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Abstract. The digital era and the development of the times mean that businesses
must continue to innovate in their product and strategy because business compe-
tition leads to global competition. Many companies do not survive because they
cannot adapt to changes in customer preferences and market trends. This research
describes the strategy of increasing business competition through product differ-
entiation. This research uses a qualitative approach to the literature review
method. The research data was collected through secondary data, and relevant
research was identified through the research topic. Furthermore, the sources ob-
tained from the literature were selected according to their relevance and quality.
The research shows that the strategy of increasing business competition through
product differentiation can be done by creating innovations by focusing on form
innovation, features, work quality, conformity quality, durability, reliability,
style, and design. The process of product differentiation carried out in a business
needs to consider the risks that may occur, such as rejection from consumers,
innovation costs that are not cheap, limited resources, and decreased profitability.
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1 Introduction

In the rapidly growing digital era, businesses of all sizes, whether small, micro, me-
dium, or large, must continuously improve their competitiveness. Digitalization has
changed the business landscape by increasing the intensity of competition at the do-
mestic and global levels. Businesses that fail to adapt to changing customer preferences
and market trends often do not survive long [1-2]. Therefore, product differentiation
strategy is key to maintaining competitiveness and improving business sustainability.

Business competition refers to conditions in which companies compete for consum-
ers, market share, and profits. According to [3], competition in business includes vari-
ous strategies such as price differentiation, product quality, distribution, and promotion.
In this context, product differentiation is a key strategy that allows companies to create
added value for customers and differentiate their products from competitors. In line
with [4], business competition requires companies to have strong competitiveness to
maintain their position in the market.
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Product differentiation is a strategy that emphasizes creating meaningful differences
in the products or services offered. [5] define differentiation as a company's efforts to
design unique elements that differentiate its products from competitors. [6] shows that
proper implementation of differentiation can increase consumer acceptance and provide
a competitive advantage.

Schumpeter in [ 7] emphasized that innovation is a significant factor in business com-
petition and economic growth. Innovation includes various aspects, such as the intro-
duction of new products, the development of new production methods, and the opening
of new markets. [8] also states that product differentiation can increase a company's
competitiveness by offering unique value to customers. In line with this, [9] assert that
increased product customization contributes to improved quality and customers' will-
ingness to pay more.

However, although product differentiation has been widely discussed in the litera-
ture, there are still research gaps related to implementing innovation theory in differen-
tiation strategies, especially in the increasingly dynamic modern business context. [10]
put forward the concept of disruptive innovation that can radically change the market
structure, providing opportunities for companies to adapt to rapid market changes. In
addition, [11] shows that companies that successfully integrate innovation into their
business strategy tend to perform better in the global market.

Based on these problems, this study aims to analyze how product differentiation
strategies can improve the competitiveness of companies in the face of increasingly
fierce business competition. By understanding the relationship between innovation and
product differentiation, this research is expected to provide insights for businesses in
designing effective strategies to improve their competitiveness and sustainability in the
digital era.

2 Methods

This research uses a qualitative approach with a literature review study method, which
focuses on collecting and analyzing interpretative data that cannot be measured numer-
ically [12]. According to [13], the literature review method aims to collect and analyze
information from various sources relevant to the research topic. To ensure the accuracy
and relevance of the literature sources used, this study applies the PRISMA (Preferred
Reporting Items for Systematic Reviews and Meta-Analyses) framework as a method
of systematic selection of literature, which can be seen in Figure 1.

The literature selection process in this study consists of four main stages: identifica-
tion, screening, data extraction, and synthesis analysis. (1) Identification was carried
out by searching the literature through Scopus using the keywords “business competi-
tion,” “product differentiation,” and “innovation,” which resulted in 600 articles. (2)
Screening was conducted based on the inclusion criteria (journal articles published be-
tween 2017-2024, relevant to the research topic, English language, and accessible. Fur-
thermore, the exclusion criteria (literature sources other than articles, such as books,
letters, conference papers, and others, are outside the inclusion year range and do not
discuss related research topics). (3) After the screening process, the next stage is the
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feasibility stage, where articles will be further processed by examining the abstract of
each literature to determine its relevance to the research topic. (4) inclusion: articles
that are deemed appropriate will then be included for further analysis. At this stage, six
articles were obtained to be included.

