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23 Influencing consumers:
Innovation and competition in
the marketplace

23.1 Overview

People may think they make consumer choices on their own, but how do businesses influence and attract
customers?

23.1.1 The relationship between competition and innovation
It’s a competitive world out there. Every business must find strategies that will enable it to survive.
A business competes with other businesses to sell products in a market. If a business cannot sell its product
to customers, it will not last for very long.

For businesses, one way to succeed is to develop a competitive advantage.
Creating a competitive advantage means that a business can meet the changing demands of the market

and improve its profit margin. Businesses must embrace innovation if they wish to achieve a competitive
advantage. At a basic level, innovation refers to coming up with new ways of doing things. When
businesses devise new ideas, processes or products, they give themselves an edge over their competitors.

Resources

eWorkbook Customisable worksheets for this topic

Video eLesson The relationship between businesses and consumers (eles-2384)

LEARNING SEQUENCE
23.1 Overview
23.2 Business influences on consumer decisions
23.3 Consumer choice, attitude and preference
23.4 Making major purchases
23.5 SkillBuilder: Choosing a mobile phone plan
23.6 Innovation
23.7 Emerging techniques
23.8 Pursuing competitive advantage
23.9 Strategies to create competitive advantage

23.10 Corporate social responsibility and competitive advantage
23.11 SkillBuilder: Analysing a business case study

23.12 Thinking Big research project: Hitting the target — multimedia advertising campaign

23.13 Review

To access a pre-test and starter questions and receive immediate, corrective feedback and sample responses
to every question, select your learnON format at www.jacplus.com.au.
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23.2 Business influences on consumer decisions
23.2.1 The power of advertising

FIGURE 1 Which soft drink do you
think of when you see this silouhette?

Advertising has incredible power and influence over our lives and
the consumer decisions we make. Be honest: when you look at
FIGURE 1, which soft drink do you think of? Ask your classmates
as well. If you said Coca-Cola, this advertising campaign was
successful. The image was indeed part of a campaign run by
global soft-drink giant Coca-Cola. Besides the shape of the
silhouette, there is nothing to suggest this is an advertisement
for Coca-Cola. There are no colours and there are no logos. Yet
you instantly think of Coca-Cola’s product. This advertisement
is only successful because of previous marketing campaigns
run by the company. For more than 100 years, Coca-Cola has
dominated the soft-drink market. The company’s creative and
distinctive marketing strategies have been a key reason for its
market position. Let’s examine why businesses need to consider consumer behaviour before they develop
marketing strategies.

23.2.2 Factors influencing consumer decisions
Four main factors influence consumer purchasing decisions.

FIGURE 2 The four main factors influencing consumer choice

• Perception • Family and roles

• Peer group

• Social class

• Culture and
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• Laws
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Influences on consumer choice

Psychological Sociocultural Economic Government

Psychological influences
Four main psychological factors influence consumer choice.
1. Perception. As individuals, we often act on our perceptions of reality rather than reality itself.

Consequently, marketers are extremely aware that they must create a positive or favourable perception
of their product in the mind of the consumer. Consumers will not normally purchase a product that
they perceive as being of poor quality or inferior to similar brands.

2. Motives. The main motives that influence consumer choice include comfort, health, safety, ambition,
taste, pleasure, fear, amusement, cleanliness and the approval of others. As it does with a consumer’s
perception of the product, so advertising also attempts to influence an individual’s motives to choose a
product.

3. Attitude. Consumer attitude towards a business and its products generally influences the success or
failure of the business’s marketing strategy.

4. Personality. To some extent, personality influences the types and brands of product that a person buys.
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Sociocultural influences
There are four main sociocultural influences that affect consumer choice:
1. Family and roles. All of us occupy different roles within the family and groups in the wider

community. These roles influence buying behaviour. Although women’s roles are changing, market
research shows that most women still make buying decisions related to, for example, healthcare
products, food and laundry supplies.

2. Peer groups. A consumer’s buying behaviour may change to be more in line with that person’s
peer group, beliefs and attitudes.

FIGURE 3 Buying behaviour may change to be
more in line with peer group beliefs and attitudes.

3. Social class. In our society, the factors generally
used to classify people are education, occupation
and income. Social class, therefore, influences
the type, quality and quantity of products that a
consumer buys.

4. Culture and subculture. Culture influences
buying behaviour because it infiltrates all that we
do in our everyday life. It determines what people
wear, what and how they eat, and where and how
they live. Subcultures differentiate themselves
from a larger culture to which they belong (for
example, goths are a subculture).

Economic influences
Economic forces have an enormous impact on consumers’ willingness and ability to spend. During an
economic boom, for example, consumers are willing to spend because they feel secure about their jobs and
source of income. During a recession, consumer spending falls to a very low level.

Government influences
Governments use a number of economic policy measures to influence the level of economic activity. These
policies directly or indirectly influence consumers’ spending habits.

Of more direct and immediate impact is the influence of government regulations. Laws dealing with
misleading and deceptive advertising, for example, protect consumers and influence business practices.

23.2.3 What is marketing?

FIGURE 4 The 4Ps of marketing

Product Price

PlacePromotion

Marketing is more than selling a product. It is the whole
process of providing goods and services to satisfy the needs
and wants of consumers at the right place and time, using the
right promotions. A catchy definition of marketing is ‘the right
product, in the right place, at the right time, at the right price’.
This is sometimes called the 4Ps: Product, Price, Place and
Promotion.

Successful marketing needs to involve the following
elements:
• research: gathering information from potential consumers

about their wants and needs
• publicity: providing information about a new product

or service
• promotions: assisting the launch of products and services

(for example, events)
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• advertising: promoting new behaviours (for example, anti-litter, Quit campaign, road safety programs)
• evaluation: finding out the success of the product or campaign.
The following extract is a set of guidelines for marketing a new product written by successful

entrepreneur Janine Allis, who founded Boost Juice.

ADVICE FROM JANINE FOR ALL BUSINESS PEOPLE
FIGURE 5 Boost Juice
founder Janine Allis

• Surround yourself with people who have done it before because
you will save on mistakes and every mistake costs money.

• Put a promise to the brand.
• Question whether your company name tells people what you do.
• Your company name should be something you are passionate about.
• Your brand should crystallise your message.
• Clearly identify and promote to your target market.

• Changing a brand name is costly and can bring angst
and heartache.

• Take what you’ve got but update it to reflect growth and expansion.

Everyone in a business needs to know the business’s plan, so that all departments work towards achieving
the business’s objectives. Such a plan is referred to as an integrated marketing plan.

FIGURE 6 Marketing is not necessarily about selling
something for a profit. For example, you can run
a marketing campaign for a free concert or a cake
stall.

There is no one set format for developing a
marketing plan. Each plan will reflect the individual
characteristics of the business. However, all
marketing plans should have two features in
common:
• They should be realistic, given the business’s

present situation.
• They should be achievable within the

business’s resources and budgets.

Target markets
Entrepreneurs aim their products at target markets.
These market segments may be determined by
age, gender, income, occupation, education or
geographical location. Marketing analysts break
down target markets further to show how the
types of products and brands purchased reflect the
personality and lifestyle of the user (psychographic
segmentation). Through market research, such
as surveys and telephone marketing, information
about products and users is gathered. Feedback
may reveal information about brand loyalty, or how
memorable a brand or advertisement is.

DISCUSS
Brand loyalty is when customers favour one company’s brand of goods (or services) over a competing brand; for
example, you may know someone who will purchase only an Apple iPhone as their smart phone. Are there both
advantages and disadvantages to being loyal to brands? [Critical and Creative Thinking Capability]
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23.2 ACTIVITY
Collect a number of print advertisements from a magazine. Suggest the psychological and/or sociocultural
influence to which each advertisement is appealing. Examining, analysing, interpreting

23.2 EXERCISES
Economics and business skills key: ES1 Remembering and understanding ES2 Describing and explaining ES3 Examining,
analysing, interpreting ES4 Questioning and evaluating ES5 Reasoning, creating, proposing ES6 Communicating, reflecting

23.2 Exercise 1: Check your understanding
1. ES2 Explain what a target market is.
2. ES1 List four factors influencing consumer behaviour and give an example of each.
3. ES2 Define each of the following terms:

(a) market research
(b) marketing campaign
(c) market segments.

4. ES1 Identify two market segments.
5. ES1 Identify the 4Ps of marketing.

23.2 Exercise 2: Apply your understanding
1. ES2 Explain two of the 4Ps of marketing.
2. ES3 Explain how perception and motive influence consumer buying behaviour. Distinguish between the

sociocultural and psychological factors that influence consumer choice.
3. ES2 How do peer groups influence buying behaviour?
4. ES6 Name some of your own peer groups and suggest how they influence your buying decisions.

