
Discovering New Sources of Discovering New Sources of 
Growth and Profitability in aGrowth and Profitability in a
Networked EconomyNetworked Economy

TTHE HE DDELTA ELTA MMODEL:ODEL:

Arnoldo Hax
Alfred P. Sloan Professor of Management



Three Distinct Strategic OptionsThree Distinct Strategic Options
System LockSystem Lock--InIn
• System Economics
• Market Dominance
• Achieving Complementor Share

Total Customer SolutionsTotal Customer Solutions
• Customer Economics
• Cooperation
• Achieving Customer Share

Best ProductBest Product
• Product Economics
• Rivalry
• Achieving Product Share
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Delta Model StrategiesDelta Model Strategies

PositionsPositions DefinitionDefinition CommentsComments

The problem with this strategic position is that as soon as theThe problem with this strategic position is that as soon as the
differentiated product emerges, competitors tend to imitate themdifferentiated product emerges, competitors tend to imitate them. An. An
competitive advantage is therefore noncompetitive advantage is therefore non--sustainable.sustainable.

While maintaining effective production economies focus on keyWhile maintaining effective production economies focus on key
differentiation in the product features and functionalities suchdifferentiation in the product features and functionalities such that thethat the
products are uniquely desired and command price premiumsproducts are uniquely desired and command price premiums

DifferentiationDifferentiation

S ince there is only one lowest cost producer, this strategy leavSince there is only one lowest cost producer, this strategy leaveses
very litt le space as a competitive position. It also tends tovery little space as a competitive position. It also tends to
standardize the product offering, commoditize the customer, andstandardize the product offering, commoditize the customer, and 
intensify rivalry.intensify rivalry.

Focus on being the lowest cost provider in an undifferentiated pFocus on being the lowest cost provider in an undifferentiated productroduct
categorycategory

Low costLow cost

Centered on product economiesCentered on product economiesBest ProductBest Product

Total Customer SolutionsTotal Customer Solutions

Redefining the customerRedefining the customer
experienceexperience

Horizontal BreadthHorizontal Breadth

Customer IntegrationCustomer Integration

System LockSystem Lock--InIn

Restricted AccessRestricted Access

Dominant ExchangeDominant Exchange

Proprietary StandardProprietary Standard

Oriented to customer economicsOriented to customer economics

A focus is places on considering the full experience of the custA focus is places on considering the full experience of the customer from theomer from the This positioning is based upon an intimate knowledge of heThis positioning is based upon an intimate knowledge of he
point of acquisition through to the complete lifecycle of ownerspoint of acquisition through to the complete lifecycle of ownership of thehip of the customer base leading toward an effective customer segmentationcustomer base leading toward an effective customer segmentation 
productproduct and a differentiated treatment of the customer tiers.and a differentiated treatment of the customer tiers.

A complete set of product and service offerings that fulfill theA complete set of product and service offerings that fulfill the entire customerentire customer W e are seeking a dominant position inWe are seeking a dominant position in ““share of the wallet of theshare of the wallet of the 
need are customized and provided.need are customized and provided. ““OneOne--stop shopping for a uniquestop shopping for a unique customer.customer.””
solution.solution.””

ct ieThis strategy seeks to effectively substitute for or leverages aThis strategy seeks to effectively substitute for or leverages activitivitiess T he firm is regarded as a bundle of competencies that will beThe firm is regarded as a bundle of competencies that will be
currently performed by the customer. It is outsourcing in its ecurrently performed by the customer. It is outsourcing in its extr eme form an dxtreme form and brought to the customer to enhance the customer economics.brought to the customer to enhance the customer economics.
at least represents a complex web of connections with the customat least represents a complex web of connections with the customer thater that
enhance their ability to do business and to use your product.enhance their ability to do business and to use your product.

FoFocusess oncuse  on complementorcomplementor economicseconomics

ieSignificant barrSignificant barriers are in place that make it difficult for cors are in place that make it difficult for competitors to evenpetitors to even This is a difficult position to achieve and to sustain.  RegulatThis is a difficult position to achieve and to sustain.  Regulatoryory 
compete f or the acquisition of customers.compete for the acquisition of customers. practices tend to be deployed to prevent it.practices tend to be deployed to prevent it.

With this strategy the company provides anWith this strategy the company provides an interface between buyers andinterface between buyers and T his is the most accessible of all of the systems lockThis is the most accessible of all of the systems lock--in options.in options.
sellers that s very hard to displace once it achieves critical msellers that s very hard to displace once it achieves critical mass.ass. The first mover advantage is critical.The first mover advantage is critical.