| Identification of literature studies from Scopus database |
)
-5 & Records ad bef I
- ords removed before screenmsz:
% lécezgis ;%00 il ook » | Duplicate records removed = 46
p— l Reports excluded:
-Sourced other than journal articles
(book, conference paper, editonal,
Records screened = 554 N review, latter) = 160
-Languages other than English=0
-Issued outside the 2017-2024
l range = 366
.! Reports = t for retrisval Literature that will not be retrieved
'g Reportssought forretrieval |y | yased on suitability of abstract and
research topic =22
Reports  assessed  for
elizibility = 6
—
N }
Literature included for
analysiz =6
—

Fig. 1. Inclusion of selected literature with the prisma framework.

The past articles were then extracted by noting the main findings, research methods,
and primary focus. The literature study was analyzed and synthesized to identify the
conceptual relationship between product differentiation and improved business com-
petitiveness. This systematic approach is expected to provide valid academic insights
into innovation strategies in business competition.
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3 Results and Discussion
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Based on the results of the analysis of the six selected literature studies, Table 1 presents
the results of the analysis, including key findings, research methods, and recommenda-

tions.
Table 1. Selected study analysis results.
Author Main findings Methodology Recommendations

[14] Digitalization changes the Conceptual study Encourage
boundaries of innovation, the role based on literature interdisciplinary
of innovators, and the relationship  review and analysis collaboration in
between innovation processes and  of innovation theory  digital innovation
outcomes. Four new logics are challenges. Using research and
introduced: less bounded the Volvo case develop new
innovation, more innovation study and the 3D theories based on
agents, less predictable innovation  printing community the four logics of
processes, and close linkages as illustrations. innovation.
between innovation processes and
outcomes.

[15] Innovation capability positively Quantitative Insurance
affects innovation performance, approach with a companies need to
which impacts market and survey of 379 senior encourage a
financial ~ performance. An managers of the culture of
organizational culture  that insurance industry innovation  and
supports innovation is essential. in Sri Lanka. Using utilize technology

SEM  (Structural to improve

Equation innovation

Modeling). capabilities.
Further research is
recommended to
test the model in
other sectors and
countries.

[16] Organizational design influences A qualitative study Organizations
dynamic capabilities for with grounded should redesign
sustainable  business  model theory, based on 53 their structures to
innovation (SBMI). The interviews with 55 support  SBMIL
inhibiting and enabling factors are managers in 6 Further research

at the institutional, strategic, and MNCs committed can measure the
operational levels. to SBML impact of SBMI
on financial,
social, and

environmental

performance.
[17] Environmental innovation is Quantitative study Companies should

positively related to service with a survey of increase

innovation capability and Malaysian knowledge-based
sustainable business performance. companies  using resources and
Factors such as regulation and green technology. technology to
Using statistical  strengthen service
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supplier engagement drive service  validity and innovation.

innovation capability. reliability tests. Further research
can be conducted
in other
developing
countries by
adding new
variables to the
model.

[18] Identify sources of customer A qualitative study Highlights the
resistance to innovation in the with in-depth  importance of
tourism sector and the strategies interviews of 57 understanding the
entrepreneurs use to overcome tourism customer

them. entrepreneurs in perspective in
Spain and the UK. tourism
Data analysis using innovation.
thematic methods. Further research
can delve deeper
into specific

strategies that are
more effective.

[19] Business strategy, operational Quantitative Manufacturing
efficiency, and ownership approach with panel  firms should
structure  significantly  affect data analysis of 128 improve
manufacturing performance. manufacturing operational
Companies with proactive companies on the efficiency and
strategies are superior to those Indonesia Stock adopt  proactive
with defensive ones. Exchange (IDX) for business

2014-2021. Using strategies. Further

panel data research is

regression. recommended to
combine

secondary and
primary data and
explore the role of
foreign ownership
in innovation.

Product differentiation can increase competition, customer loyalty, and market share.
In line with research by [17] that shows that innovation capabilities in developing prod-
ucts contribute to improving company performance, innovation-based differentiation
can be an effective strategy to enhance competitiveness. Companies that innovate
through environmentally friendly products in this period can increase their competi-
tiveness.