Try these questions in learnON for instant, corrective feedback. Go to www.jacplus.com.au.

23.3 Consumer choice, attitude and preference
23.3.1 The influence of consumers on businesses

FIGURE 1 Eager customers queuing before the
release of the latest iPhone

Consumers wield incredible power. As the purchase
of products drives the marketplace, businesses find
themselves at the mercy of consumer behaviour.
If consumers stop buying particular products, the
consequences can be serious and widespread.
Businesses and retail distributors, as well as the
manufacturers of components, can lose money when
consumers change their purchasing behaviours.
For this reason, businesses and retailers must also
keep their consumers in mind. Let’s investigate how
consumers can hold companies responsible for their
activities.

23.3.2 Consumer choices
As we have just learned, the marketplace is a highly competitive environment. Businesses and vendors
go to extraordinary lengths to win and keep customers. For this reason, it is crucial that consumers and
the choices they make are protected. There are several organisations in Australia that serve this role. The
independent organisation CHOICE is one example. Founded in 1959, CHOICE began as a magazine
published by the Australian Consumers’ Association (ACA). The magazine, as well as the organisation
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behind it, aims to help consumers make wise purchasing decisions. CHOICE was also founded to protect
consumers against substandard products and services. Now including an extensive web-based service
(choice.com.au), CHOICE provides comprehensive product tests and reviews. Consumers can use these
services to research products and compare brands. By using organisations such as CHOICE, consumers are
able to make educated and informed purchasing decisions.

The Australian Competition and Consumer Commission (ACCC) is another organisation that
helps protect the rights of consumers. Although the ACCC is a federal government body, it operates
independently of any political bias. Its role is to regulate and oversee business operations while protecting
the rights of the consumer. The ACCC monitors and regulates competitive marketplaces, ensuring that
businesses operate with fair and reasonable economic conduct (including the setting of prices). The ACCC
also provides consumers with independently researched product information. The ACCC often holds its
own investigations into work and product standards, publishing its findings for the public to read. Each
state and territory of Australia also has a consumer affairs department. These state government bodies fulfil
several roles for the ACCC and are avenues through which consumers can exercise their rights.

23.3.3 Ethical and environmental consumerism
Consumers have the ability to hold businesses accountable for their ethical and environmental practices. By
demanding proper business behaviour, consumers have the power to influence the standards that businesses
must meet.

FIGURE 2 The many factors considered by consumers seeking to make ethical purchasing choices
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Businesses that violate these ethical or environmental standards can find themselves the target of
awareness campaigns or even boycotts. It is in the best interest of a business to learn and understand the
concerns of its customers in order to avoid any such action. In fact, businesses can often gain customers by
promoting ethical behaviour and positive environmental activities.

The booming bottled water industry provides many examples of the effects of ethical consumerism.
The following case studies explain the potential negative and positive impacts of consumer behaviour on
businesses.

23.3.4 CASE STUDY: FIJI Water
One of the world’s most popular brands of bottled water, FIJI Water is also the small island nation’s major
foreign export. An incredible 10 per cent of Fiji’s total export income is generated from the bottled water
industry. What makes this statistic hard to swallow is the fact that 53 per cent of Fijians lack access to clean
drinking water. The location of the company’s main processing plant also diverts water away from local
communities, dramatically lowering agricultural production as well as causing environmental damage.
These and other criticisms are published on the website Shop ethical!, an Australian-based website for
ethical consumers. In an effort to present consumers with balanced information, this website also promotes
any positive activities undertaken by the companies in question. Companies such as FIJI Water suffer from
negative attention when consumers make ethical decisions. In the billion-dollar bottled water industry, this
can result in a serious loss of revenue.

23.3.5 CASE STUDY: Thank You Water

FIGURE 3 Australian company Thank You Water uses
profits from bottled-water sales to fund safe water
projects.

At the other end of the bottled water spectrum
is Australian company Thank You Water. The
founders of this company saw both a problem
and an opportunity with the world’s growing
preference for bottled water. With the money
earned from its water sales, the Thank You
group funds safe water projects across Australia
and the world. By actively promoting its
ethical business activities, Thank You Water
has quickly become one of Australia’s most
popular brands of bottled water. In just four
years, Thank You Water increased its bottle
production from 40 000 (per year) in 2008 to
320 000 (per year) in 2013. It has since gone
on to launch numerous other products in their
personal care and baby care ranges. In this way,
the company has used consumers’ preferences
for ethical and positive environmental action to
its favour. Through its product sales, Thank You
Water has given more than $6 million to fund
water access, sanitation and hygiene programs
globally.

Resources

Video eLesson Consumer outrage over appalling treatment of chickens (eles-2439)

Weblink Shop ethical!
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23.3 EXERCISES
Economics and business skills key: ES1 Remembering and understanding ES2 Describing and explaining ES3 Examining,
analysing, interpreting ES4 Questioning and evaluating ES5 Reasoning, creating, proposing ES6 Communicating, reflecting

23.3 Exercise 1: Check your understanding
1. ES2 How and when did CHOICE Australia begin?
2. ES1 List the services that CHOICE provides for consumers.
3. ES2 Explain the differences in the ethical and environmental approaches of FIJI Water and Thank You Water

and how these may affect their consumer base.
4. ES1 What does ACCC stand for?
5. ES1 Which branch of government controls the ACCC?

23.3 Exercise 2: Apply your understanding
1. ES2 What is the role of the ACCC?
2. ES2 How does the ACCC differ from CHOICE Australia?
3. ES4 Consumers are charged a small fee for some of the services provided by CHOICE (including research

reports into products). Do you believe it is fair and reasonable for CHOICE to charge consumers? Explain
your position.

4. ES5 Do you believe it is practical to be an ethical consumer? What are some of the difficulties ethical
consumers may encounter?

5. ES5 Being an ethical consumer would be easier if businesses acted ethically in all circumstances. Do you
agree? Justify your answer.

Try these questions in learnON for instant, corrective feedback. Go to www.jacplus.com.au.

23.4 Making major purchases
23.4.1 Consumer choices

FIGURE 1 A car is probably the first major purchase you will make
in your life.

People often vividly remember their
first car. Perhaps it was a rusty but
reliable bomb handed down from your
grandmother to your older brother and
now to you. Or maybe it was your
dream car: the one you had worked
towards owning since your first shift
at the fish-and-chip shop. Whatever
the case, owning your first car is a
significant milestone in your life.
Now that you are only a few years
away from that milestone, you need
to start making some decisions. Do
you spend a small amount of money
on that rusty bomb and hope it doesn’t
need repairs? Do you pour all your
savings into one large purchase? Or do
you take out a loan in order to afford
that car you’ve always wanted?

Buying a car is not the only challenging, long-term financial decision that you will be faced with. Let’s
identify and evaluate the consumer choices that surround major purchases.
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23.4.2 Choosing a car
Before making a major purchase such as a car, you need to decide exactly what you want. You would be
foolish to go out and buy the first car that attracts your eye. Instead, you need to determine what kind of
car you want. The size of the car you buy will depend on your needs — your lifestyle and your purpose
for buying the car. You may want a small car (to help you save on petrol costs and to best suit your limited
garage space) or a station wagon (in which you can easily transport your surfboard each weekend). As well
as the size and look of the car, you also need to consider its age, condition and fuel efficiency. One last
consideration is whether the car you want is the car you need. Is it worth spending money on a new car
or are you better off buying your grandmother’s old bomb? You need to weigh up all these options before
making your choice.

How safe is your car?
Once you have a car in mind, the next step is to conduct proper research. Websites such as RedBook and
Carsales (use the weblinks in your Resources tab) contain detailed statistics on new and used cars. You
can search these sites for your preferred car and find lists of previous sales, safety records and other useful
information. Another valuable website to investigate is How safe is your car? (go to the How safe is your
car? weblink in your Resources tab). Developed and maintained by the Transport Accident Commission
(TAC), this site provides independent car safety information. If you purchase a used car, the seller is
required by law to obtain a roadworthy certificate. This document is proof that the car meets the necessary
mechanical and safety standards. You can possibly save hundreds of dollars by avoiding a bad car purchase
(commonly known as ‘buying a lemon’). To this end, motoring organisations such as the RACV and
NRMA, and some insurance companies, provide pre-purchase, pre-selling and end-of-warranty inspections
on new and used cars, as well as independent valuations and owners’ reports. These services can inform
you of the history and condition of the car and whether it has been in an accident. This helps you make an
informed purchase — you know what you are buying. Your last choice in these initial stages of purchasing
a car is perhaps your most important one — deciding how you will pay for it.

