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Abstract:

The actual economic dynamic with frequently market movements and many more factors imposed restructuration and reorganization processes for competitive companies in order to adapt to the new market challenges.
In this chapter we consider necessary our study to be focused on some theoretic strategy elements regarding competition in the market but also inside the firm: conflict theory from bargain theory and game theory (we present some introductive elements from game theory in order to understand the mathematical model), Porter Model and Blue Ocean Strategy vs. Red Ocean Strategy. First, we present the model of conflict theory regarding situation of confidence, rivalry, sympathy or dislike attitude that firm can manifest in the market with other competitors and according to the situation that exists, the plant will have the proper attitude. Also this study can be used in the framework of intern factors that generate changes (human relationships between employees or relationships between managers and the rest employees), depending on the situation. Porter Model represents a revolution in a competing market and strategy field. The process of understanding the automotive industry structure is essential to the strategists and understanding the competitive forces, and their underlying causes, reveals the industry profitability and provides a framework for influencing competition and profitability over time. Another strategy, Blue Ocean, is about growing demand and breaking away from the competition.
Keywords: bargaining theory, Blue Ocean Strategy, Red Ocean Strategy, Porter Model
1. Bargaining theory – important element in competitive market
Each participant to economic environment has a well determined target, with respecting some rules known by the partners but their interests may be contradictory. All these interactions are called conflict situations. Starting with these grounds, John von Neumann and Oscar Morgenstern have settled the basis of game theory through the work „The Theory of Games and Economic Behavior”, showed in 1944. To achieve a pertinent mathematical analysis of a conflict situation, the real situation is reduced to a simplified model; the secondary factors are neglected for model construction easily. Such simplified model is called a game. With other words, a game is any conflict situation appeared between rational and informed players, where everyone seeks out to achieve their own purpose. In all known models in branch it resorts to a multi-disciplinary approach (math, probabilities, stochastic, economics engineering etc.) and they are taking into account a range of determinative factors: conditions of uncertainly, of risk, preference relationships met in economic actors’ behavior, players’ utility functions. A game represents the description of strategic interaction meaning the inclusion of constraint over player possible action and also over players’ interests, but it doesn’t express the decisions effectively taken by them. A solution represents a systematic description of possible outcomes that can result in a family of games. Game theory suggests reasonable solutions for games ranges and studies their properties. Over the scientific contribution in this field, but especially the works of autors M.J.Osborne, A.Rubinstein, D.Opriş, G.Silberberg, and others also, we can list the game situation elements:

· A sequence of actions named move, made turn by turn, by a finite number (grater than two) of persons;

· The players (or partners), participating to the process for achieve a certain purpose, represents in fact the base entity;

· The rules or game features that determine the players’ acts. Such accomplished process is called match or round.

· Each player strategies throng is a set of possible options for each player.

· The game strategies throng (S) is given by the all players strategies throng: 
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 strategy throng, n is the number of players; in some cases the nature  (the hazard) is the (n+1) player.

· A value distribution between players allowing everyone to maximize their own results according to rationality principle.

· The game gain function (u) is formed by each player gain functions (the associated results to any players’ choice): 
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From specialty literature archives, by particularizing, results that a bargain process supposes cooperation elements but also, conflict elements, with miscellaneous combinations. Further, we will make a profound study with an empirical interpretation of these conflict subjective elements such as (feelings with great influences on bargaining process): dislike feeling (the availability, from hatred and envy feelings, to hurt the other side), rivalry feelings (if resources are very limited, one of the parts can enhance its position by aggression, so, while the dislike produces a strong emotional charging conflict, rivalry leads to an essential cooling), super-confidence (the bigger the self confidence is, the less the possibilities for disgraced situations is), incapacity to impose the own accords (even if a disgraced situation is desired by the both sides, but this situation is not useful if there isn’t any mean to prevent the agreement violation).