3.1 Product Differentiation Through Innovation

Product differentiation is one of the innovation efforts made by a company as a strategy
to increase competitiveness. [20] define product differentiation as an effort to create a
product or image different from other companies to attract consumers. In line with [21]
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in product differentiation, the product means that the company makes new products that
customers consider unique and different. In this case, the product in question is a high-
quality product that will support the product's position in the market. From a market
perspective, high quality means comparison with potential competitors. From the con-
sumer's perspective, high quality is how the product can be well customized, according
to the person who uses it.

Innovation is a key factor in product differentiation and improving business compet-
itiveness. In the digital era, innovation is not only concerned with the creation of new
products but also with restructuring the product architecture to provide unique added
value. This can be done through replacing existing functions, creating complementary
products, or developing more efficient business models [14]. For example, product in-
novation can be realized in the insurance industry by introducing products with wider
additional benefits. Meanwhile, in the green technology sector, [17] highlighted that
eco-innovation is important in attracting sustainability-conscious consumers. In addi-
tion, service innovation capabilities can also improve product differentiation as com-
panies begin to offer more comprehensive solutions rather than just selling products
separately. The study by [15] shows that companies with proactive strategies based on
innovation tend to perform better than companies focusing on operational efficiency.
Therefore, companies need to make innovation a top priority in facing increasingly dy-
namic market competition.

Product innovation is innovation used in all aspects of a company's operations when
creating and marketing new products, including innovation in all functional processes
and uses [22]. Product innovation includes various methods of product development,
product improvement, entirely new product development, and expansion, which aim to
increase the number of products a company can offer [21]. The company will die with-
out innovation because it cannot adjust to market needs. A good company is a company
that innovates continuously and can adapt to consumer needs and current trends.

3.2 Risk Considerations When Innovations

Based on the findings of relevant research, it is known that several risks can arise when
carrying out a product innovation, including consumers not accepting the innovation or
rejecting it. This is the biggest problem of innovation. Consumers are generally satis-
fied with their current situation or the status quo and have no interest in innovation or
a relatively low appetite for consumer innovation [18]. While innovation offers differ-
entiation opportunities, it also comes with risks that companies must be aware of. One
of the main challenges is customer resistance to innovative products. [18] found that
uncertainty and lack of understanding of the benefits of innovation are often the leading
causes of customer resistance. In addition, customers who are already satisfied with
existing products tend to be reluctant to adapt to the changes offered by innovations.
Another risk that can arise when innovating a product is decreased profitability. The
innovation process has the opportunity to get lower profits than before. The company's
position is not at a loss, but the profits obtained are smaller even though the efforts
made are greater than before. Innovation also requires considerable initial costs such as
development, production, and marketing costs, which will reduce additional or profit
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margins. Consumer demand that is unpredictable or does not match the sales target can
increase the risk of decreased profits. There is no guarantee that an innovative product
can succeed in the market, which is also a risk that should be considered. Market un-
certainty is a risk when innovating a product because the market can change drastically
and quickly and is difficult to predict. This can cause new products or innovations not
to reach the target market and result in failure in the innovation process. Competition
in the market, especially with competitors who develop similar products, will affect the
determination and price war. The innovation process also needs to consider the availa-
bility of resources. Limited resources can be a risk that will be faced when innovating.
In line with research by [23] a company with limited resources is relatively cautious in
taking risks due to the limited resources available to overcome risks that may arise,
which can hinder innovation.

Another risk is the high rate of innovation failure, which indicates that the market is
often challenging for new products that have not been proven effective [16]. Therefore,
companies need to consider the technical aspects of innovation and how the market
accepts the innovation. To overcome this challenge, an effective communication strat-
egy is required to build customer trust and reduce uncertainty towards innovation.

3.3  Strategy for Increasing Business Competition Through Product
Differentiation

Product differentiation strategy has the meaning or value of the company creating a
new product that all consumers perceive as a unique and different product [24]. In the
context of business competition, this strategy helps companies increase customer loy-
alty, reduce price pressure, attract new market segments, and strengthen market posi-
tion. Unique products can build an emotional connection with customers, making them
more likely to remain loyal. By having differentiated products, companies do not need
to compete solely on price, as consumers are willing to pay more for products they
perceive as adding value. Song and Parry in [24] found a positive relationship between
the success rate of new products and measures of product differentiation. Therefore,
improving product quality and excellence through innovative differentiation is the right
strategy to strengthen business and market competition and increase consumer satisfac-
tion.