FIGURE 2 Safety should be a major consideration when buying a car.

DISCUSS
All new cars sold in Australia have to meet specified minimum safety standards. As a result, newer cars perform
significantly better than older cars in accidents. Should there be increased safety standards for second-hand cars
to bring them in line with the new-car safety standards? [Ethical Capability]
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Resources

Weblinks RedBook

Carsales

How safe is your car?

23.4.3 The costs of car ownership
There are a number of costs that you need to consider when buying a car. First, there is the purchase price
of the car. Before taking delivery of the car, you will also be required to pay stamp duty and dealer charges
(if it is a new car). If you buy the car second-hand, you will need to re-register the car in your name and
pay the relevant charges. Next there are ancillary costs, which are essential for all car owners. Purchasing
car insurance can be expensive, but it provides a safeguard in the event of an accident. Comprehensive car
insurance protects you no matter who is at fault. ‘Third-party’ insurance is compulsory and protects others
if you are at fault, and protects you if others are at fault. If you cause an accident while driving an uninsured
car, the damage to your car and other cars could cost tens of thousands of dollars.

FIGURE 3 Only comprehensive car insurance protects you
regardless of who is at fault.

Joining an emergency road-side assistance
provider is another cost for car owners.
While joining these services is not essential,
they can help you out of a lot of troublesome
situations. There is also the cost of any
permanent additions you may want (for
example, a sound system, tinted windows,
alloy wheels). The extent of these additions
is a strictly personal choice but can add
significant costs to car ownership. Finally,
you need to consider that your car will
never be worth as much as it was the day
you bought it. As your car gets older, it
depreciates in value. The rate of depreciation
increases as newer models with better
technology are produced.

Loans
If you do not have enough money to purchase a car outright you can take out a loan. This involves
borrowing a sum of money from a bank or other financial institution. Let’s say the car you want costs
$20 000 and you only have $5000. A bank can lend you the remaining amount so that you can afford your
car. Over the course of an agreed period of time (usually between one and five years), you are required to
pay the money back to the bank or lender. This is done by making periodic repayments, which include a
percentage of interest. It is through these interest payments that lenders make their money. Interest is the
amount paid by a borrower to a lender for the privilege of borrowing money. A fixed or variable interest rate
is usually agreed upon at the beginning of the loan. For example, a lender could offer a rate of 7.25 per cent.

FIGURE 5 applies this rate to the example discussed above. As you see in FIGURE 5, there is nearly $3000
difference between the original loan amount and the total amount payable. This means that the lending
organisation makes a considerable profit from each loan agreement it signs. On a $15 000 car loan, a bank
would only make a relatively small amount of money. Yet on a $500 000 home loan (at 5.5 per cent interest
over 30 years), a bank would make more than $500 000 in interest. Profit from interest payments is one of
the main sources of revenue for banks and lending organisations.
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FIGURE 4 An example showing repayments for a car loan

Loan amount $15 000

7.25%

5 years

monthly

$299

$17 927

Interest rate

Loan term

Repayments

Repayment amount

Total amount payable

23.4.4 Making the right decision
Purchasing your first car is a milestone that you’ll remember for the rest of your life. When you make any
major purchase, it is important that you consider both short-term and long-term consequences. Spending
only $2000 on your grandmother’s old car may seem like the most cost-effective option at the time.
However, older cars can often be more expensive to run. They lack modern fuel efficiency technology and
can be expensive to repair. Although you may spend more initially on a newer car, the long-term costs
can often turn out to be more manageable. Whatever your decision, it is crucial that you conduct proper
research on the car itself and the method of payment you choose to purchase that memorable first car.

23.4 ACTIVITY
Use the information in this subtopic to choose your ideal first car. Conduct internet research to complete the
table below.

Make

Model and year

Body type

Transmission

Condition

Fuel efficiency

Safety rating

Examining, analysing, interpreting
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23.4 EXERCISES
Economics and business skills key: ES1 Remembering and understanding ES2 Describing and explaining ES3 Examining,
analysing, interpreting ES4 Questioning and evaluating ES5 Reasoning, creating, proposing ES6 Communicating, reflecting

23.4 Exercise 1: Check your understanding
1. ES1 Identify the largest purchase you have made in your life so far.
2. ES2 Explain how you obtained the funds to purchase the item identified in question 1.
3. ES1 Buying a car is likely to be the next major purchase of your life. List the options you should consider

when deciding what kind of car to buy.
4. ES2 Before a used car is sold, what tests does it need to have?
5. ES1 List the costs involved with car ownership. Choose three of these costs and describe them in more

detail.

23.4 Exercise 2: Apply your understanding
1. ES2 Explain why insurance is beneficial for a young person buying their first car.
2. ES2 Explain what is meant by ‘stamp-duty’.
3. ES2 How do banks make money from car loans?
4. ES3 What is the difference between comprehensive and third-party car insurance?
5. ES2 Insurance, stamp duty and loan repayment costs all need to be considered when buying a car. Identify

and explain other costs of car ownership.

Try these questions in learnON for instant, corrective feedback. Go to www.jacplus.com.au.

23.5 SkillBuilder: Choosing a mobile phone plan

What questions do we need to ask when
choosing a mobile phone plan?
Do you have a pre-paid mobile or do you pay a bill
at the end of every month? Do you have free calls
included and can you send as many text messages
as you want? How many gigabytes of data are you
allowed to download and is social media included?
You need to consider all these questions and more
when you choose a mobile phone plan.

Select your learnO N format to access:
• an explanation of the skill (Tell me)
• a step-by-step process to develop the skill,

with an example (Show me)
• an activity to allow you to practise the skill

(Let me do it).

23.6 Innovation
23.6.1 Defining innovation
Innovation can mean many things to different people but essentially it is about devising new and improved
ways of doing things. This can include many things, such as developing ideas for a new good or service
(invention); improving an existing good or service; and changing the way that a good or service is produced
or delivered. As Australian businesses are increasingly forced to compete on a global scale, they rely on
innovation to help them establish an advantage over competitors.
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FIGURE 1 Innovation involves many skills and processes.

23.6.2 Types of innovation
There are many different types of innovation; however, two of the most common are product innovation
and process innovation:
• Product innovation occurs when a new product is created or an existing product is improved. This may

mean modifying the features of a product or changing the features altogether. Product innovation
results in the final product or service being changed in some way. For example, each time that Apple
releases a new iPhone, they change some of the phone’s features.

• Process innovation occurs when changes and improvements are made to the production process of a
product or service. The final product may not necessarily change but the way it is produced does
change. Process innovation is usually aimed at improving efficiency; that is, producing the same
product or service with fewer resources. An example of process innovation is the use of robotics in the
manufacturing process of a car. While the final product is the same, innovation has occurred in the
production process.

23.6.3 How can a business foster innovation?
The Department of Industry, Innovation and Science (DIIS) is a department within the Australian
government. The DIIS has created an online hub to provide businesses with practical advice on how they
can foster innovation within their organisation. It encourages businesses to recognise that innovation is the
key to establishing a competitive advantage. While all businesses are different, the online hub identifies six
key steps towards business innovation. They are outlined in FIGURE 2.
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FIGURE 2 The six key steps towards business innovation

1. Conduct an analysis of the trends in the market environment, your customers’ wants and needs, and your

    competitors.

2. Consult with customers and employees for ideas on improving processes, products and services, both internally

    and external.

3. Seek advice. Use available resources such as business advisers, grants and assistance to drive innovation in

    your business. This may include seeking intellectual property (IP) protection to commercialise your ideas.

4. Be open to new ideas and adaptive to change.

5. Develop a straregic, responsive plan, which promotes innovation as a key business prosess across the entire

    business.

6. Train and empower your employees to think innovatively from the top down.

23.6.4 Examples of innovation in business
Process innovation
Example 1 — Bertalli’s Alpine Breads
In May 2014, Bertalli’s Alpine Breads Benalla received a $75 000 grant from the Victorian government’s
regional growth fund to commence a $450 000 expansion of its production line. Bertalli’s Alpine Breads
supplies specialty breads to Coles, Woolworths and independent stores in Victoria. An innovative new
packaging machine, which replaced the traditional bread-loaf packaging with sealed clear packaging,
extends the shelf life of the business’s bread by up to ten days. This means the business can now potentially
supply a range of interstate markets including supermarkets, retail health food businesses and specialty food
outlets. A further, more recent, innovation occurred in 2017 when the bakery was granted a licence to make
and sell hemp bread.

Example 2 — Snap Laundromat

FIGURE 3 Use of technology applications can make the
customer experience simpler, quicker and more worthwhile.

