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In the contemporary landscape of global commerce, businesses frequently find themselves locked in a cycle of
head-to-head competition, battling for a shrinking pool of profits. This traditional approach, characterized by
incremental improvements and price wars, is often referred to as operating in a Red Ocean. However, the Blue
Ocean Strategy, a seminal framework developed by W. Chan Kim and Renée Mauborgne, proposes a radical shift
in perspective: instead of competing in overcrowded markets, organizations should focus on creating uncontested
market space, thereby making the competition irrelevant. This article provides an in-depth technical analysis of the
Blue Ocean Strategy, its core mechanics, and its implementation frameworks.

Understanding the Dichotomy: Red Oceans vs. Blue Oceans

To grasp the technical nuances of the Blue Ocean Strategy, one must first understand the structural differences
between Red and Blue Oceans. Red Oceans represent all the industries in existence today—the known market
space. In these environments, industry boundaries are defined and accepted, and the competitive rules of the
game are understood. Companies try to outperform their rivals to grab a greater share of existing demand. As the
market space gets crowded, prospects for profits and growth are reduced, leading to cutthroat competition that
turns the ocean bloody.

Conversely, Blue Oceans denote all the industries not in existence today—the unknown market space, untainted by
competition. In Blue Oceans, demand is created rather than fought over. There is ample opportunity for growth that
is both profitable and rapid. In Blue Oceans, competition is irrelevant because the rules of the game are waiting to
be set. The following table provides a technical comparison of these two strategic paradigms.



Feature

Market Focus

Competition

Demand

Value-Cost Trade-off

Strategic Alignment

Red Ocean Strategy

Compete in existing market space.

Beat the competition.

Exploit existing demand.

Make the value-cost trade-off.

Align the whole system of a firm’s
activities with its choice of

Blue Ocean Strategy

Create uncontested market space.

Make the competition irrelevant.

Create and capture new demand.

Break the value-cost trade-off.

Align the whole system of a firm’s
activities in pursuit of differentiation

differentiation or low cost. and low cost.

The Core Mechanic: Value Innovation

The cornerstone of the Blue Ocean Strategy is Value Innovation. Unlike conventional strategic logic, which
suggests that companies can either create greater value for customers at a higher cost or create reasonable value
at a lower cost, Value Innovation posits that a firm can achieve both simultaneously. Value innovation occurs only
when companies align innovation with utility, price, and cost positions.

From a technical standpoint, Value Innovation challenges the Efficiency Frontier. In traditional economics, the
efficiency frontier represents the maximum value a firm can deliver at a given cost. To move beyond this frontier, a
firm must innovate in a way that shifts the entire curve. This is achieved by simultaneouslydriving  down  costs
while driving up value for buyers. Cost savings are made by eliminating and reducing the factors an industry
competes on. Buyer value is lifted by raising and creating elements the industry has never offered. Over time, costs
are reduced further as scale economies kick in due to the high sales volumes that superior value generates.

The Mathematical Logic of Value Innovation

In a technical model, Value Innovation can be expressed as a function of Utility (U) and Cost (C). Traditional
strategy seeks to maximize (U - C) by either increasing U (Differentiation) or decreasing C (Cost Leadership). Blue
Ocean Strategy seeks to maximize the delta (9B’ viW&S

9B O ...UdaePw - U_old) + (C_old - C_new)

This requires a systemic approach to the entire business model, ensuring that the offering's price is accessible to
the mass of buyers while maintaining a cost structure that allows for healthy margins.

The Analytical Toolset: The Strategy Canvas

The Strategy Canvasis both a diagnostic and an action framework for building a compelling Blue Ocean Strategy.
It serves two purposes: first, it captures the current state of play in the known market space, allowing users to see
where the competition is currently investing; and second, it acts as a catalyst for action by helping firms to reorient
their focus from competitors to alternatives and from customers to non-customers.

The horizontal axis of the Strategy Canvas represents the range of factors the industry competes on and invests in.
The vertical axis represents the offering level that buyers receive across all these key competing factors. A Value
Curve is the graphical depiction of a company’s relative performance across its industry’s factors of competition.



Technical Components of aValue Curve

e Factors of Competition: These include price, quality, service speed, technical specifications, and aesthetic
design.

e Level of Offering: A high score indicates that a company invests more and offers more to buyers in that
specific factor.

« Strategic Profile: A strong Blue Ocean value curve has three complementary qualities: Focus, Divergence,
and a Compelling Tagline.