Some main strategies companies can implement to improve competitiveness through
product innovation include: (1) Strengthening innovation capabilities through building
an organizational culture that encourages creativity and knowledge sharing and sup-
ports the development of new business ideas [17]. (2) digital technology can be utilized
through digitalization to create new business models and increase product value
through data-driven innovation and artificial intelligence [14]. (3) Focus on service in-
novation, where companies must create value propositions that are not only product-
based but also combine services and supporting technology [17]. (4) By implementing
eco-innovation by adopting environmentally friendly technology, companies can attract
market segments that are more concerned about sustainability [17]. (5) Proactive strat-
egies in business: companies that prioritize product innovation and market orientation
tend to have a competitive advantage over those that only focus on efficiency [19]. (6)
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Effective communication strategy, clearly conveying the benefits of innovation to cus-
tomers to reduce risk perception and build trust [18]. (7) Understanding consumer needs
through successful product differentiation requires a market-based approach, where in-
novation is based on consumer needs and preferences [15].

This discussion underscores the importance of product differentiation in enhancing
a company's competitive advantage in a complex and diverse market. By understanding
market needs and creating unique products, companies can build customer loyalty, re-
duce pricing pressure, and strengthen their market position. A product differentiation
strategy also helps companies achieve a competitive advantage different from their
competitors.

4 Conclusions

This research confirms that innovation is a key factor in product differentiation strategy
to improve business competitiveness. Companies can create added value that differen-
tiates them from competitors by building innovation capabilities, adopting digital tech-
nology, and implementing a market-oriented strategy. In addition, the success of inno-
vation also depends on risk management, especially in overcoming customer resistance
to change.

The main contribution of this research is to provide a comprehensive overview of
innovation strategies that can be applied in product differentiation to improve compet-
itiveness. However, this research is still limited to a literature review without a more
in-depth empirical analysis. For this reason, future research is recommended to explore
the influence of external factors such as regulations, changes in consumer preferences,
and the dynamics of global competition in implementing innovation-based differentia-
tion strategies.

References

1. Abdurohim, D., Susila, Y. & Maula Novendra, A. Strategi Bertahan Dan Pemasaran Online
Di Masa Pandemi Covid-19 Ukm Kota Bandung Studi Kasus Usaha Kecil Rajut. Kebijakan :
Jurnal llmu Administrasi 14, 56-72 (2023).

2. Dewi, L. G. K. Mengungkap Strategi Ketahanan Usaha Pengusaha Muda. Jurnal limiah
Manajemen dan Bisnis 6, 20-34 (2021).

3. Kuncoro, M. Strategi Meraih Keunggulan Kompetitif Di Era Indstri 4.0. (Penerbit ANDI
(Anggota IKAPI), Yogyakarta, 2020).

4. Steiner, E. & Tchistyi, A. Distorting Effects of PPP Loans on Business Competition *. Jour-
nal of Financial Intermediation 59, 101099 (2023).

5. Kotler, P., Molan, B. & Sarwiji, B. Marketing Management. (Indeks 2005, Jakarta, 2005).

6. Swara, A. Konsumen Pada Produk Rexona ( Studi Pada Mahasiswa Pengguna Deodorant
Rexona di Fakultas Komunikasi dan Bisnis , Universitas Telkom ). in eProceedings of Man-
agement (2014).

7. Mulyana, R. A. Kritik Atas Pandangan Inovasi-Kewirausahaan J. A. Schumpeter. Jurnal
Pendidikan Ekonomi (JUPE) 11, 243-253 (2023).



974

8.

9.

10.

11.

13.

14.

16.

17.

18.

19.

20.

21.

22.

23.

24.

D. R. Salim et al.

Porter, M. E. Competitive Advantage: Creating and Sustaining Superior Performance. (Free
Pass, California, 1985).

Tookanlou, P. B. & Wong, H. Determining the optimal customization levels, lead times, and
inventory positioning in vertical product differentiation. Int J Prod Econ 221, 107479
(2020).