Snap Laundromat in Brisbane has
introduced an innovative new technology
to its washing machines and dryers that
enables customers to pay for and operate
the laundry services with their smart
phones. The founder of Snap Laundromat,
Ian McFarlane, created a small network
controller about the size of a cake of soap
to go inside each machine.

The customer can either swipe a QR
code on the machine or visit a website to
create an account. Once the account has a
balance, they can select a dryer or washing
machine of their choice. Mr McFarlane
said that customers, particularly young
people and travellers, have been very
quick to take up the new technology.
He has started a new business, Eziwash, to make the controllers available to other laundromats. The use
of this technology application means that customers can quickly and easily pay for their laundry service,
particularly if they do not have cash, and could encourage more people to use the laundromat. Eventually
the technology will have the ability to download customer data and to reward customers for their loyalty.
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Product innovation
Example 1 — McDonald’s mymacca’s

FIGURE 4 McDonald’s has engaged in product
innovation with its ‘Gourmet Creations’ range, its ‘All
Day Menu’ and its ‘mymacca’s’ app.

McDonald’s is one of the world’s most
recognisable brands. Its products and business
model have existed for many decades with
very little modification. In response to
increased competition, growing demand for
customised products and consumers’ greater
health awareness, McDonald’s has engaged
in various product innovations. In 2014, the
business launched its ‘Create Your Taste’ menu
that allowed customers to design their own
burger, either in-store or online. In 2017, they
discontinued Create Your Taste and instead
launched their ‘Gourmet Creations’ range. In
2018, the company announced its ‘All Day
Menu’, which allows customers the choice of
their full breakfast and daytime menu at any
time of the day. Further innovation has come via the ‘mymacca’s’ app, which allows customers to order
ahead, save favourite orders, provide feedback, receive offers and access product information.

These innovations are an attempt by McDonald’s to differentiate itself from other businesses in the fast
food industry and establish a competitive advantage.

23.6 ACTIVITY
Undertake research to identify a business that has engaged in either product innovation or process innovation.
Use your research to complete the following.
a. Identify the business.
b. Outline the nature of the business’s innovation.
c. Classify the innovation as either product or process innovation.
d. Explain how this innovation has helped the business establish a competitive advantage.

Examining, analysing, interpreting

23.6 EXERCISES
Economics and business skills key: ES1 Remembering and understanding ES2 Describing and explaining ES3 Examining,
analysing, interpreting ES4 Questioning and evaluating ES5 Reasoning, creating, proposing ES6 Communicating, reflecting

23.6 Exercise 1: Check your understanding
1. ES1 Define innovation.
2. ES1 Provide an example of how a business can innovate.
3. ES1 List the six key steps to business innovation.
4. ES2 Identify two examples of innovation in business.
5. ES2 Distinguish between product innovation and process innovation.

23.6 Exercise 2: Apply your understanding
1. ES2 Define ‘competitive advantage’.
2. ES2 Explain how innovation can help a business achieve a competitive advantage.
3. ES2 Explain how a business can foster innovation.
4. ES1 Other than product and process innovation, how else might a business engage in innovation?
5. ES5 ‘Businesses that don’t innovate will fail.’ This is a dramatic statement. Analyse this statement, and

indicate whether you agree or disagree. Provide examples in your response.

Try these questions in learnON for instant, corrective feedback. Go to www.jacplus.com.au.
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23.7 Emerging techniques
23.7.1 Harnessing new ideas and techniques
The world is constantly changing. To keep pace with changing market conditions, businesses need to
remain competitive by using emerging techniques — the latest ideas or new processes. Currently, this
includes social media, blended marketing, open innovation and digital technologies.

23.7.2 Social media
The range of social media that individuals and businesses can access is both diverse and constantly
changing. Social media includes social networks, blogs, collaborative projects, content communities, virtual
game-worlds and social worlds, social bookmarking and crowdsourcing.

Social media offers businesses a relatively inexpensive means to interact with customers and form
stronger relationships with them. A business joining a social network can achieve a competitive advantage
because it is able to communicate with customers directly and respond to their needs accordingly. This can
develop customer loyalty. Social media also allows businesses to provide information about their products
that customers and prospective customers can access at any time. By deciding who they will follow on
social media, businesses can refine their target group and focus on communicating with a specific audience.

FIGURE 1 Examples of social media
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However, using social media can cause a business to lose control over what customers write or say
about its product. Individuals using social media are free to discuss, review and criticise a product or a
business. Various legal problems can arise from the use of social media, such as false and misleading
claims, copyright issues and privacy concerns. Nonetheless, customers today expect that businesses will
have a social media presence. If a business does not meet this expectation, then customers may find an
alternative outlet and the business will miss out on the chance to connect with them directly.

23.7.3 Blended marketing

FIGURE 2 ANZ, which uses blended marketing, launched a
new online media publication called Blue Notes that focuses on
financial services news and trends for customers.

Blended marketing is a mix of
internet (online) marketing and
traditional (offline) marketing methods
to create a more wide-ranging and
comprehensive marketing strategy.
Successful businesses integrate the
two methods to gain a competitive
advantage. Because so many people
spend substantial amounts of time
online, it is vital that a business has
an online presence. This can be done
through online advertising, or by connecting or engaging with existing or potential customers through social
media. Traditional marketing is still important because it allows a business to reach people who are not
online and also appeals to a broad range of senses.

23.7.4 CASE STUDY: Birdsnest blends marketing strategies
When Jane Cay purchased a retail business in the regional New South Wales town of Cooma in 2004, she
had no inkling of how large the store was going to grow. The business employed five staff and, after Ms Cay
decided to focus on women’s fashion and rename the business, it grew steadily over the following two
years.

FIGURE 3 Social media blended with traditional marketing
techniques allows a retail business to reach and connect with
more customers.

Faced with the opportunity to open another store, Ms Cay opted for taking Birdsnest online and a
website was launched in 2008. Since then, the business has grown to making approximately $20 million
in revenue annually and employing more than 100 people. The online business provides customers with the
opportunity to shop by colour, by
occasion or by body shape. Birdsnest
now sells to customers throughout
Australia and the world.

Birdsnest has recently established a
presence on social media and can be
found on Facebook, Twitter, Pinterest,
Instagram and Google+. The business
also has its own blog. A full-time
staff member is employed to manage
Birdsnest’s social media presence.
More than 100 000 people visit its
Facebook page. The page is updated
daily with postings for outfits of the
day and regular promotions. Ms Cay
says, ‘Our Facebook page is at the
forefront of what we do.’
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Birdsnest’s willingness to innovate has seen it recognised by industry, peers and the community through
various awards.
• Owner Jane Cay was announced number 1 in the Top 50 People in E-commerce list by Internet

Retailing in 2018.
• Birdsnest was the winner of the Hot Innovator Award at the Power Retail’s All Star Bash 2018.
• Birdsnest was voted the fourth best place to work in Australia for the over 100 employees category in

the BRW Great Places to Work Awards 2017.
• The business was the winner of Best Online Marketing Initiative for their ‘Changeroom’ service in the

Online Retailer Industry Awards (ORIAS) 2017.
• Birdsnest won Best Online Customer Service in the Online Retailer Industry Awards (ORIAS) in 2015

and 2016.
Birdsnest also uses traditional marketing methods as part of its blended marketing strategy. When a

customer buys something online, the website will suggest accessories that complement the outfit. This is a
form of suggestive selling, which has been around for a long time, just executed differently. The business
has also used more conventional print advertisements. Mini-magazines advertising Birdsnest’s fashions
were recently included in Australian Women’s Weekly, InStyle and Country Style.

Resources

Weblink Birdsnest

23.7.5 Open inno vation
Open innovation is based on the notion that no business is capable or big enough to effectively innovate on
its own. Open innovation can create opportunities for a business and make them more competitive because
it can reduce costs, accelerate the time it takes to get a product to market, increase the differentiation of
products in the market and create new ways for a business to earn revenue.

A business might take advantage of open innovation by bringing suitable external ideas and technologies
into its own innovation process. These ideas may come from universities, other businesses or individuals.
A business may also realise that some of its ideas and technologies are not suitable for its own purposes and
could be better used by another business.

23.7.6 CASE STUDY: Open innovation at Samsung
Samsung has introduced open innovation as an initiative to identify and grow future technologies and
infrastructure. Samsung Group is a South Korean multinational company that includes several subsidiaries.
The company produces goods and services in many industries, including electronics, heavy industry,
construction, defence, insurance, advertising and entertainment. Samsung Electronics is the most
recognised of its subsidiaries, known for producing mobile phones, tablet computers, televisions, cameras
and other home appliances.

