
DISTINGUISH 
YOURSELF!

Increase your margin 
with added value



2 3

More and more often, companies fall into the Commodity Trap, 

competing solely on price. Commodities are products that are 

indistinguishable from one another, encouraging customers to 

base their choice solely on price. A sole focus on cheap prices 

and high volumes leads to price erosion and standard products 

that lack unique attributes or characteristics. This brochure 

outlines the key strategies for avoiding and escaping the Com-

modity Trap, paving the way for healthy profitability.

Are your customers aware of how your company  •

distinguishes itself from the competition?

Have your prices been on a steady decline during the  •

past few years?

Is customer retention low? •

Are many of your competitors broadening their  •

portfolio?

Is price the main reason why your customers choose  •

between you and the competition?

Only one can be the cheapest

Increased competition, in part due to globalisation and 

the rise of countries like India and China, has led to a wi-

der array of choices for the consumer. Companies gene-

rally feel they are still able to distinguish themselves, for 

example on the basis of product specifications, quality, or 

service. Unfortunately, the customer is unable to discern 

these implicit distinctions in such a broad offering. More 

importantly, he is unable to appreciate these distinctions. 

He is therefore not willing to pay more for these hidden 

distinctions, and as such will base his choice solely on 

the cost of the purchase.

Distinguish yourself!

Customer

COMMODITY
TRAP

DISTINGUISHING 
CAPACITY NO LONGER 
PERCEPTIBLE

PRICE AS SOLE 
DECISION CRITERIA

PRICE EROSION 
DUE TO FOCUS 
ON VOLUME

INCREASED 
COMPETITION

ManagerMarket
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Many companies respond by offering their product or 

service at the lowest possible price. Sadly, competitors 

consequently follow suit, thus increasing price-based 

competition for sales volume. In order to sell the product 

or service cheaper, its distinguishing features are incre-

asingly compromised. And in competing on the basis of 

price, the customers’ hunch that “they’re all the same” 

has been confirmed, reinforcing his belief that price is the 

one and only guideline for selecting a product or service. 

This produces a negative price cycle that can lead to price 

erosion and eventually an outright price war. Margins get 

squeezed, sales targets are barely met (or not at all) and 

profits decline: you’re in the Commodity Trap!

1) Focus Conferences: Seminar Michael Porter, 25th January 2007

From volume-thinking to margin-thinking

As soon as you add new functionalities to your existing 

products or services, you are distinguishing yourself from 

the competition. As Michael Porter states: “The worst 

error in strategy is to compete with rivals on the same 

dimensions.”1 In other words: offer your customers a 

unique value proposition, let go of thinking in terms of 

volume, and distinguish yourself from the competition.

In order to create added value that’s visible to the custo-

mer, you need to be well in tune with what makes your 

customers tick: what are their needs? Next, it is impor-

tant to communicate this added value in the customer’s 

language. For example, in the construction industry, 

customers have an interest in acquiring an end product 

with a certain life-span and level of quality. The products 

clearly are not commodities as such. But the producer 

needs to communicate the added value of his products 

to the customer in a way that the customer perceives the 

value to him and is willing to pay for it. Visible added 

value justifies a higher price, both for the company and 

its customers. This is not only the case in Business-to-

Consumer settings, but in Business-to-Business situati-

ons as well.

Strategy: Focus on product, market, portfolio

Aside from emphasizing the added value of your products 

and services, there are a few other strategies you can de-

ploy to help maintain sufficient margins and profitability. 

These are strengthening your product, focusing on larger 

or smaller markets, and broadening or narrowing your 

product portfolio.
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Focus on product: strengthening your product

Existing products can be strengthened by adding new 

functionalities. In recent years, the MP3-player has 

become somewhat of a commodity: hardly new anymore, 

most brands and types look much alike. For customers it 

can be very tempting to choose their MP3-player solely 

based on price. However, thanks to its wide range of 

possibilities for expansion, Apple has managed to keep 

its relatively expensive iPod at the top of the sales charts. 

It is the only product in its class not selected primarily 

for its price. Apple accomplished this, in part, by actively 

sharing its product knowledge and specifications with 

companies who wish to link their products to the iPod. 

This led Apple to develop a huge lead when it came to 

connecting the iPod to speakers, photo applications, 

cover art, travel kits, video screens, and so on. 

Of course the plain but striking marketing campaign also 

did a great deal to promote iPod’s popularity. Targeted 

marketing and consistent branding do play a large role in 

strengthening your products and services.

Focus on market: enlarging (or reducing) your market

A second strategy to avoid or climb out of the Commodity 

Trap is to broaden the market window for your existing 

goods or services. This allows you to tap into a larger 

market, for example through new channels thereby cre-

ating more ways for your product to reach customers, or 

through geographic expansion (including globalisation). 

This requires skilful management, because growth throu-

gh mergers and acquisitions often focuses on increasing 

market share and power, as well as volume. This implies 

that you are still stuck on volume-thinking: “better me 

selling it at no (or negative) profit than my competitor; 

at least I’ll have the bigger market share.” Unfortunately 

the assumption that in the long run this automatically 

pays off does not apply here: if your competitor is set up 

so that he can produce more cheaply than you, you are 

always going to lose this battle for volume.

The opposite strategy, where you narrow your market 

window, emphasises focus in the appropriate markets 

and letting go of those markets where margins are low 

(even if volumes may be high). This too can be a hard 

choice, for initially this is typically accompanied by a drop 

in sales. However, it would not be prudent in the long 

run to remain in markets where little money can be made 
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(for example through high logistical costs or a dominant 

competitor). Limiting yourself to only the most promi-

sing markets allows your company to strengthen and 

solidify its position in those markets.