Christensen, C. M. The Innovator’s Dilemma: When New Technologies Cause Great Firms
to Fail Management of Innovation and Change Series. (Harvard Business School Press,
Massachusetts, 1997).

Pevitt, K. Managing Innovation: Integrating Technological, Market And Organizational
Change. (John Willey & Sons, 2020).

. Merriam, S. B. & Tisdell, E. J. Qualitative Research: A Guide to Design and Implementa-

tion. (Jossey Bass, San Francisco, 2015).

Agus, A. L. et al. Studi Literatur (Systematic, Narrative, Scoping, Argumentative, Theoriti-
cal). Eureka Media Aksara (2023).

Nambisan, S., Lyytinen, K., Majchrzak, A. & Song, M. Digital innovation management:
Reinventing innovation management research in a digital world. MIS Q 41, 223-238 (2017).

. Rajapathirana, R. P. J. & Hui, Y. Relationship between innovation capability, innovation

type, and firm performance. Journal of Innovation and Knowledge 3, 4455 (2018).
Bocken, N. M. P. & Geradts, T. H. J. Barriers and drivers to sustainable business model
innovation: Organization design and dynamic capabilities. Long Range Plann 53, 101950
(2020).

Fernando, Y., Chiappetta Jabbour, C. J. & Wah, W. X. Pursuing green growth in technology
firms through the connections between environmental innovation and sustainable business
performance: Does service capability matter? Resour Conserv Recycl 141, 820 (2019).
Rodriguez Sanchez, 1., Williams, A. M. & Garcia Andreu, H. Customer Resistance to Tour-
ism Innovations: Entrepreneurs’ Understanding and Management Strategies. J Travel Res
59, 450-464 (2020).

Handoyo, S., Suharman, H., Ghani, E. K. & Soedarsono, S. A business strategy, operational
efficiency, ownership structure, and manufacturing performance: The moderating role of
market uncertainty and competition intensity and its implication on open innovation. Jour-
nal of Open Innovation: Technology, Market, and Complexity 9, 100039 (2023).

Ernawati, F. A. & Ali, H. Pengaruh Strategi Pemilihan Pasar, Diferensiasi Produk, dan Ali-
ansi Strategis terhadap Keunggulan Bersaing. Jurnal Siber Multi Disiplin (JSMD) 2, 10-17
(2024).

Tehuayo, E. Pengaruh Diferensiasi Produk, Inovasi Produk, dan Iklan terhadap Loyalitas
Konsumen Shampo Sunsilk di Kota Ambon. Jurnal Nasional Manajemen Pemasaran &
SDM 2, 69-88 (2021).

Crawford, M. & Benedetto, A. Di. New Products Management. Universitas Nusantara
PGRI Kediri vol. 01 (2017).

Jonathan, J. & Nuringsih, K. Pengaruh Inovasi Dan Keproaktifan Dalam Mendorong Kinerja
Usaha Secara Berkelanjutan. Jurnal Muara Ilmu Ekonomi dan Bisnis 6, 461-472 (2022).
Firmansyah, M. A., Mahardhika, B. W. & Susanti, A. Pengaruh Strategi Diferensiasi Dan
Hargaterhadap Keunggulan Bersaing Elzatta Royal Plaza Surabaya. BALANCE: Economic,
Business, Management and Accounting Journal 16, (2019).



Strategies for Increasing Business Competition Through Product ... 975

Open Access This chapter is licensed under the terms of the Creative Commons Attribution-
NonCommercial 4.0 International License (http://creativecommons.org/licenses/by-nc/4.0/),
which permits any noncommercial use, sharing, adaptation, distribution and reproduction in any
medium or format, as long as you give appropriate credit to the original author(s) and the
source, provide a link to the Creative Commons license and indicate if changes were made.

The images or other third party material in this chapter are included in the chapter's
Creative Commons license, unless indicated otherwise in a credit line to the material. If material
is not included in the chapter's Creative Commons license and your intended use is not
permitted by statutory regulation or exceeds the permitted use, you will need to obtain
permission directly from the copyright holder.


http://creativecommons.org/licenses/by-nc/4.0/

	Strategies for Increasing Business Competition Through Product Differentiation: A Review of Innovation Theory