To put open innovation into operation, Samsung has adopted a number of approaches. The company
actively participates in global consortiums (associations of two or more individuals, businesses or
organisations) that perform research and development. Samsung builds links between its industry and top
universities. The company encourages independent research, and sponsors the training of students and
employees in universities around the world. By cooperating with suppliers of equipment and materials to
influence their manufacturing and quality processes, Samsung ensures that its own products are competitive.
Several research facilities have been set up in a number of countries.

In 2013 Samsung launched the Open Innovation Center in Silicon Valley, California. The complex
includes an accelerator division that will support small businesses in getting their products off the ground
while they gain access to Samsung’s people, products and plans. A venture capital arm will allow Samsung
to invest in new businesses that are trying to create new technologies. A mergers and acquisitions team will
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acquire companies that could assist Samsung, and a partnerships team will allow Samsung to find ways to
work with all the other businesses that wish to partner with it.

23.7.7 Digital technologies
The rapid expansion of digital technologies has allowed businesses and consumers to interact in different
ways than ever before. These technologies allow for large amounts of information to be stored and
transferred on tiny devices such as mobile phones. Many businesses have used digital technologies to try to
differentiate themselves from competitors and gain an advantage. Businesses that do not engage with digital
technologies run the risk of falling behind their competitors and losing some of their market share. Tesco, a
British grocery retailer, is one such business that has successfully used digital technologies.

23.7.8 CASE STUDY: Tesco’s virtual supermarkets
In response to falling domestic sales, British supermarket giant Tesco turned to the growing Asian market to
reverse their fortunes. The business realised that their traditional model of bricks-and-mortar supermarkets
was not meeting the needs of many of their busy customers, especially in South Korea. Tesco’s own
research revealed that employees in South Korea worked some of the longest hours in the world and this
greatly restricted the time they had available to buy their groceries. Combined with this, a significant
proportion of the South Korean workforce are young professionals who are very tech-savvy.

FIGURE 4 Tesco developed the virtual supermarket in
South Korea in response to the busy lifestyle of many of their
customers.

In 2011, Tesco combined with digital
technology company Samsung to launch
a ‘virtual supermarket’ in Seoul, South
Korea. The virtual store consists of a
series of posters designed to look like
supermarket shelves (see FIGURE 4) that
were placed on walls in public places
such as subways and train stations.
Customers download an app onto
their phone and scan the QR code of
the products they wish to buy. Once
customers have scanned all the products
they want to buy, they pay for groceries
online and decide on a delivery time.
The groceries are usually delivered on the
same day that they are purchased. Tesco
successfully used digital technology to
gain an advantage over its competitors.

DISCUSS
The pricing of digital products has been a controversial topic, with many critics claiming prices are too high, as
no physical goods need to be created. However, defenders claim that as much time and effort needs to be put
into producing digital products as physical goods, and that reducing prices would create inferior products, as
shortcuts would need to be taken to cover costs. Do you think the current pricing models are fair?

[Critical and Creative Thinking Capability]

23.7 ACTIVITY
Visit the websites of at least two different retail stores and compare the types of social media they use.

Examining, analysing, interpreting
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23.7 EXERCISES
Economics and business skills key: ES1 Remembering and understanding ES2 Describing and explaining ES3 Examining,
analysing, interpreting ES4 Questioning and evaluating ES5 Reasoning, creating, proposing ES6 Communicating, reflecting

23.7 Exercise 1: Check your understanding
1. ES1 List five examples of social media.
2. ES1 What is the difference between blended marketing and marketing?
3. ES1 Briefly outline what open innovation is about.
4. ES2 Describe how the following emerging techniques can help a business gain a competitive advantage:

(a) social media
(b) blended marketing
(c) open innovation.

5. ES3 In what ways can social media damage a business’s competitive advantage? Suggest some ways that
a business might deal with these problems.

23.7 Exercise 2: Apply your understanding
1. ES3 Read the case study ‘Birdsnest blends marketing strategies’ in this subtopic and answer the following

questions:
(a) Outline the types of online marketing techniques that Birdsnest uses.
(b) What traditional marketing technique is Birdsnest beginning to use?

2. ES3 Read the case study ‘Open innovation at Samsung’ in this subtopic and answer the following
questions:
(a) How has Samsung put open innovation into action?
(b) What has Samsung introduced to support open innovation?
(c) Briefly outline how the new complex supports the use of open innovation at Samsung.

3. ES2 List the consequences of a business using emerging techniques.
4. ES2 Describe two benefits to consumers of businesses using emerging technologies.
5. ES6 ‘Social media has changed marketing forever and for the better.’ Discuss this statement.

Try these questions in learnON for instant, corrective feedback. Go to www.jacplus.com.au.

23.8 Pursuing competitive advantage
23.8.1 Surviving and thriving
A business will generally seek a competitive advantage to ensure that it performs as well, if not better
than its competitors; that is, the business seeks to make enough profit to be able to continue into the
future. Businesses also seek to build or create a competitive advantage to meet the changing demands of a
competitive global market.

23.8.2 Meeting the changing demands of a competitive global market
Businesses expect that they will operate in a competitive market. This is a market where a large number of
businesses compete with each other to satisfy the demands of a large number of customers. In a competitive
market no single buyer or seller has the power to exert control over the market or prices. Today, markets
can be global. This means that goods and services are exchanged between businesses and customers across
the world.
Demand is constantly changing in the global market. The demands of customers in any market can

change due to:
• Changing incomes — either increasing (so customers are likely to demand more products, particularly

luxury items) or diminishing (so it is likely that customers will demand fewer products).
• Changing tastes and fashions — which can increase or reduce the demand for certain products.
• Changing prices of complementary and substitute goods and services — some products are

complementary (they go together like cars and petrol, or pens and paper); others are substitutes (they
can replace each other like margarine and butter, or tea and coffee). This means, for example, that if
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the price of petrol increases then demand for petrol will fall, which can cause demand for cars to fall
because cars and petrol are complementary. This may lead to the demand for cars switching from large
to small cars that consume less petrol, because large cars and small cars are substitutes.

• Changing population — changes in age and gender distribution will affect demand; for example, an
ageing population is likely to demand products related to the health and retirement industries.

• Changing expectations about the market, including future prices and incomes — which means that
customers will act in a certain way if they expect that something is going to happen.

• Changes in the number of potential customers — an increasing number of customers often generates
greater demand for products, whereas a decline in the number of potential customers is likely to reduce
demand.

If any of these factors change, then the demand from customers for a business’s products will change —
by increasing or decreasing. A business that operates in a competitive market will need to build or create a
competitive advantage to meet these changing demands before competitors do.

FIGURE 1 Nike has created a competitive advantage by focusing on
social media, including its own social network (Nike+), and introducing
Nike concept stores.
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23.8.3 Improving the profit margin
Profit is the financial reward that a business aims to achieve in return for taking the risk of producing a
good or service and attempting to sell it to customers in a market. A business will normally have an owner
(or owners) who have invested in the business and are relying on the business to make a profit so that they
can earn a return. For this reason, profit is a good measurement of the success of a business. A business with
a competitive advantage is more likely to make a profit.
Profit margin is more than just the difference between the money that has been collected from selling

the completed product (sales revenue) and all the business expenses. Profit margin is an indicator of the
financial health of a business. More specifically, it measures the amount of profit that a business earns from
the sales of its product. Profit margin is expressed as a percentage and is calculated using the following
formula:

profit margin = profit

sales
× 100

1

Most businesses aim for a high profit margin. A business with a low profit margin would need to examine
expenses to see whether reductions could be made. It follows then that a business with a competitive
advantage, such as a low-cost manufacturer, should be able to improve its profit margin.

FIGURE 2 Aldi’s competitive advantage is its low-cost strategy,
which it uses to offer customers value for money and improve its
profit margin.

23.8.4 Achieving efficiencies and lower costs
As mentioned in the previous section, businesses seek to create a competitive advantage so that they can
make a sufficient and sustainable profit in the long term. To do this, they must develop strategies to reduce
their costs.

Many types of costs are incurred by a business, including:
• wages and other employee-related costs
• rent or mortgage repayments
• financial costs (such as interest on a loan)
• insurance
• cost of materials from suppliers
• advertising and other marketing costs.
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While all businesses incur costs as part of their operations, it is important that a business look to achieve
efficiencies in order to keep these costs to a minimum. By manufacturing products at a low cost, a business
can generate more profit from each sale.

Consider the formula for net profit:

net profit = total revenue− total expenses (costs)

This formula clearly identifies two components of net profit: revenue and expenses (costs). Businesses
are constantly seeking to establish a competitive advantage to improve their revenue and reduce their costs.
That way, they are able to achieve their ultimate goal of sustainable profit maximisation.