The Four Actions Framework (ERRC Grid)

To break the trade-off between differentiation and low cost and to create a new value curve, the Blue Ocean
Strategy utilizes the Four Actions Framework. This technical tool forces managers to address four key questions
regarding their industry's current logic and business model:

1. Eliminate: Which of the factors that the industry takes for granted should be eliminated? (Often, these factors
no longer provide value but add significant cost).

2. Reduce: Which factors should be reduced well below the industry’s standard? (Determining if products or
services have been over-designed in the race to match and beat the competition).

3. Raise: Which factors should be raised well above the industry’s standard? (Uncovering and eliminating the
compromises customers are forced to make).

4. Create: Which factors should be created that the industry has never offered? (Discovering entirely new
sources of value for buyers).

The results of this analysis are summarized in the ERRC Grid, which provides a structured methodology for
restructuring the organization's value proposition and cost structure simultaneously.



Eliminate Raise

Factors that have long been competed on but no longer Factors that should be elevated well above the current
provide value. industry standard.

Reduce Create

Factors that were over-designed to beat competition, Entirely new factors that the industry has never offered
adding cost without value. before.

Reconstructing Market Boundaries: The Six Paths Framework

One of the primary technical challenges in implementing a Blue Ocean Strategy is identifying commercially
compelling opportunities in the "unknown" market space. The Six Paths Frameworkprovides a systematic
approach to looking across traditional boundaries of competition to identify Blue Oceans.

Path 1: Look Across Alternative Industries

In a broad sense, a company competes not only with the other firms in its own industry but also with companies in
other industries that produce alternative products or services. Alternatives include products or services that have
different functions and forms but serve the same purpose. For example, a restaurant and a cinema serve different
functions but share the objective of providing an evening out.

Path 2: Look Across Strategic Groups Within Industries

Strategic groups are groups of companies within an industry that pursue a similar strategy. Most companies focus
on improving their competitive position within a strategic group (e.g., luxury car manufacturers competing with other
luxury car manufacturers). Blue Oceans can be found by understanding the factors that determine customers'
decisions to trade up or down from one group to another.

Path 3: Look Across the Chain of Buyers

In most industries, competitors converge on a common definition of who the target buyer is. However, there is often
a chain of buyers involved in the purchasing decision: the purchasers (who pay), the actual users, and the
influencers. By shifting the focus from the purchaser to the user, or vice-versa, companies can create new value
propositions.

Path 4: Look Across Complementary Product and Service Offerings

Few products or services are used in a vacuum. In most cases, other products and services affect their value.
Untapped value is often hidden in complementary products and services. The technical goal here is to define the
total solution buyers seek when they choose a product or service.

Path 5: Look Across Functional or Emotional Appeal to Buyers

Industries tend to converge on one of two bases of appeal: functional (focused on price and function) or emotional
(focused on feelings and experience). Companies often find Blue Oceans by challenging the current orientation. A
functional industry that adds a dose of emaotion can find new life; conversely, an emotional industry that strips away
extras to become purely functional can attract a mass of new buyers.

Path 6: Look Across Time

All industries are subject to external trends that affect their business over time. Looking at these trends with a



technical lens—not just reacting to them as they happen, but projecting how the trend will change value to
customers and impact the company's business model—can lead to Blue Ocean opportunities.

The Strategic Sequence: Ensuring Commercial Viability

Creating a Blue Ocean is not just about the idea; it is about building a robust business model that ensures the idea
is commercially viable. The Blue Ocean Strategy follows a specific Strategic Sequence:

1. Buyer Utility: Is there exceptional buyer utility in your business idea? If not, there is no Blue Ocean potential.

2. Price: Is your price easily accessible to the mass of buyers? A Blue Ocean offering must be priced to capture
the mass of the market quickly to create a brand and prevent imitation.

3. Cost: Can you achieve your cost target to profit at your strategic price? This involves Target Costing—
building the cost structure to meet the price, rather than letting cost drive the price.

4. Adoption: What are the adoption hurdles in actualizing your business idea? Are you addressing concerns
from employees, business partners, and the general public?

Case Study Analysis: Apple’s Shift to the Blue Ocean

Apple Inc. provides a classic technical study of Blue Ocean implementation, particularly with the introduction of the
iPod and iTunes. In the early 2000s, the digital music industry was a Red Ocean of illegal file-sharing and
expensive, clunky MP3 players. Apple did not just create a better MP3 player; they created a whole new market
space.

The technical execution included:

¢ Eliminating: The need for physical media (CDs) and the complexity of file-sharing software.

* Reducing: The cost per song (by allowing buyers to purchase individual tracks for $0.99 rather than entire
albums).

¢ Raising: The ease of use and the aesthetic quality of the device.

e Creating: A seamless integration between hardware (iPod) and software (iTunes), and a legal platform for
digital music downloads.