The customer is drawn to your product because of the extensive nThe customer is drawn to your product because of the extensive net work ofetwork of This tion isThis opoption isn’’t available in most industries. If it can be achievedt available in most industries. If it can be achieved 
third partythird party complementorscomplementors that are designed to work with your product.that are designed to work with your product. the rewards are enormous.the rewards are enormous.

Best ProductBest Product Centered on product economiesCentered on product economies

Low costLow cost Focus on being the lowest costFocus on being the lowest cost Since there is only one lowestSince there is only one lowest 
provider in an undifferentiatedprovider in an undifferentiated 
product categoryproduct category

cost producer, this strategycost producer, this strategy 
leaves very little space as aleaves very little space as a 
competitive position. It alsocompetitive position. It also 
tends to standardize the producttends to standardize the product 
offering, commoditize theoffering, commoditize the 
customer, and intensify rivalry.customer, and intensify rivalry.

DifferentiationDifferentiation While maintaining effectiveWhile maintaining effective 
production economies focus on keyproduction economies focus on key 

The problem with this strategicThe problem with this strategic 
position is that as soon as theposition is that as soon as the 

differentiation in the productdifferentiation in the product 
features and functionalities suchfeatures and functionalities such 
that the products are unique desiredthat the products are unique desired 

differentiated product emerges,differentiated product emerges, 
competitors tend to imitatecompetitors tend to imitate 
them. An competitive advantagethem. An competitive advantage 

and command price premiumsand command price premiums is therefore nonis therefore non--sustainable.sustainable.



Delta Model Strategies 
Delta Model StrategiesDelta Model Strategies

CommentsCommentsDefinitionDefinitionPositionsPositions

T he firm is regarded as a bundle of competencies that will beThe firm is regarded as a bundle of competencies that will be
brought to the customer to enhance the customer economics.brought to the customer to enhance the customer economics.

This strategy seeks to effectively substitute for or leverages aThis strategy seeks to effectively substitute for or leverages activities currentlyctivities currently 
performed by the customer. It is outsourcing in its extreme forperformed by the customer. It is outsourcing in its extreme form and at leastm and at least
represents a complex web of connections with th e customer that erepresents a complex web of connections with the customer that enhance theirnhance their
ability to do business and to use your product.ability to do business and to use your product.

Customer IntegrationCustomer Integration

W e are seeking a dominant position inWe are seeking a dominant position in ““share of the wallet of theshare of the wallet of the 
customer.customer.””

A complete set of product and service offerings that fulfill theA complete set of product and service offerings that fulfill the entire customerentire customer
needs are customized and provided.needs are customized and provided. ““OneOne--stop shopping for a uniquestop shopping for a unique 
solution.solution.””

Horizontal BreadthHorizontal Breadth

This positioning is based upon an intimate knowledge of theThis positioning is based upon an intimate knowledge of the
customer base leading toward an effective customer segmentationcustomer base leading toward an effective customer segmentation 
and a differentiated treatment of the customer tiers.and a differentiated treatment of the customer tiers.

A focus is places on considering the full experience of the custA focus is places on considering the full experience of the customer from theomer from the
point of acquisition through to the complete lifecycle of ownerspoint of acquisition through to the complete lifecycle of ownership of thehip of the 
productproduct

Redefining the customerRedefining the customer
experienceexperience

Oriented to customer economicsOriented to customer economicsTotal Customer SolutionsTotal Customer Solutions

The problem with this strategic position is that as soon as theThe problem with this strategic position is that as soon as the
differentiated product emerges, competitors tend to imitate themdifferentiated product emerges, competitors tend to imitate them. An. An
competitive advantage is therefore noncompetitive advantage is therefore non--sustainable.sustainable.

W hile maintaining effective production economies focus on key diWhile maintaining effective production economies focus on key differentiationfferentiation 
in the product features and functionalities such that the producin the product features and functionalities such that the products are uniquets are unique
desired and command price premiumsdesired and command price premiums

DifferentiationDifferentiation

Since there is only one lowest cost producer, this strategy leavSince there is only one lowest cost producer, this strategy leaveses
very little space as a competitive position. It also tends tovery little space as a competitive position. It also tends to
standardize the product offering, commoditize the customer, andstandardize the product offering, commoditize the customer, and 
intens ify rivalry.intensify rivalry. 

Focus on being the lowest cost provider in an undifferentiated pFocus on being the lowest cost provider in an undifferentiated productroduct
categorycategory

Low costLow cost

Centered on product economiesCentered on product economiesBest ProductBest Product

This option isnThis option isn’’t available in most industries. If it can be achievedt available in most industries. If it can be achieved 
the rewards are enormous.the rewards are enormous.

The customer is drawn to your product because of the extensive nThe customer is drawn to your product because of the extensive network ofetwork of
third partythird party complementorscomplementors that are designed to work with your product.that are designed to work with your product.