23.8 EXERCISES
Economics and business skills key: ES1 Remembering and understanding ES2 Describing and explaining ES3 Examining,
analysing, interpreting ES4 Questioning and evaluating ES5 Reasoning, creating, proposing ES6 Communicating, reflecting

23.8 Exercise 1: Check your understanding
1. ES1 What is a competitive market?
2. ES1 List the factors that can cause the demands of customers in a market to change.
3. ES2 Define the term ‘profit margin’.
4. ES5 Construct a diagram showing how the changing demands of a market can have an impact on a

business.
5. ES2 Explain why a business would seek to build or create a competitive advantage.

23.8 Exercise 2: Apply your understanding
1. ES3 Outline how a profit margin is calculated and what it reflects.
2. ES3 What might happen to a business if it did not attempt to build or create a competitive advantage when

facing changing demands in a market?
3. ES4 Consider each of the following cases and suggest how:

(a) an increase in people’s income would affect the demand for jewellery
(b) an increase in the number of people concerned about the environment would affect demand for plastic

bags
(c) a surge in the price of petrol would affect demand for large cars
(d) a fall in the price of butter would affect the demand for margarine
(e) an increase in the average age of the population would affect the demand for health services
(f) a decrease in the number of people who think that the economy will perform well in the next year will

affect the demand for electrical products
(g) an increase in the number of customers willing to purchase products will affect the demand for fruit and

vegetables.
4. ES3 For each of your answers to question 3:

(a) suggest if there is an opportunity for a business to develop a competitive advantage, and if so, briefly
explain how this could be achieved

(b) suggest if there is an urgent need for a business to develop a competitive advantage, and if so, briefly
explain how this could be achieved.

5. ES3 Charlie owns and operates a teddy bear factory. Last year, he earned $250 000 in sales revenue with
expense of $190 000.
(a) Calculate whether or not Charlie has made a profit.
(b) Calculate the profit margin for Charlie’s business.
(c) Comment on how successful Charlie’s business has been in generating profit.
(d) How successful has the successful been in generating profit if the industry standard is a profit margin of

20 per cent?
(e) Advise Charlie on how he could improve his business’s profit margin.

Try these questions in learnON for instant, corrective feedback. Go to www.jacplus.com.au.
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23.9 Strategies to create competitive advantage
23.9.1 A range of strategies

FIGURE 1 Driverless trucks may decrease costs and
improve productivity.

Businesses use a variety of strategies to create
competitive advantage. These include offering
a lower cost product, achieving improved
productivity, differentiation (including improving
quality and speed of delivery), implementing
efficient internal operations strategies, and research
and development.

23.9.2 Reducing the cost of
a product
The price of a product can be lowered in two ways.
First, the business can simply reduce the price. This
will create a competitive advantage if the price is
lower than the price offered by competitors and if customers choose the lower priced product. However, it
will have the effect of reducing the potential profit that the business can earn.

FIGURE 2 Telstra lowered costs by cutting 8000
jobs and restructuring management.

A second method is to reduce costs. If
production or operating costs are lowered, the
business can reduce the price while maintaining a
healthy profit margin. There are several ways that a
business can reduce costs, including restructuring,
outsourcing, and offshoring.

In 2019 National Australia Bank (NAB)
announced it was cutting 180 jobs by reducing
the number of customer advisors operating in
branches. In 2018 Telstra announced it would cut
8000 jobs amid a restructure program labelled
‘Telstra2022’, along with a reduction of ‘several
layers of management’. Restructuring (reorganising
the way the business is structured) is another way
that businesses reduce staff and therefore cut costs.

In 2014, Optus engaged in outsourcing and offshoring more than 70 jobs from its customer division
in an effort to drive down costs through an ongoing restructure. This meant that jobs were sent overseas
(offshoring) or sent to another business (outsourcing). Reducing staff expenses or cutting staff numbers in
this way allows businesses to reduce overall costs.

A business can also attempt to reduce costs by increasing the production capacity of its facilities. This is
often referred to as achieving economies of scale, which means that the business will produce more units
of a good or a service on a larger scale while reducing the per unit cost. Caltex Australia has expanded
and upgraded facilities in Western Australia, Brisbane and Melbourne to keep up with the demand for
its products from customers. For many businesses, reducing costs is a matter of working more efficiently
(working smarter) by finding new and improved ways to manufacture goods or provide services.

TOPIC 23 Influencing consumers: Innovation and competition in the marketplace 807

UNCORRECTED PAGE PROOFS



“c23InnovationAndCompetitionInTheMarketplace_print” — 2019/9/14 — 12:19 — page 808 — #25

FIGURE 3 How businesses can reduce costs
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23.9.3 Achieving improved productivity
One of the main objectives of a business is to improve the efficiency of its operations and productivity.
Productivity measures the amount of output compared to the amount of input that goes into production.
By improving productivity, businesses can be more competitive as they produce products at lower costs than
competitors. Productivity can be improved by reducing the number of inputs required to obtain the same
level of output or an increased output. Alternatively, productivity can be improved if inputs remain the same
but output increases, thereby obtaining more from the inputs.

There are many strategies that businesses can use to improve productivity. Some of these strategies
include:
• capital investment
• investing in technology applications
• materials management.

Capital investment
Capital investment involves putting financial resources into physical resources such as machinery,
equipment and facilities. These investments are essential for a business to be able to provide goods and
services to customers. Investing in capital can improve productivity. For example, building a modern
assembly line in a factory will reduce costs and the use of labour while producing more products, which
increases the productivity of the business’s capital. An investment in capital also increases the productivity
of labour and other resources employed by a business.

Investing in technology applications
Investment in technology is another way businesses can improve productivity. Regardless of whether they
are manufacturing a good or producing a service, businesses can use technology to speed up or shorten
processes and maximise the use of resources. Using technology means production can take place using less
labour or fewer materials. Technology also enables businesses to drive innovation. New technology can
support a business in designing or developing new products or processes. It can also be used to produce new
or improved products or as part of a new innovative process.
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FIGURE 4 Technologies that businesses use today
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Materials management
Materials management is concerned with managing the way materials are received and stored, and making
sure they are available to the operations process when required. Many businesses have large quantities
of materials on hand to complete production. This is called stock or inventory. Businesses hold large
inventories to make sure they do not run out of materials. However, this can become a huge cost because
the stock has to be stored. Stock that takes up storage space for a long time can also result in the business
missing opportunities to invest money in other places. In addition, materials can become unusable after a
certain period of time. It is very important to manage materials effectively so that costs can be kept down.

Some businesses use an inventory system called just-in-time (JIT). This system ensures that the correct
materials arrive just as they are needed for production, which can reduce storage costs and reduce the risk of
waste occurring in storage, thereby improving the business’s productivity.

23.9.4 CASE STUDY: Just-in-time (JIT)
real estate

FIGURE 5 REA Group uses the just-in-time
system to access the right information about
customer needs at the right time.

REA Group is a global online real-estate advertising
company based in Melbourne that owns and operates
property-advertising sites in Australia, including
realestate.com.au. The business has applied the just-in-
time system to software development. Decisions are made
based on having access to the right information at the right
time. This supports its efforts to be focused on customers
and their rapidly changing needs. The business avoids
carrying out excessive planning or documentation because
this is considered to be a waste. In this way, innovation
and creativity are encouraged.
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23.9.5 Differentiation
A business can create a competitive advantage through differentiation. This refers to a business’s efforts
to make a product stand out by providing unique or superior value to customers in comparison with the
products of its competitors. Unique or superior value can be offered through adding features, packaging,
marketing, creating a flexible product, and speed of delivery or quality. Let’s look at two of these factors:
quality and speed of delivery.

FIGURE 6 Businesses have differentiated bottled water through
marketing techniques. By packaging it differently and creating an
image, one water bottle is different from the next.

Quality

FIGURE 7 NAB emphasises quality products and customer
service to create competitive advantage.

Many businesses compete on quality.
Quality essentially means that the
customers get what they want. A
quality product has a high degree of
excellence and achieves the purpose
for which it was designed. A quality
product should be reliable, easy to use,
durable, well designed and delivered
on time. It should include after-
sales service and have an agreeable
appearance. A business that competes
on quality will produce the best good
or service available in the market.
Quality is important to National
Australia Bank (NAB). The bank
says: ‘Each of our brands is uniquely
positioned, but built on a common
commitment to provide our customers
with quality products and services,
fair fees and charges, and relationships built on the principles of help, guidance and advice’. This means
that NAB listens to the needs of customers and addresses issues of concern. As illustrated, there are several
ways that businesses can compete on quality.
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FIGURE 8 How businesses can compete on quality
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Businesses
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Speed of delivery

FIGURE 9 Amazon creates a competitive advantage by ensuring
that the products it sells are delivered quickly.

