Q: Steve — We hope you can help. My wife and I have owned a small hardware store for 10 years. Well, now it looks like a Home Depot is going to be opening up nearby and we are quite worried. How do we compete?
Adrian, San Diego
A: Yours is a dilemma faced by an ever-increasing number of small businesses across the country. When a so-called "Big Box" competitor such as Home Depot or Wal-Mart enters an area, small businesses of all types are confronted with a challenge never before faced.

What do you do?

Different locales deal with this issue in different ways. Where I live for example, a new Starbucks was set to open up in a tight, progressive community. The store has yet to open as it has been hit with Molotov cocktails not once, but twice. No, this is not an advisable way to handle a new competitor; it did though send a powerful message to other would-be retail giants who might want to enter this neighborhood: Stay Out!

A far better strategy is to actually compete head-on. Not only is that usually the most effective route, but in reality, it may be your only one. When a Big Box retailer sets its sites on your neighborhood, its economic muscle usually means that it gets what it wants — the new location.

The first things to know is what not to do, namely, do not compete on price because the Big Box will beat you every time. Some people reading this will remember a time when gas stations at the same intersection would have a "Gas War!" One station would drop its price per gallon to, say, 29.9¢ and the station across the street would go down to 28.9¢. This would go on for a while, and people would flock to the stations to get cheap gas, all while the stations' profit margins were getting killed.

The problem with the gas war mentality is that all of your hard work — coming up with a great business, drafting that darn business plan, finding just the right location, building a brand, all of it — is reduced to selling your stuff for less. Unless you can really compete on price, and unless that is your brand and plan, competing on price against a Big Box is usually a big mistake.

Customers look at a variety of factors when deciding where to buy. Sure price is a big factor, but it is not the only one, and often not the dispositive one. Think about when you buy something. How often do you buy solely because you found it for less? Probably not all that often. Do you buy only generic food at the market even though it is cheaper? Of course not.

So instead, challenge the Big Box competitor where you have the advantage. For many small businesses, this means customer service, attention to detail, and a personal touch. Home Depot is a great place to find many things, except someone to help you when you can't find what you are looking for.

The small business that survives the Big Box challenge will be the one that offers fair prices and exceptional customer service. People will patronize your business, and pay more, for that. Just look at Nordstrom's.

Another place to compete where they cannot is on the high-end. Offering high-end items the Big Box competitor does not is a strategy that has worked for others facing a similar challenge. The nice thing about selling more chic items is that you can charge more (thus not competing on price), and the markup is better.

Better convenience is another area where you beat the big boys. Going to Home Depot — or Wal-Mart or Costco — is a bit of a chore. It takes time. If you can offer a more convenient option to customers, that is valuable.

So the secret to staying competitive in the face of a huge challenger is to avoid falling for the Gas War trap, finding a niche where you have the advantage and which the big boys cannot match, and smothering your customers in kindness.

Today's tip: If you have a service business and you would like to get paid more for your services, consider these ideas:

• Offer a flat fee: Customers like knowing exactly what they will pay and will often pay more for that peace of mind.

• Offer a free consultation: A half hour free builds rapport, and rapport creates work — even at higher fees.

• Start small: Offer to do a smaller project first to build confidence. Once they like you and your work and you have built rapport, you can charge more.

• Guarantee your work: Guarantees build confidence, and confidence, too, can mean higher fees.

