under the acceptance barrier or be-
low the quality of the low quality at-
tack products, this could jeopardize
the value of the brand.

A two-product strategy can be
used successfully to attack estab-
lished low-priced competitors or to
prevent such competition from enter-
ing the market. It also helps ap-
proach the different segments in a
market with more customized prod-
ucts. The products must be well dif-
ferentiated in price and quality and,
depending on the market situation,
even on brand and distribution.

4. lllustrative case: Motorcycle
market after the launching of Wave
Alpha

We will use the value map to ana-
lyze how motorcycle market will be
in the future. The value map explores
the way customer value and the
price/benefit tradeoff works in real
markets for a given segment (Exhibit

VEL line, this means he has a value
advantage over competitors and as a
result he can gain a market share in
this segment.

Initially, there were four key pro-
ducers in which Honda, Suzuki, Ya-
maha were from Japan and VMEP
was from Taiwan. Those Japanese
producers had positioned themselves
as high price and high quality prod-
uct makers (Exhibit 2). Besides,
VMEP had positioned as an average
quality and price counterpart (Ex-
hibit 2). The motorcycle market was
rather stable in which almost brands
were on the value equivalence line
(VEL). Due to the strong brand im-
age, Honda set higher prices than
the other two Japanese producers but
customers still evaluated very high
perceived quality. Consequently,
Honda was below the VEL line so
that it could increase market share
through time. In such stable market,
each producer captured part of the
market and enjoyed a certain level of
profit. However, the market was not
served fully because a huge range of
customers couldn’t even afford for the
VMEP average price. There was a
huge opportunity for producers in the
low- end segment.

Chinese producers took this op-
portunity by launching very low
priced motorcycles. Although the
perceived quality was low but the ex-
tremely low price had helped them to
capture a major part of the market
(Exhibit 3). Those Chinese brands
were below the VEL line so that they
could increase market share rapidly.
Actually, Chinese producers served

value equals
customer-perceived | 1
benefits minus
customer-perceived
price. So, the)
higher the per-
ceived benefit|

and/or the lower
the price of a prod-
uct, the higher cus-
tomers value and
the greater likeli-
hood that they will
choose that prod-
uct.

In a stable mar-
ket, most producers
pogition them-
selves on the value
equivalence  line| -
(VEL) which ex-
presses an equiva-
lence of the per-
ceived benefits and

Percelved price

Exiutit 3. Value map - After [he enlry of Chinese producsrs

Value equivalence line (VEL)

a Chinese brands

price. When a pro-
ducer is below the|

Customer-perceived benefits
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Chinese brands

mean customers
could pay cheaper
price for a motorcy-
cle. However, the
main part of the
market share was
still belonging to
low-price Chinese
brands. Finally, re-
gaining market
share through re-
ducing price didn’t
work in this situa-
tion. :
Recently,

Honda  Vietnam
had used two-
product strategy to
compete  against
low-price Chinese
_ brands. Honda
: ; Vietnam intro-
duced a new model
Wave Alpha,

Customer-perceived benefits

priced at VNDI11
million - while

Y

the untapped customers and part of
price- sensitive customers whom
were served by Japanese and VMEP
producers previously. As a result, the
motorcycle market structure had
changed in which the major part was
belonging to Chinese brands.

How did branded producers fight
against the low price Chinese com-
petitors? Initially, they reduced price
to attract the price- sensitive custom-
ers with the hope of gaining back
partly of the market share. Conse-
quently, the value equivalence line
shifted downward (Exhibit 4) which

keeping Future
and Dream models for the high- end
segment. The price of Wave Alpha
was a little higher than Chinese
products and lower than VMEP prod-
ucts (Exhibit 5). With this position-
ing, Honda could gain market share
from both Chinese brands and
VMEP. As a result, it has been sold
around 30,000 units per month but
not yet meet the huge demand.

The success can be explained by
the value map. Honda has a very
strong brand image so that customer
perceived value of Wave Alpha is
high. In contrast, the price is so low

. Exiupit . Valve map — The launchng of Wave &
E 3 -
@
R
a
o
2
3
s
[
= 7 Chinese brands
4 >
Customer-perceived benefits
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that customers realize that they are
gaining a super value. The exhibit
shows that Wave Alpha is lying be-
low the VEL line or it has a super
value advantage as compared with
other brands (IExhibit 5). This means
Honda can gain more market share
in the future.

What does the market look like in
the future? It belongs to the reactions
of other producers. It seems that
Suzuki and Yamaha need to launch
new models positioning at the low-
end segment to compete with Wave
Alpha, It can also be the reduction in
price of VMEP and Chinese brands
in order to have a better customer
value.®
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