Proprietary StandardProprietary Standard

T his is the most accessible of all of the systems lockThis is the most accessible of all of the systems lock-in options.  Thein options.  The
first mover advantage is critical.first mover advantage is critical.

W ith this strategy the company provides anWith this strategy the company provides an interface between buyers andinterface between buyers and 
sellers that s very hard to displace once it achieves critical msellers that s very hard to displace once it achieves critical mass.ass.

Dominant ExchangeDominant Exchange

This is a difficult position to achieve and to sustain.  RegulatThis is a difficult position to achieve and to sustain.  Regulatoryory 
practices tend to be deployed to prevent it.practices tend to be deployed to prevent it.

Significant barriers are in place that make it difficult for comSignificant barriers are in place that make it difficult for competitors to evenpetitors to even
compete for the acquisition of customers.compete for the acquisition of customers.

Restricted AccessRestricted Access

Focuses onFocuses on complementorcomplementor economicseconomicsSystem LockSystem Lock--InIn

Total CustomerTotal Customer 
SolutionsSolutions Oriented to customer economicsOriented to customer economics

Redefining theRedefining the A focus is placed on considering the fullA focus is placed on considering the full This positioning is based upon anThis positioning is based upon an 
customercustomer experience of the customer from the point ofexperience of the customer from the point of intimate knowledge of the customerintimate knowledge of the customer 

experienceexperience acquisition through to the complete lifecycleacquisition through to the complete lifecycle base leading toward an effectivebase leading toward an effective 
of ownership of the productof ownership of the product customer segmentation and acustomer segmentation and a differendifferen-

tiatedtiated treatment of the customer tiers.treatment of the customer tiers.

Horizontal BreadthHorizontal Breadth A complete set of product and serviceA complete set of product and service We are seeking a dominant position inWe are seeking a dominant position in 
offerings that fulfill the entire customerofferings that fulfill the entire customer 
needs are customized and provided.needs are customized and provided. ““OneOne--

““share of the wallet of the customer.share of the wallet of the customer.””

stop shopping for a unique solution.stop shopping for a unique solution.””

CustomerCustomer This strategy seeks to effectively substituteThis strategy seeks to effectively substitute The firm is regarded as a bundle ofThe firm is regarded as a bundle of 
IntegrationIntegration for or leverages activities currentlyfor or leverages activities currently 

performed by the customer. It isperformed by the customer. It is 
competencies that will be brought tocompetencies that will be brought to 
the customer to enhance the customerthe customer to enhance the customer 

outsourcing in its extreme form and at leastoutsourcing in its extreme form and at least economics.economics.
represents a complex web of connectionsrepresents a complex web of connections 
with the customer that enhance their abilitywith the customer that enhance their ability 
to do business and to use your product.to do business and to use your product.
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PositionsPositions DefinitionDefinition CommentsComments

Best ProductBest Product Centered on product economiesCentered on product economiesDelta Model Strategies 
Low costLow cost Focus on being the lowest cost provider in an undifferentiated pFocus on being the lowest cost provider in an undifferentiated product categoryroduct category SincSince therhere is only ons only one lowest cost producer, this strategy leaowest cost producer, this strategy leaves veryes verye t e i e l 

little space as a competitive position.  It also tends to standalittle space as a competitive position.  It also tends to standardize therdize the
product offering, commoditize the customer, and intensify rivalrproduct offering, commoditize the customer, and intensify rivalry.y.

DifferentiationDifferentiation W hile maintaining effective production economies focus on key diWhile maintaining effective production economies focus on key differentiation infferentiation in The problem with this strategic position is that as soon as theThe problem with this strategic position is that as soon as the
the product features and functionalities such that the productsthe product features and functionalities such that the products are uniqueare unique differentiated product emerges, competitors tend to imitate themdifferentiated product emerges, competitors tend to imitate them. An. An
desired and command price premiumsdesired and command price premiums competitive advantage is therefore noncompetitive advantage is therefore non--sustainable.sustainable.

Total Customer SolutionsTotal Customer Solutions Oriented to customer economicsOriented to customer economics

Redefining the customerRedefining the customer A focus is places on considering the full experience of the custA focus is places on considering the full experience of the customer from theomer from the This positioning is based upon an intimate knowledge of he custoThis positioning is based upon an intimate knowledge of he customermer
experienceexperience point of acquisition through to the complete lifecycle of ownerspoint of acquisition through to the complete lifecycle of ownership of the producthip of the product base leading toward an effective customer segmentation and abase leading toward an effective customer segmentation and a

differentiated treatment of the customer tiers.differentiated treatment of the customer tiers.