In figure 1.a. we have illustrated a confidence and conflict situation: 
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 (the ordinate) represents inputs (perhaps position, territory, power or ability to gain a goods consumption) of first player and respectively second player (everyone looks the other’s input as bad omen – concavity of 
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 represents the social opportunities curve (the combinations of inputs obtained from the two players decisions), 
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 represents the expectations or availabilities considered enough undesired or being acceptable in some situations of first, respectively, second player. The first player considers that in case of a conflict, the benefit, an average, will be somewhere to 
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 level, the second player anticipates the 
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 point. There is also a mutual advantages area: MSS’ where both sides can gain by using peaceful methods and attitudes, to which we can arise only by a compromise accord and the efficient solution is along the SS’ arc, on the opportunity curve II’. 
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Figure 1.a Expectations (confidence) and b. Conflict
There is no possibility to reach to a compromise in figure 1.b. because everyone is too confident in his success in case of a confrontation, there is no mutual advantage zone, so no compromise possible and a direct or indirect fight is unavoidable since the both are expecting to obtain the best results better by fighting than adjustment of a dispute.
Certainly the result will have miscellaneous sequels: either both will be in a mood for compromise next time, or only the loser, while the winner from this time will be in a less mood for compromise next time. The effect of rivalry is illustrated in figure 2, where part “a” is a strong rivalry model. The convexity of curve reflects a sharp opposition between the two interests which can’t lead to a compromise situation. Part b. of the figure reflects the other side when the two parts interests are strong complementary, each of them is useful for the other one. In concordance with this supposition, even if one is most optimists regarding his chances to win, in a conflict situation it will be overtake very quickly to a mutual desired possible compromise. From these figures it gives off the idea of sometimes, a too measured confidence and expectations are source of conflict. 
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Figure 2 Rivalry and conflict
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Figure 3.a.                                                                      Figure 3.b.

Figure 3. Dislike and conflict
Furthermore, in a conflict, the dislike attitude and his opposite, the liking feeling (sympathy feelings), can be graphic reflected in figure 3.a. respectively figure 3.b. In a mutual dislike situation – a – the mutual advantages area MSS’ is reducing and make possible the conflict situation existence but in mutual liking situation – b – the MSS’ area becomes larger and results a less conflict possibility with an upper concessions possibility; 
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 represent the two players attitudes (of optimism or pessimism). The bargaining process have an obvious end if the bargaining partners are in a mood for close the negotiation, but the main goal of a performed bargainer is the reasonable result for both sides.
2. Porter Model approach for cope with competition spirit
Porter model represents a revolution in a competing market and strategy field. So, Professor Porter proposed five forces to analyze the industry’s underlying structure: threat of entry (potential entrants), the power of suppliers, the power of buyers (customers), the threat of substitutes (substitute products) and the rivalry attitude between them (figure 4.).
The process of understanding the automotive industry structure is essential to the strategies and understanding the competitive forces, and their underlying causes, reveals the industry profitability and provides a framework for influencing competition and profitability over time. The strongest competitive force or forces (that are not always obvious) determine the profitability of an industry and become the most important for formulating the strategy. In the following we’ll identify these five forces for studied plant.
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Figure 4. The five forces that Shape industry competition

Source: Harvard Business Review, January 2008, pg. 80

The threat of new entrants to an industry appears because of the new capacity and desire to gain market share and put pressure on prices, costs and rate of investment. It limits, therefore, the profit potential of the automotive industry. In the automotive industry this threat is high, so, the incumbent plant must hold down the prices or boosts the investments in order to deter the newcomers. The threat of new entrants depends on the height of entry obstacles and on the reaction of the incumbent. If entry obstacles are low and are expected little retaliations from inside, the threat of entry is high and industry profitability is moderated.

There are six major entry obstacles as follow:

1.  Supply-side economies of scale deter entry by forcing them either to come into the industry on a large scale, which requires dislodging the incumbent, or to accept a cost disadvantage

2.  Demand-side benefits of scale (network effects) discourage because of embedded data, major retraining needs. These benefits arise where a buyer’s willingness to pay for a company’s product increases with the number of other buyers who also support the company.

3.  Capital requirements can deter the entrants because of investment needs implying large financial resources (for fixed facilities, or to extend customer credit, build inventories and fund start-up losses). The obstacle is great if the capital is required for unrecoverable expenditure, such as advertising or research and development. In the fields of corporation with financial resources, the capital requirement is huge, to limit the pool of likely entrants. Conversely, in some fields less gifted, the capital requirement is minimal and likely entrants are plentiful. If industry returns are attractive and are expected to remain so, and if capital markets are efficient, investors will provide entrants with fund they need.

4.  Incumbent advantage independent of size is obviously, because incumbents have at least cost and quality advantages, not available for likely entrants, such as proprietary technology, preferential access to the best raw material sources, preemption of the most favorable geographic locations, established brand identities, or cumulative experiences that teach the incumbents how to produce more efficiently.

5.  Unequal access to distribution channels (price breaks, promotions, intense selling efforts etc). Sometimes access to distribution is so high an obstacle that newcomers must bypass distribution channels altogether or create their own.