Many businesses create a competitive
advantage by improving their speed of
delivery. There are several ways that
businesses can compete on speed of
delivery, including being prepared
to change and act on new trends
quickly. These methods can be used
to differentiate the business’s product
from those of competitors. Amazon,
the world’s largest internet company,
has worked hard to improve its speed
of delivery. To reduce delivery times
it has added new fulfilment centres
(warehousing facilities that receive,
process and fill incoming orders), and
is beginning to deliver orders directly
to customers rather than using external
package carriers. Increasingly high
levels of automation are being developed to improve the speed of filling orders. The retail giant has also
announced plans to use drones to improve the speed of package delivery.

23.9.6 Implementing efficient internal operations strategies
Businesses can make use of operations strategies to reduce costs and differentiate a product. Operations
strategies are used to manage the production of the business’s product, whether it is a manufactured good
or the provision of a service. Operations are responsible for transforming inputs, including materials,
equipment and labour used in the process of production, into outputs — the finished products.

Operations strategies for lowering costs include:
• ensuring that there are stable production processes with limited interruptions
• ensuring that all resources are put to their best possible use
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• constantly looking for opportunities to streamline production processes
• updating facilities and equipment with new, more efficient technology.
Operations strategies for improving quality and speed of delivery include:
• evaluating processes to ensure that there are minimal defects
• relying on extensive use of integrated technology and computerisation to minimise defects and to

develop strong links with the customer
• establishing efficient relationships between suppliers and the business to ensure that quality materials

are delivered on time and in the right quantity
• adapting the process used to transform inputs into outputs to respond to the need for constant

improvement.

FIGURE 10 Operations strategies are used to manage the
production of the business’s goods and services.

23.9.7 Research and development

FIGURE 11 Businesses invest millions of dollars in research and
development to gain a competitive advantage.

Businesses undertake research and
development (R&D) in order to
expand their knowledge of products
and processes. Invention (developing
something new) and innovation
(improving something that already
exists) are vital for providing a
business with a competitive advantage.
Researchers and scientists undertake
R&D in a business to produce new
products, improve existing products or
develop new processes (find new ways
to do things).

R&D can make a business more
competitive. For example, it can
develop new products in response
to those of competitors, or improve
existing products to make them
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superior to those of competitors. R&D can also lead to technological developments, such as robotics
and information technology, that improve the way the product is produced or the way it is delivered to
customers and thereby improve business competitiveness.

23.9 ACTIVITY
Visit your local supermarket or convenience store and choose three different brands of bottled water. (If you can,
take a photograph of your three bottles.) Describe the ways that each business has made its product appear to
be different from the other water bottles. Describing and explaining

23.9 EXERCISES
Economics and business skills key: ES1 Remembering and understanding ES2 Describing and explaining ES3 Examining,
analysing, interpreting ES4 Questioning and evaluating ES5 Reasoning, creating, proposing ES6 Communicating, reflecting

23.9 Exercise 1: Check your understanding
1. ES1 List the ways that businesses can lower costs.
2. ES2 What is meant by the word ‘restructure’?
3. ES2 Define differentiation.
4. ES2 Briefly outline the features that form a quality product.
5. ES1 List five ways that businesses can compete on quality.
6. ES2 What is meant by the word ‘operations’?
7. ES2 Define research and development.

23.9 Exercise 2: Apply your understanding
1. ES3 Outline the difference between outsourcing and offshoring.
2. ES2 Explain how Amazon has improved its speed of delivery.
3. ES5 Draw a concept map that outlines how a business can implement efficient internal operations strategies

to create a competitive advantage.
4. ES3 Outline the difference between invention and innovation.
5. ES2 Explain how the following strategies will create a competitive advantage for a business:

(a) offering a lower cost product
(b) improving the speed of delivery
(c) improving the quality of the product
(d) implementing efficient internal operations strategies
(e) undertaking research and development.

Try these questions in learnON for instant, corrective feedback. Go to www.jacplus.com.au.

23.10 Corporate social responsibility and
competitive advantage
23.10.1 Benefits of corporate social responsibility
Society today expects businesses to act in a socially responsible manner. Those that adopt strategies
based on corporate social responsibility should improve their competitive advantage by bolstering their
business reputation. Customers who believe that a business has a reputation for being socially responsible
are more likely to continue to deal with that business. They are also likely to refer the business to other
customers. Employees will want to work for the business, reducing the costs of replacing staff and
increasing productivity. While it can be expensive and time consuming to introduce socially responsible
strategies, doing so should increase sales and profits. Conversely, a lack of social responsibility can damage
a business’s reputation and reduce its competitive advantage.
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FIGURE 1 Many palm oil producers are trying to demonstrate corporate social
responsibility by sourcing their palm fruit from sustainable plantations that do not
destroy the habitat of endangered species such as orangutans.

23.10.2 Corporate social responsibility strategies
Corporate social responsibility requires business managers or owners to take steps to ensure that the
broader social welfare of the community — including employees, customers and suppliers, and the natural
environment — is taken into consideration when conducting business. A socially responsible business
attempts to achieve two goals simultaneously: expanding the business and providing for the greater good
of society. An important premise of social responsibility is to act in a way that is ‘above and beyond’
making a profit and obeying the law. Strategies based on corporate social responsibility include managing
staff appropriately, sourcing raw materials from sustainable sources, managing customer relationships
appropriately and conducting a social report.

Managing staff appropriately
A business that is socially responsible treats and pays its employees fairly, and maintains a safe working
environment. We tend to take these responsibilities for granted in Australia, but they are often not legally
required or enforced in developing countries. Irregular or incomplete maintenance of production facilities
can result in injuries or even fatalities. Toxic production processes can threaten the health of employees,
as has been the case with asbestos mining and manufacturing. Some businesses have been condemned for
employing workers in sweat shops or using child labour. Others have been criticised for using suppliers that
engage in these practices. Customers can react and stop purchasing a business’s products if they learn that
the business is exploiting employees or failing to meet their health and safety needs.

DISCUSS
Many stores sell clothes that are made in sweatshops. On the other hand, ensuring that all products are
produced in ethical conditions will significantly raise the prices of these goods. With this in mind, should there
be tighter restrictions to ensure that businesses are socially responsible? [Ethical Capability]

Sourcing raw materials from sustainable sources
Many businesses work with their suppliers to ensure that the suppliers follow guidelines on socially
responsible behaviour. Customers will reward businesses that source raw materials in a way that does
not pollute the environment, threaten endangered species, waste natural resources or contribute to
global warming.

Managing customer relationships appropriately
A business needs to make sure that the goods and services it produces are of the required quality — that
they are safe and reliable. Dangerously defective or harmful products can result in the injury or even death
of consumers. The delivery of a product can raise issues around the socially responsible behaviour of
managers, such as fair and equitable treatment of customers regardless of whether they come from wealthier
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or poorer regions. A business that develops a reputation for not caring about its customers is likely to find
that they no longer purchase its products.

FIGURE 2 Most businesses are serious about providing safe and
reliable products.

Conducting a social report
Today, many businesses assess their progress towards fulfilling their corporate social responsibilities by
conducting a social report. A social report may also be referred to as a corporate social responsibility
report, a values report, a social audit or a sustainability report. The report details what a business has done,
and continues to do, to address the social and environmental issues that are relevant to the business. The
report also assesses how the business’s practices and operations affect society.

23.10.3 CASE STUDY: The Body Shop
Dame Anita Roddick founded The Body Shop in 1976 and since then it has grown to become a worldwide
business. It has a range comprising 1200 products, including soaps, shampoos, moisturisers, cosmetics and
make-up. There are over 2500 shops in more than 60 countries, with over 90 stores throughout Australia.

Anita Roddick’s original vision was to build a socially responsible business that supported the
community. She developed five values:
1. activate self-esteem
2. oppose animal testing
3. support community fair trade
4. defend human rights
5. protect the planet.
These values guided The Body Shop’s employees and the business decisions they made for

three decades.
Although Anita Roddick died in 2007 and the company now operates as an independent subsidiary partly

owned by L’Oréal, The Body Shop has maintained a reputation for acting ethically and gained a competitive
advantage by advocating for social and environmental causes.

The Body Shop pioneered the use of social audits and continues to produce a values report. It is
renowned for its global campaign to raise self-esteem in women and rally against the beauty industry’s
stereotyping of women. More recently, the company has conducted a campaign to stop sex trafficking.