Horizontal BreadthHorizontal Breadth A complete set of product and service offerings that fulfill theA complete set of product and service offerings that fulfill the entire customerentire customer W e are seeking a dominant position inWe are seeking a dominant position in ““share of the wallet of theshare of the wallet of the 
need are customized and provid ed.need are customized and provided. ““OneOne--stop shopping for a unique solution.stop shopping for a unique solution.”” customer.customer.””

ly e f a b e ofCustomer IntegrationCustomer Integration This strategy seeks to effectively substitute for or leverages aThis strategy seeks to effectively substitute for or leverages activities currentctivities currently ThThe firm is regarded asirm is regarded as a bundlundle of competencies that will be bcompetencies that will be broughtought
performed by the customer. It is outsourcing in its extreme forperformed by the customer. It is outsourcing in its extreme form and at leastm and at least to the customer to enhance the customer economics.to the customer to enhance the customer economics.
represents a complex web of connections with th e customer that erepresents a complex web of connections with the customer that enhance theirnhance their
ability to do business and to use your product.ability to do business and to use your product.

Focuses onFocuses on complementorcomplementor economicseconomics

This option isnThis option isn’’t available in most industries. If it can be achieved thet available in most industries. If it can be achieved the 
rewards are enormous.rewards are enormous.

The customer is drawn to your product because of the extensive nThe customer is drawn to your product because of the extensive network of thirdetwork of third
partyparty complementorscomplementors that are designed to work with your product.that are designed to work with your product.

Proprietary StandardProprietary Standard

This is the most acc ess ible of all of the systems lockThis is the most accessible of all of the systems lock-in options.  Thein options.  The
first mover advantage is critical.first mover advantage is critical.

W ith this strategy the company provides anWith this strategy the company provides an interface between buyers and sellersinterface between buyers and sellers
that is very hard to displace once it achieves critical mass.that is very hard to displace once it achieves critical mass.

Dominant ExchangeDominant Exchange

This is a difficult position to achieve and to sustain.  RegulatThis is a difficult position to achieve and to sustain.  Regulatoryory 
practices tend to be deployed to prevent it.practices tend to be deployed to prevent it.

Significant barriers are in place that make it difficult for comSignificant barriers are in place that make it difficult for competitors to evenpetitors to even
compete for the acquisition of customers.compete for the acquisition of customers.

Restricted AccessRestricted Access

System LockSystem Lock--InIn

System LockSystem Lock--InIn Focuses onFocuses on complementorcomplementor economicseconomics

RestrictedRestricted Significant barriers are in place thatSignificant barriers are in place that This is a difficult position toThis is a difficult position to 
AccessAccess make it difficult for competitors tomake it difficult for competitors to achieve and to sustain.achieve and to sustain. 

even compete for the acquisition ofeven compete for the acquisition of Regulatory practices tend to beRegulatory practices tend to be 
customers.customers. deployed to prevent it.deployed to prevent it.

DominantDominant 
ExchangeExchange

With this strategy the companyWith this strategy the company 
provides anprovides an interface betweeninterface between 
buyers and sellers that is very hardbuyers and sellers that is very hard 
to displace once it achieves criticalto displace once it achieves critical 

This is the most accessible of allThis is the most accessible of all 
of the systems lockof the systems lock--in options.in options. 
The first mover advantage isThe first mover advantage is 
critical.critical.

mass.mass.

ProprietaryProprietary 
StandardStandard

The customer is drawn to yourThe customer is drawn to your
product because of the extensiveproduct because of the extensive 

This option isnThis option isn’’t available int available in 
most industries. If it can bemost industries. If it can be 

network of third partynetwork of third party
complementorscomplementors that are designed tothat are designed to 

achieved the rewards areachieved the rewards are 
enormous.enormous.

work with your product.work with your product.



Transforming the organization Transforming the organization 
from best product to total from best product to total 
customer solutions, while seeking customer solutions, while seeking 
opportunities for System Lockopportunities for System Lock--In.In.

The Challenge to The Challenge to 
DecommoditizationDecommoditization::



Central LessonsCentral Lessons

If the heart of strategy is the customer, an appropriate If the heart of strategy is the customer, an appropriate 
customer segmentation and a creative value customer segmentation and a creative value 
proposition is often the most important critical step in proposition is often the most important critical step in 
strategic thinking. Be creative, be bold, be faststrategic thinking. Be creative, be bold, be fast

The winning formula is to have the overall network as The winning formula is to have the overall network as 
your primary scope. Donyour primary scope. Don’’t play the game alone. It is t play the game alone. It is 
not just you serving the customer. It is you, your not just you serving the customer. It is you, your 
critical suppliers and the key critical suppliers and the key complementorscomplementors.  In a .  In a 
large, diversified corporation often the most importantlarge, diversified corporation often the most important
complementors complementors are in your own firm.are in your own firm.
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