
76  CHAPTER 4   Cost Advantage

Review Questions
1. What are the five sources of cost advantage?

2. Which of the five major sources of cost advantage contributed to the 
Tata Nano being the world’s least expensive car?

3. Explain three ways that economies of scale produce cost advantages.

4. What is a scale curve, and how it is different from an experi-
ence curve?

5. What data would you need to calculate a scale curve or experi-
ence curve?

6. Why do companies have difficulty increasing their profitability 
by simply buying market share (e.g., lowering prices to increase 
market share)?

7. Identify at least two ways that companies can achieve a cost 
advantage through lower-cost inputs.

8. Give an example of a company that has a cost advantage because 
it uses a different business model or shorter value chain than its 
competitors.
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Application Exercises
Exercise 1: Find the sources of cost advantage of a 
successful company with low prices.
1. Identify a company you would like to learn more about that seems 
to have a cost advantage—it consistently has the lowest prices in 
the market.

2. Use your own experience and public sources, including the company 
website or annual reports and public articles, to gather data about the 
activities of that company. Based on your data, what are the primary 
sources of the company’s cost advantage?

3. Try to identify any resources or capabilities the company has that 
enable it to achieve low costs.

4. What, if anything, do you think prevents other companies from 
easily imitating this company’s strategy? For example, is it difficult to 
imitate the company’s source (or sources) of cost advantage? Why?

Exercise 2: Airbnb and Uber are companies that have 
successfully entered the lodging and ride-hailing markets, 
respectively. Both provide offerings that are typically less 
expensive than their incumbent competitors, hotel chains 
and taxis.
1. What are the sources of cost advantage for Airbnb and Uber?  How 
are their strategies similar?

2. Why is it difficult for hotel chains or taxis to imitate their cost 
structure?

3. How would you respond if you were running a hotel chain or a 
taxi company?

Strategy Tool
How To Calculate a Scale Curve or Experience Curve

Imagine that you work for a wireless phone carrier that is trying to 
decide how much money it should invest in marketing and advertis-
ing in order to grow its number of subscribers. Calculating a scale 
curve will let you determine the extent to which increases in the 
number of subscribers result in corresponding decreases in the cost 

per subscriber. The faster that costs per subscriber drop with increases 
in the number of subscribers, the more money the company can afford 
to spend to acquire new subscribers.

To calculate a scale curve for a particular product or service, you 
need the following data: Cost per unit (in this case, the unit = one sub-
scriber) at different levels of company volume (in this case, volume = 
total number of subscribers).
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