6.  Restrictive government policy can be obstacle for entrants by directly limitation or even foreclosing entry into automotive industry through, for example, licensing requirements and restrictions on foreign investment. Government policy can heighten other entry barriers through such means as expansive patenting rules that protect proprietary technology from imitation or environmental or safety regulations that rise scale economies facing new entrants. Also, government policy may make entry easier through subsidies (directly) or by funding basic research and making available to all firms, reducing scale economies.

How likely newcomers think incumbents may react will have a great influence on their decision to in or stay out of automotive industry. Retaliations for newcomers can appear if incumbents have previously responded vigorously to new entrants; incumbents possess substantial resources to fight back, including excess cash and unused borrowing power, available productive capacity, or clout with distribution channels and customers; incumbents seem likely to cut prices because they are committed to retaining market share at all costs or because the industry has high fixed costs, which crate a strong motivation to drop prices to fill excess capacity; industry growth is slow so newcomers can gain volume only by taking it from incumbents. It is important to find solutions to surmount the entry obstacles without nullifying, through investment, the profitability of participating in the industry.

The power of suppliers captures more of the value for themselves by higher prices, limited quality or services. A suppliers group is powerful if: it is more concentrated than the industry it sells to; it does not depend heavily on the industry for its revenues; industry participants face switching costs in changing suppliers; suppliers offer products that are differentiated; there is not substitute for what the supplier group provides; the supplier group can credibly threaten to integrate forward into the industry.

The power of buyers can capture more value by forcing down prices, demanding better quality or more service and generally playing industry participants off against one another, influencing industry profitability. A customer group has negotiating leverage if: there are few buyers, or each one purchases in volumes that are large relative to the size of single vendor (high fixed costs and low marginal costs amplify the pressure on rival to keep capacity filled through discounting); the industry’s products are standardized or undifferentiated; buyers face few switching costs in changing vendors; buyers can credibly threaten to integrate backward and produce the industry’s product themselves if vendors are too profitable.

The threat of substitutes is real because a substitute performs the same or a similar function as the industry’s product. When the threat of substitute is high, the profitability, and often growth potential, suffers. The threat of substitute is high if: it offers an attractive price-performance for automotive products; the buyer’s cost of switching to the substitute is low. Technological changes or competitive discontinuities in seemingly unrelated business can have major impacts on industry profitability. Improvement in advanced materials, for instance, allowed them to substitute steel in many automotive components.

The rivalry among existing competitors takes many familiar forms, including price discounting, new product introduction, advertising campaigns, and service improvements. A high rivalry limits the profitability of the automotive industry. The automotive industry profit potential depends on the intensity with which companies compete and on the basis on which they compete. The rivalry degree is high if: the competitors are numerous or are equal in size and power and without a leader inside the industry, the industry desirable practices go unenforced; industry growth is slow and it will precipitated fights for market share; exit obstacles are high because of such things as highly specialized assets or management’s devotion to a particular business; the rivals are highly committed to the business and have aspirations for leadership, especially if they have goals that go beyond economic performance in the particular industry (employment or prestige); firms cannot read each other’s signals well because of lack of familiarity with one another, diverse approaches to competing goals. As Porter said, the strength of rivalry reflects not just the intensity of competition but also the basis of competition. The profitability is influenced by the dimensions on which competition takes place, if the rivals converge to compete on the same dimensions. Furthermore, rivalry is especially destructive to profitability if it gravitates solely to price because price competition transfers profits directly from an industry to its customers. Price competition is most liable to occur if: products or services of rivals are nearly identical and there are few switching costs for buyers encouraging competitors to cut prices to win new customers; fixed costs are high and marginal costs are low creating intense pressure for competitors to cut prices below their average costs, even close to their marginal costs, to steal incremental customers while still making some contribution to covering fixed costs; capacity must be expended in large increments to be efficient; the product is perishable creating a strong temptation to cut prices and sell a product while it still has value.

The strength of the five competitive forces determines the industry’s long-run profit potential because it determines how the economic value created by the industry is divided. Considering all five forces, a strategist keeps overall structure in mind instead of gravitating to any one element. So, the strategist attention remains focused on structural conditions rather than on fleeting factors. The strength of the competitive forces affects prices, costs, and investment required to compete, so, the forces are directly tied to the income statements and balance sheets of automotive industry participants. The five competitive forces provide a framework for identifying the most important automotive industry developments and for anticipating their impact on automotive industry attractiveness. Shifts in structure may be caused by changes in technology, changes in customers needs, or else. Changes in automotive industry structure are: shifting threat of new entry changing any of the seven obstacles described above; changing supplier or buyer power; shifting threat of substitution; new bases of rivalry, taking into account that eliminating rivals is a risky strategy.