Focus on portfolio: broadening (or narrowing) your product 

or services portfolio

Broadening your product or service portfolio is a third 

way to consciously avoid competing on price. Innovation 

and product differentiation lead to new products and ser-

vices or to the addition of new (improved) functionalities 

to existing products and services. For example, you may 

offer your customers an integrated solution, making you 

their one-stop-shop. This can enhance your uniqueness to 

them. These new products and services once again make 

it possible for you to command a higher price. Aside from 

innovation, backward or forward integration is another 

way in which the existing portfolio can be broadened.

On the flip side of this strategy one can narrow the exi-

sting product or service portfolio. For example, you may 

choose to focus on niche products for which customers 

are willing to pay a fair price. Especially in tough times, 

but really under any circumstances, product types or lines 

that do not generate a sufficiently high margin should 

be cut from the portfolio. A decreased market position is 

a given here: the focus is entirely on increasing profita-

bility, that is, margin. The food sector liberally employs 

this strategy. New product varieties and new concepts are 

continuously introduced, anticipating current consumer 

needs, while the product portfolio focuses exclusively on 

profitable products.

Making choices

What is the best strategy for your company to avoid or 

climb out of the Commodity Trap? Being aware that you 

are in it or headed for it is the first, major step. You must 

recognise what sets you apart and realise that your present 

and potential customers are not aware of what differen-

tiates you from the pack. This is not difficult to do, but 

requires a significant thought-shift for you, the manager. 

Once awareness is in line with reality, you must determi-

ne how you can clearly communicate the differentiating 

features you perceive to your customers. In other words, 

how do you ensure that your customers see what sets your 
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It is easier to choose the right balance between price and 

quality for newly to be introduced products than it is for 

existing products. Once a product has been established, 

its positioning and price are not easily adapted. Since 

price is only one aspect perceived by customers, it is more 

sensible to focus on the total customer experience. Other 

aspects that can make a difference, such as the image 

of the company, its chosen strategy or market position, 

or corporate social responsibility, are what you should 

emphasise and reveal to the market. This is where strategy 

comes into play: you can, for example, offer a wider port-

folio, or offer to perform actions that the customer now 

has to carry out himself using your product or service, or 

you can improve the customer experience from purchase 

to aftercare.

Do not let the delusions of the day be your guide! Being 

the cheapest means that all your core processes would 

need to be restructured and every corporate activity 

would need to be adapted in line with this strategy. 

Think, for example, of Ryan Air: low ticket prices are why 

their customers choose them, and they want to be the 

cheapest. In order to achieve this, their entire corporate 

structure, including its service, has been brought in line 

with this strategy: high occupancy rates, limited travel-

lers’ service, cheap airports, no meals, limited use of 

travel agencies, limited presence at airports, and so on. 

Changing an image once established is even harder. 

Would we not be surprised if British Airways would 

suddenly choose to offer the lowest price in the market, 

and compete with Ryan Air on the basis of price? Even if 

British Airways were able to do so, by changing its entire 

organisational structure, it would cost many, many mil-

company apart from the competition, are able to appreci-

ate this difference, and consciously choose your product 

for reasons other than price.

In all of this it is essential that you have a clear view of 

where your added value lies: What aspects or elements 

that your product has (but not those of your rivals) truly 

matter to the customer? Next, you should determine 

which specific markets you can and wish to serve with 

which products. Finally, it must be obvious to the cus-

tomer how you will ensure that he will benefit from the 

added value.

‘Premium’
Strategy

PRICE

QUALITY

High

High ‘Good Value’
Strategy

‘Rip-off’
Strategy

Low ‘Economy’
Strategy

Low

Four pricing strategies
Source: marketing management, de essentie. Philip Kotler
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lions of pounds to get the customers on board with this 

proposition.

Attack the trap

How can you differentiate yourself without spending 

huge sums? Being distinctive simply means that you can 

justify asking a higher price for a fitting reward. That is, 

justify this in the eyes of the customer, not your own! 

But at the same time, the extra cost for the reward to be 

delivered should not exceed the higher price. After all: 

you want to increase your profit margin.

Therefore always use your current strengths as a star-

ting point. Start with an internal and external strategic 

evaluation in order to determine your unique position. 

The steps from the Strategic Dialogue, an instrument de-

veloped by Berenschot for solving strategic issues, hereby 

provides a suitable approach. Your new strategy can then 

be further shaped by, for example, mobilizing existing 

forces within the company, letting go of certain products 

and/or processes, introducing further innovations on the 

basis of strong and successful products, and then acces-

sing new markets with these successful products. And, 

naturally, by consistently emphasizing in all external and 

internal communications why your company is able to 

command a higher price for its products or services than 

your competitor. Mobilise your organisation as well as 

your customers and take the first step towards a healthy 

future!
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Interested?

Do you want to know more about the Commodity Trap? 

Are you unsure whether you are in one or how you can 

find out? Do you recognise that you’re headed for a 

Commodity Trap but aren’t sure how to avoid it? Are you 

having trouble emphasizing your distinctive features and 

added value to your customers?

For these and other questions about strategy, Berenschot 

can offer support. Feel free to contact any of the authors, 

or visit www.berenschot.com/our_expertise/strategy_

marketing/ 

Roel van Lanen

R.vanLanen@berenschot.com

(+31) 30 2 916 969

Luuk Verburgh

L.Verburgh@berenschot.com

Titia Tamminga

T.Tamminga@berenschot.com
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