By looking across Path 4 (Complementary Offerings) and Path 5 (Functional/Emotional Appeal), Apple moved from
being a computer hardware manufacturer to a dominant force in the music and media industry, creating a Blue
Ocean that competitors like Sony and Microsoft struggled to navigate for over a decade.

Case Study Analysis: Amazon and the Everything Store

Amazon’s evolution from an online bookseller to a global cloud and retail powerhouse is another example of Blue
Ocean Strategy. Amazon Web Services (AWS) was a Blue Ocean creation. Instead of competing in the crowded
space of traditional IT hardware and software consulting, Amazon looked at its own internal infrastructure (Path 4)
and realized other companies needed scalable, pay-as-you-go computing power.

AWS Eliminated the need for companies to invest in their own physical servers, Reduced the cost of entry for
startups, Raised the speed of deployment for web applications, and Createdthe cloud infrastructure-as-a-service
(laaS) market. Today, AWS is the primary profit driver for Amazon, demonstrating how a Blue Ocean can become a
massive, sustainable revenue stream.

Overcoming Organizational Hurdles: Tipping Point Leadership



Executing a Blue Ocean Strategy requires significant organizational change. Kim and Mauborgne identify four
major hurdles: Cognitive (waking employees up to the need for a strategic shift), Resource (executing with limited
resources), Motivational (inspiring key players to move fast), and Political (silencing powerful vested interests).

To overcome these, the strategy suggests Tipping Point Leadership. This concept, borrowed from epidemiology,
suggests that in any organization, once the beliefs and energies of a critical mass of people are engaged,
conversion to a new idea will spread like an epidemic, bringing about fundamental change very quickly. Technical
leaders should focus on Kingpins (key influencers), use Fishbowl Management (making actions transparent),
and utilize Atomization (breaking the strategic goal into small, actionable parts).

Technical Challenges and Limitations

While the Blue Ocean Strategy offers a powerful framework, it is not without technical risks. Market creation is
inherently uncertain. The primary risks include:

« Imitation Risk: Successful Blue Oceans attract sharks. If the barriers to imitation (e.g., patents, high capital
requirements, network effects) are low, the Blue Ocean can rapidly turn Red.

¢ Organizational Inertia: Existing business units may resist a Blue Ocean initiative if it threatens their current
budget or status (Cannibalization).

 Strategic Drift: Without a clear focus on the value curve, a company may inadvertently start competing on
traditional factors again, losing its Blue Ocean advantage.

To mitigate these risks, firms must continuously monitor their Value Curves relative to the market and be prepared
to innovate again once their current Blue Ocean begins to saturate.

Synthesizing the Blue Ocean Approach

The transition from Red Ocean competition to Blue Ocean creation is not a matter of luck but a result of systematic,
technical analysis. By utilizing the Strategy Canvas, the Four Actions Framework, and the Six Paths Framework,
organizations can identify areas where buyer value is currently underserved and where costs are unnecessarily
high. This dual pursuit of differentiation and low cost—Value Innovation—allows firms to break the traditional trade-
offs of strategic management.

The ultimate goal of the Blue Ocean Strategy is to enable organizations to create a leap in value for both
themselves and their customers. As industries evolve and technology disrupts traditional market boundaries, the
ability to reconstruct market space will remain a vital competency for any enterprise seeking long-term growth and
sustainability. Rather than fighting over a shrinking pie, the technical application of these frameworks allows
visionary leaders to bake a new, larger pie, ensuring relevance in an ever-changing economic environment.

Baca Juga (Artikel Terkait)

e The Evolution of Strategic Aqility: A Comprehensive Analysis of Agile Competitors and Virtual
Organizations

URL: http://alghafgolden.com/agile-competitors-virtual-organizations-analysis.pdf

o Strategic Management: A Comprehensive Technical Analysis of the Dess, McNamara, and Eisner
Framework
URL: http://alghafgolden.com/strategic-management-text-and-cases-8th-edition-technical-guide.pdf

Tags: #Blue Ocean Strategy #Value Innovation #Strategic Planning #Market Creation #ERRC Grid


http://alghafgolden.com/agile-competitors-virtual-organizations-analysis.pdf
http://alghafgolden.com/agile-competitors-virtual-organizations-analysis.pdf
http://alghafgolden.com/strategic-management-text-and-cases-8th-edition-technical-guide.pdf
http://alghafgolden.com/strategic-management-text-and-cases-8th-edition-technical-guide.pdf

Page 1 of 6



Page 2 of 6



Page 3 of 6



Page 4 of 6



Page 5 of 6



Page 6 of 6