The Body Shop has a history of campaigning against animal testing. Its website explains, ‘We believe
that testing cosmetics on animals is unethical, unnecessary and should be banned. We do not test our
cosmetic products or ingredients on animals, nor do we commission others to do so.’ It is also among the
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few companies who comply with the requirements of the internationally recognised Humane Cosmetics
Standard.

FIGURE 3 Social responsibility increases The
Body Shop’s competitive advantage by setting it
apart from other businesses selling body care
products and cosmetics.

FIGURE 4 Anita Roddick called on the
Cosmetic, Toiletry and Perfumery Association in
1996 to back a European Union (EU) ban on
cosmetics testing on animals.

Community Fair Trade was a program launched by The Body Shop with the aim of supporting direct
trade with marginalised communities around the world. The Body Shop Foundation was established in
1990 to fund human rights and environmental protection groups. In 1998, The Body Shop organised a
worldwide campaign with Amnesty International to raise awareness of the plight of human rights defenders
throughout the world. More recently, The Body Shop has developed an ethical trade strategy with five steps
for improving the working conditions of its staff and suppliers.

The Body Shop promotes environmental sustainability through such means as working with Greenpeace
and funding energy efficiency projects in the developing world. The company has launched sustainable
stores (called Pulse stores), attempted to reduce its carbon footprint by tracking the transportation of its
products, reduced water consumption and energy use, and invested in renewable energy supplies. Waste
has been cut, post-consumer recyclate (materials that have been recycled) has been incorporated into its
packaging, and sustainable materials are used in its products.

Resources

Weblink Corporate social responsibility

23.10 ACTIVITIES
1. The Body Shop aims to reduce its impact on the environment and empower local communities to share

knowledge and trade equally. Follow The Body Shop products weblink in your Resources tab to help you
complete the following table:

Product Community producer

All-in-One BB cream The Eudafano Women’s Cooperative in northern Namibia

Cocoa butter hand and body lotion

Shea Lip Butter

White Musk Libertine Eau de Toilette

Honeymania Soap

Wild Argan Oil Bubbling Bath
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2. Visit The Body Shop in your area. Collect evidence of the values that the business holds by examining
products, checking ingredients and packaging, observing evidence of environmental concerns, and reading
any information that challenges traditional views. Present your findings to the class by way of a talk, a
computer application or a poster.

3. Visit your local shopping centre to observe business practices that promote recycling and protection of the
environment. Record any examples of socially responsible strategies being practised. Identity a business
you believe is not environmentally aware and write a letter explaining why adopting strategies based on
corporate social responsibility can increase the competitive advantage of their business. Suggest some
ways that the business can promote recycling or other environmentally sound practices.

23.10 EXERCISES
Economics and business skills key: ES1 Remembering and understanding ES2 Describing and explaining ES3 Examining,
analysing, interpreting ES4 Questioning and evaluating ES5 Reasoning, creating, proposing ES6 Communicating, reflecting

23.10 Exercise 1: Check your understanding
1. ES2 What is corporate social responsibility?
2. ES1 Identify two benefits to a business of being socially responsible.
3. ES1 Identify two benefits to society of a business acting in a socially responsible manner.
4. ES1 Make a list of strategies based on corporate social responsibility.
5. ES2 What is the purpose of a social report?

23.10 Exercise 2: Apply your understanding
1. ES2 Explain two ways in which a business can demonstrate its willingness to be socially responsible.
2. ES2 Describe one business you know (other than the Body Shop) and explain how that business

demonstrates its commitment to social responsibility.
3. ES3 Copy and complete the following table to identify the advantages and disadvantages of adopting

socially responsible strategies.

Advantages Disadvantages

Customers are more likely to want to deal with a
socially responsible business.

Socially responsible strategies can be expensive to
introduce and implement.

4. ES3 Read the case study ‘The Body Shop’ in this subtopic and answer the following questions:
(a) In no more than 60 words, identify and explain the chief reasons for The Body Shop’s success.
(b) Outline the socially responsible strategies that The Body Shop has introduced.

5. ES5 What do you think might happen to the competitive advantage of a business that does not adopt
socially responsible strategies?

Try these questions in learnON for instant, corrective feedback. Go to www.jacplus.com.au.
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23.11 SkillBuilder: Analysing a business case study

Why are business case studies important?
Business people use case studies to understand the strategies
that other businesses have introduced and to identify which
ones have succeeded or failed. When you have identified the
elements of a case study, you will be able to better understand
business concepts.

Select your lear nON format to access:
• an explanation of the skill (Tell me)
• a step-by-step process to develop the skill, with an

example (Show me)
• an activity to allow you to practise the

skill (Let me do it).

23.12 Thinking Big research project: Hitting the
target — multimedia advertising campaign

SCENARIO
Advertising is designed to influence consumer decisions and,
as with many things, it has undergone changes as society
and technology have changed — from posters, billboards and
newspapers to radio, television and now social media. You
will create and adapt a product advertisement for use across
different media types, aiming to hit the target market of each
medium

Select your learnON format to access:
• the full project scenario
• details of the project task
• resources to guide your project work
• an assessment rubric.

Resources

projectsPLUS Thinking Big research project: Hitting the target — multimedia advertising campaign (pro-0224)
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23.13 Review

23.13.1 Key k nowledge summary
Use this dot point summary to review the content covered in this topic.

23.13.2 Refl ection
Reflect on your learning using the activities and resources provided.

Resources

eWorkbook Reflection (doc-32092)

Crossword (doc-32093)

Interactivity Innovation and competition in the marketplace (int-7682)

KEY TERMS
bias showing favouritism towards one entity over another
blended marketing a mix of internet and traditional marketing methods
boycott choosing to avoid the purchase of particular products or brands for ethical, moral or political reasons
capital physical resources a business owns and uses in production; includes factories, machinery and

equipment
competitive advantage when a business can produce and sell goods or services better than its competitors
competitive market a market where a large number of businesses compete with each other to satisfy the

demands of a large number of customers
consumer attitude a person’s overall feeling about an object or activity
corporate social responsibility a duty for management to take into consideration the broader social welfare of

the community, including its people and the environment, when making business decisions
culture all the learnt values, beliefs, behaviours and traditions shared by a society
demand the amount of a particular good or service that a customer will want to purchase at a given price
differentiation making a product stand out by providing unique or superior value to customers in comparison

with competitors’ products
ethical consumerism making a purchasing decision based on a company’s values and behaviours
innovation adding a new product (which can be a good or a service) to an existing product line, or significantly

improving an existing product or process
inputs the resources — including materials, equipment and labour — used in the process of production
invention the development of something new
inventory the goods and materials held as stock by a business
just-in-time an inventory system that ensures the correct materials arrive just as they are needed in the

operations process
loan the temporary lending of money, usually by a financial institution
marketing the process of planning and executing the development, pricing, promotion and distribution of

products to create exchanges that satisfy individual and organisational objectives
materials management an operations strategy that manages the use, storage and delivery of materials to

ensure the correct number of inputs is available to the operations system when required
motives the reasons why individuals do something
offshoring the practice of relocating a business’s processes from one country to another, to take advantage of

lower costs
open innovation the use of internal and external ideas by a business to improve its processes or products
operations the area of a business that consists of all the activities engaged in producing goods and services
output the end result of a business’s efforts; the good or service that is delivered or provided to a consumer
outsourcing reducing costs by transferring tasks normally completed by the business to outside suppliers
peer group a group of people with whom a person closely identifies, adopting their attitudes, values and beliefs
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personality a collection of all the behaviours and characteristics that make up a person
process innovation when changes and improvements are made to the production process of a product or

service
product innovation when a new product is created or an existing product is improved
productivity a measure of efficiency; the amount of output compared to the amount of input required in

production
profit margin an indicator of the financial health of a business, expressed as a percentage, that measures the

amount of profit that a business earns from the sales of its product
profit what remains after all business expenses have been deducted from the money that has been collected

from selling goods and services
psychological factors influences within an individual that affect their buying behaviour
quality the degree of excellence of goods or services and their fitness for a stated purpose
research and development (R&D) activities undertaken to improve existing products or create new products
restructure to significantly modify the management or ownership structure of a company
roadworthy certificate official proof that a used car has been properly tested and is safe to operate and drive
social media the websites, platforms and applications that enable users to interact in virtual networks and

communities and create, share or exchange information and ideas
social report a report stating what a business has done, and is doing, to meet corporate social responsibilities
sociocultural influences forces exerted by other people that affect customer behaviour
stamp duty a compulsory fee (a percentage of the total purchase price) charged by state governments
technology the use of scientific knowledge to develop machinery and devices to solve business problems
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