The understanding of industry structure guides the manager toward good possibilities for strategic action, which may include any or all of the following: positioning the company to better cope with the current competitive forces; anticipating and exploiting shifts in the forces; and defining and shaping the balance of forces to create a new industry structure that is more favorable to the company. The best strategy exploits more than one of these possibilities.

3. Blue Ocean strategy versus Red Ocean strategy
The Blue Ocean Strategy is created by Chan Kim W. and Mauborgne Renée and wants to challenge companies to break out of the red ocean of bloody competition by creating uncontested market space that makes the competition irrelevant. Blue ocean strategy is about growing demand and breaking away from the competition. Thus, they first introduce a set of analytical tools and frameworks that show how to act on this challenge, and then, they elaborated the principles that define and separate blue ocean strategy from competition-based strategic thought. 
The main idea that emerges is the companies must stop competing with each other and “the only way to beat the competition is to stop trying to beat the competition”. They present a market universe with two oceans: Red Ocean and Blue Ocean. Red Ocean is represented by existed industry (known market space) and Blue Ocean is represented by the industries that does not exist (unknown market space). The companies from Red Ocean followed a conventional approach, racing to beat the competition by building a defensible position within the existing industry order. Contrarily, the creators of blue oceans didn’t use the competition as their benchmark, but they follow a different strategic logic so called “value innovation” (the cornerstone of blue ocean strategy).
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Figure 5. Blue Ocean Strategy

It is called “value innovation” due to the focusing not on beating the competitions, making competition irrelevant, and creating a leap in value for customers, opening new and uncontested space. In this context, the authors make the differences between value innovation, technology innovation and market pioneering. Value innovation occurs only when companies align innovation with utility, price, and cost positions. If the strategy for companies in industry is to create greater value at a higher cost (differentiation) or to create reasonable value at a lower cost (low cost), the blue strategy pursues differentiation and low cost simultaneously. To create a new value curve it is necessary to identify the elements must be eliminated, the elements must be reduced well below the industry’s standard, the elements must be risen well above the industry’s standard and what elements must be created looking at the alternatives for plant’s products.
Table 1. Red Ocean Strategy vs. Blue Ocean Strategy

	Read Ocean Strategy
	Blue Ocean Strategy

	Compete in existing market space
	Create uncontested market space

	Beat the competition
	Make the competition irrelevant

	Exploit existing demand
	Create and capture new demand

	Make the value-cost trade-off
	Break the value-cost trade-off

	strategic choice of differentiation or low cost
	Differentiating and low cost


Sources: Chan Kim, W., Mauborgne, R, pg. 18, 2005
Other key principle of Blue Ocean Strategy is to be focus on the big picture not the numbers. The strategic profile with high blue ocean potential has three complementary qualities: focus, divergence, and a compelling tagline.
Firms need to build their blue ocean strategy in the sequence of customer utility, price, cost, and adoption (figure 6). Although companies should build their blue ocean strategy in the sequence of utility, price, cost, and adoption, these criteria form an integral whole to ensure commercial success.
Finally, if a company has developed a blue ocean strategy with a profitable business model, it must execute it, even if these suppose other challenges.

The process of creating Blue Ocean Strategy is not a static one but a dynamic achievement.
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Figure 6. Blue Ocean Strategy stages

If a firm creates a blue ocean strategy and its powerful performance consequences are known, the imitators will be appearing, expending this strategy. But the sustainability and imitation process brings considerable obstacles, even operational or cognitive, such as: a value innovation move does not make sense based on conventional strategic logic; brand image conflict prevents companies from imitating a blue ocean strategy; natural monopoly blocks imitation when the size of market cannot support another player; patent or legal permits, a high volume generated by a value innovation leads to rapid cost advantages, putting the potential imitators at an ongoing cost advantage; network externalities block firms from easily and credible imitation of blue ocean strategy; substantial shifts to the existing business practices, or policies; when a firm offers a leap in value, it quickly earns brand buzz and a loyal following in the market place. It doesn’t mean that competition will suddenly stop. On the contrary, the competition will remain a critical factor of market reality. What the authors suggest is that to obtain high performance in the market, firms should go beyond the competition for creating Blue Ocean. Companies already know how to compete in Red Ocean, but what they need to learn is how to make the competition irrelevant.
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